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FOREWORD  

 

The book Recent Studies in Economics is a collection of research papers on business and 

economics written by researchers from several countries. The taxation of minimum wage, risk 

management disclosure practices, the international economic performance of Eastern and 

Central European Countries, the possible effects of the proposed financial transaction taxes on 

the EU, a business plan for accountants, the impact of oil prices on macroeconomics of 

developed and developing oil-exporting countries, start-up entrepreneurships in Mexico, the 

impact of family life cycle on the investorsô psychological biases, the impact of inpatriate 

assignments on localization efforts of multi-national companies, the International Accounting 

Standards for real estate construction agreements, a business plan for a firm to produce biodiesel 

renewable fuel from vegetable oils, the demographic characteristics of credit card usage, the 

impacts of time management on quality assurance and cost reduction, the debt burden 

distribution among inter-generations, the concept of independent auditing in accordance with 

Turkish Commercial Code numbered 6102, the co-integration and causality between socio-

economic indicators and female labor force participation in Turkey, the effects of resisting 

intrusions on employee self-regulatory resources, attentiveness, and fatigue, the relation 

between the public savings and borrowing requirement and financial balances in Turkey after 

global crisis, applications, developments and improvements in Time Series Forecasting with 

Neural Network and Fuzzy Logic, the free market ideology on the axis of Karl Polanyiôs book 

of Great Transformation, Turkish olive oil export performance, the financial performance of 

the ceramic industry companies listed in Istanbul Stock Exchange, the effect of volatility in 

stock exchange markets in Turkey, Italy, Greece and Russia, the role of job satisfaction in the 

relationship between management innovation and contextual performance are the subjects 

covered by the book. 

ARIKAN and G¦RB¦Z examine the taxation of minimum wage in Turkey. The study by YEN 

and CHEN aims to analyze the multi-functionality of the community supported agriculture in 

Taiwan. The study of ADILOGLU and DEMIR attempts to explore risk management disclosure 

practices in Istanbul Stock Exchange Market. LOKAR, BAJZIKOVA and BAJZIK 

comparatively study the international economic performance of Eastern and Central European 

Countries and make forecasts about the possible effects on the world economy and the EU 

economy. SEN investigates the possible effects of the proposed financial transaction taxes on 

the EU in light of previous country experiences. 

The study of ATAGAN-CETIN aims to present a business plan for accountants who are trying 

to open an accounting firm in the right place. BAIMAGANBETOV  empirically studies the 

impact of oil prices on macroeconomics of developed and developing oil-exporting countries. 

VARGAS-HERNĆNDEZ and HERNĆNDEZ attempt to study the evolution and development 

of start-up entrepreneurships in Mexico and the Metropolitan Area of Guadalajara. The study 

by BAYRAKDAROGLU and SARIKAYA aims to examine whether family life cycle 

influences the investorsô psychological biases. STERNECK inspects the impact of inpatriate 

assignments on localization efforts of a multi-national company. ¢ALIķ and ķUEKINCI 

evaluate the International Accounting Standards for real estate construction agreements. 

CETIN attempts to conceptually study a business plan for a firm to produce biodiesel renewable 

fuel from vegetable oils in Turkey. DEMIRALAY  and LORCU scrutinize the credit card using 

habits of university students at the department of banking to determine the demographic 

characteristics of credit card usage. DEMIRKIRAN, ķENER and ¥MER examine the 

importance of the time management concept in Kaizen philosophy and the impacts of time 

management on quality assurance and cost reduction. EROGLU evaluates theoretical 



 

 

discussions on the debt burden distribution among inter-generations. The study of G¦RB¦Z 

analyzes the concept of independent auditing in accordance with Turkish Commercial Code 

numbered 6102. 

KARAALP-ORHAN empirically investigates the co-integration and causality between socio-

economic indicators and female labor force participation in Turkey by using the Bounds Test 

Approach. LIN, ASLAN, AYDIN, DJOKOVIC, ĶNCE, KAYA, SARA¢, SARIER and 

ķIHMAN attempt to test the effects of resisting intrusions on employee self-regulatory 

resources, attentiveness, and fatigue. OZKER qualitatively studies the relation between the 

public savings and borrowing requirement and financial balances in Turkey after global crisis. 

The study by PABUCCU examines some recent applications, developments and improvements 

in Time Series Forecasting with Neural Network and Fuzzy Logic. SARI assesses the free 

market ideology on the axis of Karl Polanyiôs book of Great Transformation. SOYDAL, KURT 

and YAķAR investigate the relationship between interest rates and investment in a comparative 

perspective between Turkey and Developed and Developing countries. 

The study of TOKLU addresses Turkish olive oil export performance by examining the 

antecedents of export performance of SMEs in emerging markets. By using Grey Relational 

Analysis, UNAL, ĶCIGEN and GURDAL analyze the financial performance of the ceramic 

industry companies listed in Istanbul Stock Exchange. The study of YILDIZ and DIRIK focus 

on management innovation and explore the role of job satisfaction in the relationship between 

management innovation and contextual performance in the specific context of Turkish 

organizational life. 

 

 

 

 



Taxation of The Minimum Wage in Turkey 

 
Zeynep Arikan, Salih G¿rb¿z 

 

1. Introduction 

The purpose of being obliged to pay taxes according to everyone's financial resources is to be 

obligated to pay tax with individualôs social, economic and financial causes and it is necessary 

to make according to financial resources. On the other hand, in Turkey, the tax burden on wage 

earners, especially the minimum wage is very high. Large portion of the income tax is paid by 

wage earners and the vast majority of the income tax payers are composed of wage earners. The 

tax burden on poor and fixed incomes doesnôt secure the justice in taxation and tax burden on 

them encourages shadow employment. Although minimum living allowance application is a 

little bit reduce the tax burden on minimum wage, minimum wages are inadequate to meet the 

vital needs of the people. 

The cost of the minimum wage on employer is also had a separate burden. The excess of the 

tax burden leads to high labour costs and it leads to unemployment and economic inequality in 

Turkey, as in many countries.  

Therefore, administration's basic task is to create a fair tax system, with minimum wage. In our 

study, minimum wage will be determined the tax burden, the cost to employers, compared of 

Turkey and many other countries, the effects of the application will be examined and the 

increase of minimum living standard will be brought solutions. 

 

2. The Definition of Minimum Wage  

Minimum wage workers are paid in return for work premium and it is a charge which is 

important in terms of social welfare state. The definition of the minimum wage has been directly 

prescribed by 4 / D article of the Minimum Wage Regulations. According to the regulation 

minimum wage is defined as wage that workers are paid for a normal working day and they, 

essential needs such as food, housing, clothing, health, transportation and culture, can meet a 

minimum on price of the day. 

There isn't definition of the minimum wage in 1982 Constitution but article 55 of the 1982 

Constitution indicates as "The State shall take the necessary measures to ensure that workers 

earn a fair wage suitable for the work they perform and that they enjoy other social benefits and 

in determining the minimum wage, the economic and social conditions of the country shall be 

taken into account."  Article 73 of the Constitution indicates as everyone is under the obligation 

to pay taxes according to his financial resources in order to meet public expenditures and an 

equitable and balanced distribution of the tax burden is the social objective of fiscal policy. In 

the context of these objectives, whether state receives taxes on minimum wage is described, 

and it is revealed that the tax burden is distributed according to which criteria. Thus practice in 

the context of economic and political preferences is formed.  

The purpose of the fee under Article 39 of Labor Law is defined as "regulation of economic 

and social status of workers" but full definition of the wage is not been. 

Minimum wage can be defined as meeting the most basic needs of the employee, allowing for 

a decent living and the lowest rate to be paid by an employer. 
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3.  The Minimum Wage Determination Methods 

Determination methods of the minimum wage are different from country to country. In general, 

determination methods of the minimum wage can be listed as follows: 

1. State can exactly determine minimum wage with a law. 

2. The amount of the minimum wage can be determined by commission of fixing the 

minimum wages of legally established.  

3. It is agreed on the amount of the minimum wage between employers and workers' 

representatives in collective bargaining negotiations. 

The second of these methods is applied in Turkey. In Turkey, the minimum wage decisions are 

taken by an independent commission. The process operates depending on the administrative 

mechanism. (Deĵer Hukuk B¿rosu, n.d.).  

The minimum wage is determined in five different ways in European Union Countries.  

These (Bur­in YILMAZ & HarunTERZĶ, 2006); 

1. It is determined by the governments in consultation with workers and unions as in 

France, Luxembourg, the Netherlands, Portugal and Spain. 

2. It is determined with national collective agreements in Belgium and Greece. 

3. The minimum wage is implemented differently according to sectors in Austria, 

Germany and Italy and It is determined with collective bargaining in these countries. 

4. Minimum wages are determined to cover all workers with collective agreements in 

Finland and Sweden. 

5. Industries, with low wage levels, are determined different rates of minimum wages in 

Ireland and the UK. 

The sectoral distinction in determining the minimum wage is taken into consideration in some 

countries. This fair is an application.  

The real value of the minimum wage is more important than the level of the minimum wage. 

Even though two different workers have the same wage from two different countries, their real 

purchasing powers are different. When evaluating the minimum wage of the countries, they 

will be useful to look at purchasing power parity. This is why; countries will be useful to look 

at purchasing power parity when evaluating their minimum wage.   

According to OECD data, the minimum wage purchasing power parity can be listed as follows 

(AKBULUT, 2015): 

Å Annually 11,000 dollars in Turkey (for 2014). 

Å Annually 21,300 dollars in Australian. 

Å Annually 22.300 dollars in Canada. 

Å Annually 9.200 dollars in Hungary. 

Å Annually 15.100 dollars in Japan. 

Å Annually 15.200 dollars in Korea. 

Å Annually 2.100 dollars in Mexican. 

Å Annually 23.400 dollars in Netherland 

Å Annually 11.600 dollars in Portugal. 

Å Annually 13.300 dollars in Spain. 

Å Annually 15.000 dollars in USA. 

Å Annually 18.600 dollars in UK. 

 

4. Elements of Minimum Wage 

We can list the elements of the minimum wage as follows (TAķKIN, Asgari ¦cret Tanēmē ve 

Unsurlarē, 2016): 
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1. The minimum wage is counterpart of a normal working day. 

2. The minimum wage is counterpart of a minimum level of mandatory requirements. 

3. The needs of working people and their families are taken into consideration. 

4. The minimum wage shows the lower limit of the legal wage payable (TAķKIN, Asgari 

¦cret Tanēmē ve Unsurlarē, 2016). 

5. Minimum wage is periodically reviewed and reorganized by authorities. 

 

5. The Aim Of The Minimum Wage Implementation 

There are some basic aims of the minimum wage implementation. We can list the basic aims 

of the minimum wage as follows (TAķKIN, Asgari ¦cret Tanēmē ve Unsurlarē, 2016): 

1. Minimum standard of living is provided to employees and their families with minimum 

wage.  

2. It prevents the exploitation of labor. 

3. It protects workers against unexpected and sudden fall of wage. Due to excess supply 

in the labor market, state prevents falling below a certain limit of wage with the 

minimum wage implementation .  

4. The minimum wage is an important wage policy tool of state. 

5. It helps the realization of the principle of equal pay for equal work between employees 

and thus it eliminates abnormal imbalance between wage payments.  

6. It prevents unfair competition between employers.  

The purposes of the minimum wage are of vital importance for the people involved with their 

effort into working life and people who earn income in this way. So that people's labour is 

valued and their working conditions are improved. 

 

6. Features of Minimum Wage 

We can list the features of the minimum wage as follows: 

1. The minimum wage can't be matter of negotiation between the parties. 

2. The minimum wage is implemented according to the legislation. 

3. Personal characteristics such as experience, education level, seniority are not taken in 

consideration. 

4. The minimum wage doesn't merely include employees under the status of workers. (AR, 

2007) 

5. Employees of an independent status are benefited from the minimum wage (example 

government employees). 

6. The minimum wages contribute to the redistribution and equitable distribution of the 

national income.  

7. The minimum wage is a social policy tool.  

The minimum wage aims to provide a standard of living worthy of human dignity and to 

increase the level of prosperity. 
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7. Development of the Minimum Wage in Turkey 

Over the past ten years the development of the minimum wage in Turkey is given in table 1. 

Table 1:  Development of the Minimum Wage in Turkey (2006 - 2016 Between the years) 
Publication and Chronology in The 

Official Gazette 

Period Total TL 

31 December 2015  

29579 

01.01.2016 ï 31.12.2016 1.647,00 

  

31 Aralē 2014 

29222 

01.01.2015   -  30.06.2015 1.201,50 

01.01.2015 - 31.12.2015 1.273,50 

31 December 2013 

28868 (3. Repeating)  

01.01.2014 - 30.06.2014 1.071,00 

01.01.2014 - 31.12.2014 1.134,00 

29 December 2012 

28512 

01.01.2013 - 30.06.2013 978,60 

01.07.2013 - 31.12.2013 1.021,50 

30 December 2011 

28158 

01.01.2012 - 30.06.2012 886,50 

01.07.2012 - 31.12.2012 940,50 

29 December 2010 

27800 (6. Repeating) 

01.01.2011 - 30.06.2011 765,50 

01.07.2011 - 31.12.2011 837,00 

31 December 2009 

27499 

01.01.2010 - 30.06.2010 729,00 

01.07.2010 - 31.12.2010 760,50 

31 December 2008 

 

01.01.2009 - 30.06.2009 666,00 

01.07.2009 - 31.12.2009 693,00 

31 December 2007 01.01.2008 - 30.06.2008 608,40 

01.07.2008 - 31.12.2008 638,70 

31 December 2006 01.01.2007 - 30.06.2007 562,50 

01.07.2007 - 31.12.2007 585,00 

31 December 2005 01.01.2006 - 30.06.2006 531,00 

01.07.2006 - 31.12.2006 488,70 

Reference: Table 1 has been prepared by us benefiting from notifications published in the Official Gazette of the 

minimum wage. 

 

The minimum wage has increased approximately % 60 on last decade years, as observed in 

Table 1. The minimum wage is the same according to the minimum wage laws for all businesses 

and professions in the private and public sectors in Turkey. The minimum wage varies 

according to each job and profession in foreign countries. Factors, such as; business of the 

physical challenges, the information needs of branches, causing differentiation, cause the 

differentiation of the minimum wage.  

The minimum wage is below  hunger* and poverty line** in Turkey. As of 2016 year, hunger 

threshold of a family of four is 1.370,00 TL  and the poverty line is 4.462,00 TL (T¦RK-Ķķ, 2016). 

 

8. Tax Burden On Minimum Wage in Turkey 

Net income of minimum wages of workers in the private sector after all deductions from their 

wages in Table 2 and the costs to the employer in Table 3 have been shown. 
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Table 2: Deductions on the Legal Minimum Wage in Turkey (01.01.2016 - 12.31.2016 

Period) 
Gross wage                                                                                                                                 1.467,00 TL 

Insurance Premium Workers Share (% 1 )                                                                                     230,58 TL 

Unemployment Insurance Premium Workers Share (% 1)                                                              16,47 TL 

Income Tax Base                                                                                                                          1.399,95 TL 

The Calculated Income Tax                                                                                                            209,99 TL 

(1.399,95 * % 15=) 

Minimum living allowance for single people and childless                                                            123,53 TL 

                                                                                                                                                          

The income tax payable                                                                                                                 =  86,46 TL 

Total Deductions                                                                                                                              346,01 TL 

(Total Tax Burden) 

¶ Incoma Tax                                                                                                  86,46 

¶ SSĶ                                                                                                             230,58 

¶ UIP                                                                                                              16,47           Tax Wages 

¶ Stamp Tax                                                                                                   12,50 

(1.647,00 * % 07,59) 

Net Payable                                                                                                                               1.300,99 TL 

(Net Minimum Wage) 

(1.647,00 ï 346 ï 01 =) 

 

Reference: Table 2 has been calculated by us considering features of minimum wage 

 

There are multiple taxes and other financial obligations on the minimum wage as shown in 

Table 2.  The real value of the minimum wage with this burden is reduced and the effect of 

overload unregistered employment is encouraged. 

Financial burden on minimum wage is emerging as the burden on employers and workers. 

Financial burden on labor in 2016 are given in Table 2, taking into account the minimum wage. 

Gross minimum wage in the amount of 1647.00 TL is decreased Net 1300.99 TL, after 

deduction such as ēnsurance premium workers share, unemployment ēnsurance premium 

workers share, income tax, stamp tax etc. It shows a tax burden exceeding 20% on the minimum 

wage. "Subsistence allowance applicationò for slightly reducing this burden has been brought 

with article 32 of the Income Tax Act. The deduction of 123.53 TL.  per month is recognized 

for single people and childless in 2016,  in other words, the person isn't received the income tax 

by this amount.  

 

Table 3: Employer Cost of Minimum Wage in Turkey (2016 Period) 
Minimum wage                                                                                                                        1.647,00 TL 

The employer's share of social security contributions (%15,5)                                                              255,29 TL                                          

The employer's share of unemployment insurance fund (%2)                                                                 32,94 TL                                       

Employers total cost *                                                                                                              1.935,23 TL 

Reference: Table 3 has been calculated by us according to the minimum wage. 

*  110.10 TL of the total cost to the employer will be paid by the Treasury as a result of arrangements made 

according to the terms benefit 

 

The financial burden of minimum wage constitutes the direct taxes (which are) deducted from 

payroll such as income taxes, stamp tax, social security contributions, funding and indirect taxes 
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such as value-added tax, excise duty in Turkey. Therefore, worker income is taxed both directly 

and indirectly. Indirect taxes have an impact on the real value of the minimum wage. The tax 

burden on the minimum wage is shown in Table 4. 

 

Table 4: Tax Burden on Minimum Wage in Turkey (2016 Period) 
Diverse Tax Burdens According 

to 

Gross 

Wages 

% 

According 

to 

Net  

Wages  

% 

The tax burden in terms of direct taxes -Income Tax (IT)* 

-Stamp Tax (ST) 

6 7,60 

The tax burden in terms of taxes and other 

financial obligations 

-IT ï ST 

-Unemploymentinsurance 

contributions (UIC) 

- Social security contributions (SSC)  

21 26,60 

The total tax burden, including indirect 

taxes** 

-IT ï ST 

-UIC 

-SSC 

-Indirect Tax 

31 39 

Reference: Table 4 has been calculated by us benefiting from Table 2 

 

* Remainder, after minimum living allowance was deducted from income tax, has been taken 

into account in the calculation. 

The tax burden on minimum wage is greater as shown in Table 4. The tax burden on minimum 

wage has exceeded 30% with indirect taxes on gross wages. When we consider the tax burden 

on minimum wage, we believe that the minimum wage should not be taxed. However the state 

will suffer a financial loss in this case and the minimum wage is not possible to stay out of tax 

as technical. Because, this situation causes an increase of informal economy in our country that 

informal workers is widespread.  

On the other hand, the increase of the minimum wage isnôt the solution alone. If the minimum 

wage increases, the tax burden on wages will increase the same rate. In this case, the increase 

in minimum wage will lead to request other paid raise, and the cost of the employer will 

increase. Either the employers will make self-sacrifice from their profit or they will raise their 

prices. Economic result of this situation is the rise of prices. Because of increase sales prices, 

the purchasing power of the minimum wage will reduce. When purchasing power is low, 

increased wages will not change in real terms. This vicious cycle will continue with this 

approach. Instead of increasing the nominal minimum wage, increase of the real minimum wage 

is a more accurate application.  

 

9. Minimum Wage Implementation in Some Countries 

Although different methods are applied for determining the minimum wage in various states, 

there isn't official minimum wage implementation in some states (ecotripsos, Asgari ¦cretin 

En Y¿ksek Olduĵu 10 ¦lke, 2014).   

The minimum wages in some countries of the world can be listed as follows: 

- Germany: There wasn't a minimum wage in Germany until January 2015. Hourly 

minimum rate (8.5 euros per hour) in Germany has been put into effect on January 1, 

2015. Minimum wage implementation, with some exceptions, is generally available in 

all areas and in all regions. Intern trainees under the training of up to 3 months and legal 
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workers under 18 without vocational training are outside of the minimum wage 

implementation (ecotripsos, Asgari ¦cretin En Y¿ksek Olduĵu 10 ¦lke, 2014). The 

hourly minimum rate to be raised to 8.84 euros has been decided by special minimum 

wage commission consisting of workers and employers for 2017 (HABER, 2016).  

- Austria: The worker who works 38 hours per week, earns 34 358 dollars per year in the 

country. This situation means 2,863 dollars per month. The country is among the 

countries paying the highest minimum wage with this wage amount (HABER, 2016) 

- USA:  The minimum wage varies according to provinces in USA. The provinces 

determine its own minimum wage. The provinces take into account some criteria such 

as size of an enterprise, revenues of an enterprise and the number of workers, while they 

determine the minimum wage. The minimum wage is determined hourly for federal 

employees. To create more efficient work areas and to improve living standards of 

workers have been targeted with minimum wage in the country. For example; California 

minimum wage is $ 9  hourly, and Seattle has the highest minimum wage in USA with 

$ 15 hourly (OôSullivan, 2015). 

- China: There are different minimum wages according to the level of development 

between regions in the country. Also intercity different minimum wage is also available. 

The minimum wage has been implemented in high amounts in cities depending on the 

provinces and in low amounts in cities depending on the underdeveloped regions. The 

minimum wage is implemented higher amounts in large export regions of same province 

(Kaymaz, 2012). 

- India: A local minimum wage is designated by authorities in provinces where are 

governed by the province centre and the central government in India. The minimum 

wages above the poverty line, and equal pay for equal work is demanded strongly by 

citizens. Therefore, the minimum and maximum limits of the minimum wage are 

determined (ASLAN, 2013). 

- Malaysia: The minimum wage has been put into effect for improving the living 

standards of low-income families. The minimum wage varies from state to state. 

- Sweden: There is no official minimum wage. The minimum amount has been 

determined for wages of private sector workers in the provinces (Ticaret Gazetesi, 

2012). 

- Italy: There is no official minimum wage. 

- Denmark: There is no official minimum wage. 

- Finland: There is no official minimum wage. 

- Southern Greek Region: There is no official minimum wage. 

As seen in the example of countries, the minimum wage implementation is different in every 

country. 

The amounts of real minimum wage in Turkey and in some OECD countries is possible to see 

in the Table 5 
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Table 5: Real Minimum Wage in Turkey and in Some OECD Countries (According to the 

Purchasing Power Parity / Annual - $ - 2005 - 2013) 
Country 

 

      Year 

2005 2006 2007 2008 2009 2010 2011 2012 2013 

Austria 20240 19943 20621 20251 20444 20307 20521 20764 20743 

Belgium 20615 20469 20658 20808 21499 21210 20940 21094 21116 

Canada  13386 13658 13796 14349 15290 15795 15827 16227 16314 

Chile 4828 4944 5080 5066 5363 5522 5632 5797 6071 

Czech Rep. 7137 7537 7514 7054 6983 6913 6778 6584 6629 

Estonia 4519 4796 5429 5951 5951 5772 5498 5524 5932 

France 18177 18743 18814 18985 19334 19110 19108 19352 19414 

Greece 11367 11658 11879 12213 12777 12353 12089 9640 9412 

Hungary 6929 7310 7126 7095 7042 6877 7017 7911 8187 

Ireland 18229 17995 18970 18620 19542 19737 19162 18978 18797 

Israel 11189 11485 12068 11873 11718 11367 11423 11669 11864 

Japan 12335 12277 12410 12552 12492 13289 13558 13711 13947 

Korea 10891 11274 12375 12701 13198 13154 13294 13828 14402 

Luxemburg 21279 21249 21676 21443 22190 22108 22280 22190 22409 

Mexica 1735 1760 1745 1735 1721 1732 1751 1741 1750 

Netherland 21123 21125 21399 21329 21805 21927 21650 21468 21329 

New Zealand 15161 15723 16793 17282 17736 17820 17472 17891 18136 

Poland 6639 6950 7075 8149 8949 8960 9067 9449 9986 

Portugal 8750 8727 8926 9244 9765 10205 10019 9738 9738 

Slovak Rep. 5752 5895 6298 6331 6818 7028 6962 6920 7077 

Slovenia  10810 10920 10828 11096 11393 13402 13774 13822 13928 

Spain 11232 11458 11704 11810 12408 12341 12137 11793 11752 

Turkey 8428 8395 8373 8158 8407 8477 8771 8964 9107 

UK 16491 16861 17350 17175 17349 17078 16800 16713 16557 

USA 12735 12459 12784 13841 15572 16136 15666 15367 15080 

Reference: OECD Satats (2014), http://stats.oecd.org/index.aspx?datasetcode=AV_AN_WAGE.  

As shown in Table 5; Austria, Belgium, Luxembourg and the Netherlands are the countries 

where the minimum wage is the highest. France, Ireland and New Zealand are following them. 

Chile, Spain and Mexico have the lowest minimum wage. The Turkey has been ranked 19. 

among these 25 countries. 

 

10. Conclusion and Suggestions 

Article 73 of our Constitution is regulated the general principles of the minimum wage policy. 

These are "based on the person's financial resources" and "distribution of the tax burden through 

the government's fiscal policy fairly and levelly". However, the implementation of these 

principles is a political choice. In Turkey, the financial burden on the implementation of 

minimum wage is high and the real value of the minimum wage is low. The skilled workers as 

well as unemployed skilled workers in the economic crisis and other reasons are forced into 

working minimum wage. Therefore the number of employees on the minimum wage is very 

high. One of the most important problems in the minimum wage hasnôt considered the needs of 

worker families and it only has considered the needs of the workers. 

In Turkey, issues to be considered in the minimum wage are: 

- The minimum wage should be determined taking into account sectoral and regional 

differences. 

- The minimum wage should also be determined taking into account occupational criteria. 

- An increase of the minimum wage must be reasonable and moderate, because  this 

increase will trigger other wage increases.  

http://stats.oecd.org/index.aspx?datasetcode=AV_AN_WAGE
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- An increase of the minimum wage will increase costs, because necessary incentive 

mechanisms should be developed for business and employers. 

- The informal economy-enhancing effects of minimum wage increases should be paid 

attention. Therefore, it is important to tackle the informal economy. 

Resolving of problems with minimum wage is important in time.  The weight of the direct and 

indirect burden on minimum wage reduces the purpose of the minimum wage such as fight 

against poverty and maintaining a life worthy of human dignity and this situation runs contrary 

to the goal of becoming a welfare state. 

 

10. Reference 

AKBULUT, A. R. (2015, 11 17). Asgari ¿creti deĵil asgari ¿cretlinin reel gelirini artērmak. 

Retrieved 08 08, 2016, from EKOHABER: http://www.ekohaber.com.tr/ekohaber-ali-riza-

akbulut-17-11-2015-yazisi-yazi_id-24361.html 

AR, N. K. (2007). K¿reselleĸme S¿recinde T¿rkiye'de ¦cretlerin Geliĸimi. Retrieved 08 05, 

2016, from http://www.kamu-is.org.tr/pdf/kamil_necdet_ar.pdf 

ASLAN, S. (2013, 11 26). Hindistan iĸ­i sēnēfē ve yeni sendikal hareket. Retrieved 08 10, 2016, 

from Evrensel Net: https://www.evrensel.net/haber/72793/hindistan-isci-sinifi-ve-yeni-

sendikal-hareket 

Bur­in YILMAZ & HarunTERZĶ. (2006, 09). T¦RKĶYE VE AVRUPA BĶRLĶĴĶ (AB) 

¦LKELERĶNDE ASGARĶ. (A. ¦niversitesi, Ed.) Atat¿rk ¦niversitesi Ķktisadi ve Ķdari 

Bilimler Dergisi, 20(02), 121 - 137. 

Deĵer Hukuk B¿rosu. (n.d.). The Minimum Wage is Determined How and by Whom? Retrieved 

08 13, 2016, from Deĵer Hukuk B¿rosu: http://heybetdeger.av.tr/yeni/37-asgari-ucret-nasil-ve-

kimler-tarafindan-belirlenir/ 

ecotripsos. (2014, 09 19). Asgari ¦cretin En Y¿ksek Olduĵu 10 ¦lke. Retrieved 08 07, 2016, 

from ecotripsos: http://www.ecotripsos.com/enyuksekasgariucret/ 

ecotripsos. (2014, 09 19). Asgari ¦cretin En Y¿ksek Olduĵu 10 ¦lke. Retrieved 08 07, 2016, 

from ecotripsos: http://www.ecotripsos.com/enyuksekasgariucret/ 

Gazetesi, M. (2014, 12 30). 2015 yēlēnda asgari ¿cret ne kadar oldu? Ķĸte son durum... 08 07, 

2016 tarihinde Milliyet. com.tr: http://www.milliyet.com.tr/2015-yilinda-asgari-ucret-ne-

kadar-gundem-1991789/ adresinden alēndē 

HABER, T. (2016, 06 28). Almanya'da asgari ¿cret artēyor. Retrieved 08 14, 2016, from TRT 

HABER: http://www.trthaber.com/haber/ekonomi/almanyada-asgari-ucret-artiyor-

258749.html 

Kaymaz, S. (2012, 05 08). ¢Ķn'de En Y¿ksek Asgari ¦cret Uygulamasē. Retrieved 08 13, 2016, 

from M.Haberler: www.m.haberler.com-g¿ncelhaber. 

OôSullivan, M. (2015, 06 30). ABD'de Asgari ¦cret Tartēĸmasē. Retrieved 08 2016, 2016, from 

VOA: http://www.amerikaninsesi.com/a/abd-asgari-ucret-tartismasi/2843348.html 

TAķKIN, C. (2016, 04 03). Asgari ¦cret Tanēmē ve Unsurlarē. Retrieved 08 08, 2016, from 

mahrecler.com: http://www.mahrecler.com/2016/04/asgari-ucret.html 

TAķKIN, C. (2016, 04 03). Asgari ¦cret Tanēmē ve Unsurlarē. Retrieved 08 08, 2016, from 

mahrecler.com: http://www.mahrecler.com/2016/04/asgari-ucret.html 

Ticaret Gazetesi. (2012, 05 01). Malezya'da Ķlkkez Asgari ¦cret Uygulamasē Baĸlayacak. 

Retrieved 06 13, 2016, from Ticaret Gazetesi Dēĸ Haberler Servisi: 

http://www.ticaretgazetesi.com.tr/haberler_-l-1-sayfa_id-666-id-94777 

T¦RK-Ķķ, T. Ķ. (2016, 08 27). TEMMUZ 2016 A¢LIK ve YOKSULLUK SINIRI. Retrieved 08 

2016, 30, from http://www.turkis.org.tr/TEMMUZ-2016--ACLIK -ve-YOKSULLUK-SINIRI-

d1156 





 

 

The Multifunctionality of Community Supported Agriculture: A Study Case in Taiwan 

 

Ai-Ching Yen, Yin-An Chen 

 

1. Introduction  

Community supported agriculture (CSA), briefly to say, is the relationship between consumers 

and producers (farmers) reach an agreement to commonly cope with benefits and rights. The 

general process of CSA is that: 1) farmers and consumers make an agreement to ensure their 

rights and obligations separately; 2) consumers pay at first and then farmers have financing to 

manage farm affairs; 3) farmers send 6 to 8 sorts of vegetable to customers within a box; 4) 

depending on the contact, farmers send vegetable box twice a month and continually send it 6 

to 12 months. During the process, customers and producers gradually establish fiduciary 

relationship and practice the multifunctionality of agriculture. 

In CSA mode, both farmers and consumers adopt ópay-first-and-sent-afterô form, which 

means farmers have consumer-prepaid financing so that farmers, especially small farmers, 

would not have to worry about financial problem, instead, they have enough money to purchase 

seeds, seedlings, fertilizers, agricultural machinery renting, or any agricultural affairs. Farmers 

and consumers share risks (production shortage, climate, insect pest etc.), agree with mutual 

rights and obligations, and sign contracts to deliver seasonal óvegetable boxes (bags, baskets)ô 

once fortnightly or once per week to consumersô house.  

Farmland as a carrier of production, has its multifunctionality on economic, social, 

environmental aspects, and so does CSA. Kline and Wichelns (1998: 212-213) claim that 

farmland has functions such as environmental conservation, ecological maintenance, 

landscaping, groundwater recharge, and cultivation, which aggregate as agricultural 

multifunctionality. People gradually pay attention to multifunctional agriculture for not only its 

role of farm produce provider, but also other functions beyond agriculture. However, the 

practice of agricultural multiple effects is depending upon types of farmland use. Nowadays, 

organic agriculture is considered to have multifunctional factors as agricultural sustainability, 

biological sustainability, inner-valued respect to flora and fauna, and local development. In the 

procedure of organic agriculture, it not only increases commercial value of food, but also creates 

non-commercial value, such as food security, environmental protection, cultural preservation, 

multiple landscapes, village stabilization etc., and even adjusts agriculture towards market 

demand (Lampkin, 1999:147-148). 

In Taiwan, organic agriculture is initiatively promoted by the government in 1986. In 1999, 

the government authority has legitimated the first organic regulation ñProduction Standard of 

Organic Agricultural Productsò. Later, ñThe Regulation of Certification and Management of 

Organic Agricultural Products and Organic Processed Agricultural Productsò has legitimated 

in 2007. The government authorized the private companies or organizations to testify the soil, 

water, seedlings, crop, and process goods and so on and then certificate farmersô products as 

organic.  

By encouraging organic and certificated farm products, consumers can purchase safety 

food. In Yilan, Xingjian Village, a group of elder farmers organized a cooperative to promote 

organic farming. They depend on mutual trust and help among cooperative members, and 

practice chemicals free farming. Moreover, the cooperative began the CSA and attempt to make 

an environmental friendly, safe food production, and organic certificated agriculture. However, 

the outcome of CSA did not provide apparent evidence to say that it is successful to link 

producers and consumers. Thus, we attempt to review the process, analyze the reasons of 

failure, and provide our suggestions to further improvement. 
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This study firstly reviews theories of agricultural multifunctionality and organic 

agriculture. We went to Xingjian Village and made in-depth interview with farmers, discussing 

village economy, production, ecological environment, living culture, and development 

difficulties etc. We evaluate the effect of multifunctionality in organic farming development, 

and find the chance to advocate organic long-term development. 

 

2. Literature Review of CSA and Multifunctionality  

The community supported agriculture has promoted over 30-year all over the world. However, 

in Taiwan, it is still a new concept for most of the producers and consumers. Even the óKudon 

Clubô initiated the first CSA to provide órice shareô for their óshareholder,ô most of the people 

do not know what CSA is and how CSA works. Besides, multifunctionality nowadays is 

provided to interpret that agriculture has not only the function to produce but has multiple 

functions to protect the environment, maintain biodiversity, maintain rural landscape etc. 

Therefore, in this section, the literature of CSA and multifunctionality provides the insights for 

us to develop a more complete and sustainable way for agriculture. 

(1) CSA 

 

A. The Concept of CSA and its Development 

Community supported agriculture (CSA) is the way for producers and consumers to mutually 

support each other. According to Henderson and Van En (2007:3), CSA refers to óconsumers 

who purchase local agri-product and farmers nearby are seeing as a main body. The amount of 

agri-product, consumers, and the commitment between people are equal to community 

supported agriculture and infinite possibility.ô The characteristic of CSA is the face-to-face 

communication between consumers and producers, organic production, local production, and 

spreading risk (Stagl, 2002:145-146). The basic mode of CSA asks consumers order, sign a 

contract and pay at first and then producers can send weekly agri-products by vegetable box. 

Members of CSA support local agriculture and the reward is fresh and organic agri-products, 

so that farmers can avoid the risk of traditional market structure (Hayden and Buck, 2012:333).  

The earliest CSA in the USA was in Indian Line Farm in western Massachusetts, and the 

Temple-Wilton Community Farm in southern New Hampshire in 1986 (The Call of the Land, 

Dateless). These two farms built up the rudiment of CSA. That is órice shareholderô productive 

mode (McFadden, 2003). Farms which practiced CSA gradually increase and they developed 

ordering institution, farmersô cooperative supply, and other kinds of ways (Lin, 2011:23). 

The development of CSA in Taiwan began with in 1980s. At that time, as development of 

neoliberal economy, trade, international market change, and other factors. The development of 

agriculture confronts huge challenge. Until climate change and low-carbon economy promotion 

of western countries that make Taiwan society regards to issues related to farmersô right to live, 

balance of ecology, food security, etc. The direct contact between producer and consumer as 

well as providing healthy food and resolving marketing dilemma, are the reasons why CSA 

appears (Bei and Wu, 2010:12).  

Ostrom (1997: 68) investigated several farms and found five reasons why CSA members 

join the grassroots action. They are: 1) for fresh and nutritious agri-products; 2) local 

purchasing; 3) supporting small farmer; 4) gaining organic or non-organic products; 5) 

protecting the environment. It is obvious that the establishment of CSA does not emphasize the 

provision of organic agri-products. However, because of the boost of CSA emphasizes healthy 

and safe food source, we suggest that CSA contains the meaning of non-toxic and cultivation 

friendly. 
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All in All, CSA is based on mutual recognition and cooperation between consumer and 

producer. The concept of CSA asks consumers to ñknow your farmers, your food, and your 

land.ò By sharing and cooperation, consumer and producer connect with each other and use 

friendly way to the land (Kao, 2013:15). 

 

B. The Mode of CSA 

Usually, CSA farms are related to four types of groups: farmer, community, core/management 

group, and CSA promoting institue. The core/management group includes farmer and 

community members to organize CSA. The responsibility of the group includes budgeting, 

withdrawing money, paying to farmers, distributing food, dealing with legal problems, 

organizing activities, recruiting CSA members. The CSA institue promotes hygiene, training, 

education, and other goals. The main responsibility of core group includes selecting farmers, 

farmland, crop typees, payment institution, logistic procedure, working distribution, and 

supervises entire CSA operation (Pilley, 2001: 6). 

The operation types of CSA are divided into four types: 1) farmer dominance ï CSA is 

organized by farmers and are responsible of all management strategic-making. Consumers 

passively accept producersô products weekly. 2) consumer driving ï consumer organize CSA 

and find land, hire farmers, decide crops, and join labor and management of organization. 3) 

Farmer professional cooperation ï this kind of CSA is operated by two or more farms for 

providing more agri-products for consumers. 4) Farmer-consumer cooperation ï this type is 

similar to 3) but more consumer orient. Consumer and farmers can own land and other resources 

together and make efforts to produce and sell food together (Bauermeister, 1997; Pilley, 2001: 

7). 

 Because of the different development conditions among different communities, CSA 

develops many operational modes. Henderson and van En (2007:7) consider that the difference 

between the levels which consumers and farmers join. If we take them as linear spectrum, in 

one side, consumers will be considered as órice shareholders1.ô In the other side, it is 

ósubcriptionô which consumers are considered as members of CSA so that they simply pay and 

get agri-products. Most of CSA cases are in the middle of the spectrum, which members are 

willing to join or help agricultural affairs and marketing in some days for amount redeeming 

(Lin, 2011: 21). CSA is directly sent from productive area to consumersô house, which farmers 

can gain huge benefits (Ostrom,1997:196; Galayda, 2006:58). 

 

(2). Multifunctiona lity  

If sustainability is a long-term, global resource-oriented concept, multifunctionality involves in 

production process and various activity-oriented concept, which these two concepts are very 

close. OECD (2001: 6, 7) indicates that the key factor of multifunctionality is: agricultural joint 

production existing various commerce and non-commerce output. Some non-commerce output 

appears the nature of externality and public goods, nevertheless, the market of products does 

not exist or cannot display its function. Wiggering et al. (2006: 239) considers that because 

agriculture has multifunctionality, on the aspect of holistic agricultural value, it is a good way 

to analyze two fronts of commodity output (CO) and non-commodity output (NCO). Besides 

paddy production, effectiveness of ecological environment and living culture always 

accompany with production behavior. The income of CO can be directly observed for evaluate 

                                                            
1 ¢ƘŜ ΨǊƛŎŜ ǎƘŀǊŜƘƻƭŘŜǊΩ ƛǎ ƻƴŜ ǎƻǊǘ ƻŦ /{!Σ ǿƘƛŎƘ ƳŜŀƴǎ ǘƘŜ ƻƴŜ ǿƘƻ Ƨƻƛƴ /{! ǘƻ ǎǳǇǇƻǊǘ ŦŀǊƳŜǊǎ ŀƴŘ ǎƘŀǊŜ 
risks with farmers together. This institution is similar to people who buy share or stock in the stock exchange. 
¢ƘŜǊŜŦƻǊŜΣ ǎƻƳŜ ŦŀǊƳŜǊǎ ŀƴŘ ŎƻƴǎǳƳŜǊǎ ǳǎŜ ΨǊƛŎŜ ǎƘŀǊŜƘƻƭŘŜǊΩ ǊŜŦŜǊǊƛƴƎ ǘƻ ǘƘŜ ŜŀǊƭƛŜǎǘ /{! ƛƴ ¢ŀƛǿŀƴΦ 
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produce price; NCO has characteristics of externality and public goods. Such output will have 

new income type in market and quasi-market. The total revenue of multifunctional agriculture 

is the sum of income from CO and NCO. Therefore, social utility is formed by different extent 

joint production so that can be used as a principle to evaluate its sustainability. In other words, 

the emergence of agricultural multifunctionality has to be considered by the view of farmland 

sustainable use. 

The core idea of agricultural multifunctionality is the possibility of agricultural plural 

development. It breaks away the past CO function and begins to value aspects of agricultural 

life and ecoagricultural, i.e. so-called NCO (village society, culture and biodiversity, etc.). The 

joint productive outcome of CO and NCO can reform as public goods and private property to 

put in public service and market. The major characteristics of multifunctionality are: 

 

A. CO Output: Aspect of Production and Economy 

The economic aspect of agricultural is real output of production, which provides necessary 

products or raw materials for human living. Moreover, this aspect also asks food security and 

food safety which are to ensure the food self-sufficiency rate and limit chemical fertilizers and 

pesticides use to protect health of consumers. 

B. NCO Output 

 

(A) Aspect of Eco-Environment 

Eco-Environmental aspect extends from the production aspect. Due to agriculture linking with 

soil, water, flora and fauna, and agricultural landscape during producing, if farmers adopt 

environmental friendly cultivation, resource of production system can be maintained. 

 

(B) Aspect of Social and Culture 

On the other hand, beyond agricultural production, farmersô interaction among social and 

cultural system represents their unique non-commodity value. Moreover, by maintaining 

agricultural production and management within rural landscapes agriculture production 

supports rural communities as well as advocates rural employment, rural recreation, rural 

landscape, or pastoral life experiences and cultural heritage. It also contains the identity to the 

land.  

In sum, the range of agricultural multifunctionality should have the value of production 

and economy aspect, eco-environment aspect, and living culture aspect. 

 

3.  The study case 
(1) Background 

Xingjian Village is located in the center of Sanxing Township, Yilan, Taiwan. Area of this 

village is 6.5 square kilometers, with 300 households and population of 1,000 (Fig.1). In recent 

years, Xingjian Village under the leading of Mei Chang and Shen, actively promoted organic 

agriculture and soon built as the first organic village in Yilan assisting by the agricultural 

authorities. 
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Figure1 Geographical Situation of XingJian Village 

 Nowadays, members of Xingjian Cooperative are about 40 people with 45 hectaresô rice 

field and vegetable field. 40 hectares is paddy rice field and 5 hectares grows vegetable and 

other grains. This place is the most integral area for organic farming. However, marketing is 

always the problem for cooperative to promote organic agriculture, so as in most of the Taiwan 

agricultural organizations. In 2014, the products that Xingjian sold, 14% is corporation 

purchasing, 8% is governmental purchasing, 49% is wholesalersô purchasing, and 29% is retail 

by individual customers. The above three earning is 71% but unit price is low. The average 

discount for large sales is about 30% to 20% off. The individual purchasing is the highest which 

the price is 4.5 US dollar per kilogram.  

  Farmers wish to have stable marketing and sale so that lease of CSA ensures farmersô basic 

price. However, if disaster happened which led to no harvest, the lease cannot ensure farmersô 

revenue. However, the CSA in Xingjian is different. Consumers pre-pay all the fees. Even if 

disaster happened and made farmers could not send their products, consumers have to undertake 

the risk of poor harvest.  

  In the end of 2015, the Council of Agriculture (Abb. COA), Administrative Yuan, 

constituted that Xingjian Village becomes Organic Productive Professional Area2 (OPPA) 

either two villages. Nowadays, Xingjian cooperative is on the way to become OPPA. They have 

four targets: 1) farmersô lease mode and management; 2) young farmers nurturing; 3) 

environmental friendly cultivation; 4) business operation and management. 

(2) The CSA Operation: Production 

As previous literature showed, four CSA operational types are: farmer dominance, 

consumer driving, farmer professional cooperation, and farmer-consumer cooperation. In 

Xingjian Cooperative, we found that the above four types cannot fully apply for Xingjian. 

Xingjian Village has to develop an unique ófifthô way for new CSA institution. The first CSA 

was initiated by Kuo-Shian Chen (Chen and Yen, 2016). He made questionnaire to investigate 

consumers and try to organize the whole CSA action in Xingjian. 

(3) The CSA Operation: Consumption 

Marketing channels of distribution is always farmersô maximal dilemma besides 

cultivation. Farmers are exploited by wholesalers that farmersô profit cannot rise in a long time. 

This study adopts questionnaire and targets consumers as a core to spread questionnaires to 

their friends. Meanwhile, core consumers tell the concept of CSA to their friends. In 35 effective 

questionnaires, 13 consumers are willing to try the CSAôs vegetable box sending service, which 

has to sign a contract and pay off six monthsô fees. We found that consumer is the key person 

that is related to the success of CSA under such consumption modes in Taiwan. One of the 

consumption modes is consumers buying and taking (in the market); another kind is paying 

when agri-products come to consumersô house (TV shopping). In this time, consumers pre-paid 

full amount of money for the first time. They were willing to share the risk of poor harvest. 

                                                            
2 άOrganic Productive Professional Areaέ is announced by the Council of Agriculture. The central government 
ǇƛŎƪŜŘ ǎŜǾŜǊŀƭ ŀƎǊƛŎǳƭǘǳǊŀƭ ŀǊŜŀǎ ŀƴŘ ƴŀƳŜŘ ŀǎ άhǊƎŀƴƛŎ tǊƻŘǳŎǘƛǾŜ tǊƻŦŜǎǎƛƻƴŀƭ !ǊŜŀέ ƻǊ άProductive 
Professional Areaέ ŀŎŎƻǊŘƛƴƎ ǘƻ ŘƛŦŦŜǊŜƴǘ ŀƎǊƛŎǳƭǘǳǊŀƭ ŎƻƴŘƛǘƛƻƴǎΦ 
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Figure 2. (left) Farmers usually send 6 to 8 kinds of vegetables each time. 

Figure 3. (right) Farmers put vegetables in to box and then call ñBlack Cat Expressò to deliver 

those paper boxes. 

Although Xingjian organic CSAôs production and cooperative communicated with each 

other several times, farmers grew similar vegetables. During the 6 months and 12 times delivery 

service, the cooperative sent 34 kinds of products. To compare with traditional market, the 

diversity of products is obviously inefficient. In the 12 times deliveries, the cooperative sent 

green onion (10 times), romaine (9 times), sweet potato leaves (9 times), cabbage (9 times), 

arden lettuce (8 times), sweet potato (8 times), and lettuce (7 times). The repeated provision 

makes consumers doubting to lack of diversity of cooperative products and then give negative 

influence to consumersô willingness to order again.  

 

4. Analysis of Production 

The cooperative summoned farmers and practice CSA during 11th December 2014 to 14th May 

2015. We separately investigated producers and analyzed the results as follows. 

 

(1) Producersô Questionnaire Analysis 

Due to cooperative members practice organic farming so that farmers are not so strange to CSA. 

They understand the idea of CSA and are willing to fully put into CSA. CSA farmers conform 

that organic farming is necessary method for protecting the environment and farmland. Farmers 

consider that the minimum area which can feed a four-people household is 0.2 hectare. The 

labor that organic farming uses is 2 to 3 times than conventional farming but profit only 

increasing 0.5 times. However, farmers all consider that organic farming is the future trend. 

 

 

(2) Producersô Post-CSA In-depth Interview Analysis 

The Xingjian Organic Village was led by Mei Chang the former leader. In 2010, in order to 

assist farmers to sell their products, she asked a group of elder farmers to establish the óXingjian 

Organic Cooperativeô to integrate each channel and promote marketing of organic products. 

Mei Chang said: 
ñAt that time, I was the leader of Xingjian Village. Most of the villagers are engaging in agriculture, 

and also most of them spray pesticide. The elderly especially, in some cases, they sprayed pesticide, 

poisoned, and then sent to hospital. Meanwhile, it was luckily to know that Hualien District 
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Agricultural Research and Extension Station was promoting organic cultivation. I went with 

someone to the station and felt that organic agriculture was good to farmers and the land. Therefore, 

when I came back to Xingjian, I fully spent my time to promote organic farming. I really hope 

Xinjian can become the first organic village in Taiwan3.ò  

 

(3) Organic Cultivation and Its Promotion Problem 

 

A.  Serious Insect Pest 

All the cooperativeôs members consider that organic production is the future tendency for the 

upcoming generation. Organic agriculture indeed decreases the use of chemical materials. 

However, organic farming is forbidden to spray pesticide so that causes serious pest problem. 

Informant B01 said:  
ñI grow paddy rice for over 65 years. About 3 or 4 years ago, Mei Chang suggested me to transform 

into organic farming. In the beginning, I am not used to practice pesticide-free cultivation. I cannot 

eliminate all the pest, and all weeds are bigger than vegetables. I am almost giving upò 

Informant B01 now fully engages in organic farming and gives up conventional farming. 

Meanwhile, informant B04 also agrees with the positive aspect of organic cultivation. 
ñAlthough the man-hour of organic cultivation is twice higher than conventional cultivation, 

organic earning cannot be twice higher than conventional earning. However, for the land health 

and future generation, I am willing to engage in organic agriculture.ò 

 

B.  Lack of Financing and Fees for Organic Certification 

Cultivation without pesticide and chemical fertilizers is helpful to the health of human and land. 

However, the cost of organic agriculture which includes organic fertilizers, green fence, labor 

cost, certification fee, and other sorts of fees. Namely, the cost of organic production is higher 

than conventional products. It results that consumers may not willing to pay such great amount 

of fee.    

Informant A05 said: ñConsumers all know that organic products are healthy, but high price makes 

them stepping back.ò 

Informant A01 said: ñI invest lots of money by myself in engaging in organic f arming. The 
organic certification has part of subsidy by the government, but I also have to pay. This kind of 

certification is forced by the government. So, the government has to pay for me.ò 

 

C.  Promoting Organic Agriculture by CSA Institution  

Although Xingjian has promoted organic for years, farmers still have the dilemma of óeasy 

growing but hard to sell.ô Farmers grow high quality crops, but have no efficient way to find 

the marketing channels. By the consumersô participation within CSA, consumers pre-paid the 

fees and enjoy safe and healthy organic products. Meanwhile, farmers will not worry about 

problems of selling and they can concentrate on cultivation.   

 

(4) The Change of Attending CSA and Deficiency of CSA Promotion 

 

A.  Farmersô Cohesiveness Rise and Villagers Seeming to be close 

Farmers consider that they became closer than before when they join CSA. They encourage 

each other, share cropping knowledge, and have regular meeting. Informant B01 said: 

                                                            
3 In fact, Rousan Village (in Hualien, eastern Taiwan) is the first organic village in Taiwan earlier than Xingjian 
Village in 2002. 
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ñWe become closer because we turn to organic farming. The cooperative has regular meeting so 

that we can communicate with each other.ò 

Besides, family members become closer as well. Informant B05 said:  
ñI change to organic farming because I hope family to become healthier.ò 

Informant B07 said: 
ñBecause we have the same idea (organic life) so that family become closer.ò 

 

B. Deficiency of CSAôs Return, High Cost, and Deficiency of Labor 

In Xingjian, the cost of planting vegetable on 0.1 hectare land is about 2,200 USD. If farmers 

would like to deliver products to 25 household, the minimum is at least 0.2 hectare. Because of 

deficient labor force, people who join the CSA are few. Cooperative has no core members or 

leader to domain CSA so that makes communication and production in a difficult situation. 

(5) Expectation of Promoting Organic Agriculture by CSA 

Farmers consider that CSA is benefit to promote organic agriculture, so that they hope 

consumers to support CSA continuously. They also wish the government to help small farmers 

to promote CSA. Half a year later, farmers wish consumers continue the order. Informant A01 

said: 
ñI wish to have CSAôs order six months later, so that farmers would have confidence to continue 

CSA mode.ò 

Informant B07 said:  
ñOf course, I hope I can coordinate with cooperative to deliver vegetable box. The institution of 

CSA make farmers no worry about selling.ò 

 

5. Analysis of Consumption 

This questionnaire of CSA sent to 50 people and 35 of them returned. We found 13 consumers 

joined CSA. The way of delivery is sent once fortnightly. Each delivery costs 47 USD and the 

six monthsô order costs 563 USD. The total gross income in the past 6 months is approximately 

$ 5450 USD/ ú 4970 Euro. 

 

(1) Questionnaire Analysis 

In the 35 questionnaires, there are 10 males and 25 females. Their cognition of CSA is low, 

which 25 people do not know what CSA is. However, after they know the idea of CSA and 

organic cultivation, 27 people were willing to join CSA. 

 

(2) Consumersô In-Depth Analysis 

 

A.  Reasons to join CSA and Change after Joining 

In 35 questionnaires, the 13 consumers are willing to joint CSA. The reasons are friendsô 

recommendation and by word-of-mouth. Informant C01 said: 
ñMy friend asked me to come here. Before this time to order organic products, I even do not know 

what the óCSAô is.ò 

 

B. Satisfaction to Delivery Service but deficient Kinds of Products 

About the delivery, most of the consumers are satisfied. Informant C06 said: 
ñGenerally, the delivery process is good. The cooperative can match my need to temporarily 

deliver to different place.ò 

However, some consumers consider that the diverse of kinds of vegetables are too few. 
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C.  Confirmation of Organic Agriculture and Land Sustainable Use by CSA Promotion 

CSA consumers are all realize that organic products are friendly to the environment, land, and 

health to human body. They understand they have to pay first, and then every two weeks to 

have a box of vegetables. Informant C04 said: 
ñPre-paid institution is very helpful to farmers which releases farmersô from pressure.ò 

 

D. Suggestions of Decreasing the Price and Adjusting Delivery Times to Match 

Consumersô Needs 

After 6 months, consumers recognize the advantage of CSA and want to continue their order. 

However, they wish the cooperative to improve the delivery times and to match consumersô 

needs. Informant C02 said: 
ñAfter 6 months, I am willing to continue my order.ò 

Informant C03 said: 
ñI think the price of CSA in Xingjian is expansive than other farms, but I support farmers.ò 

 

E. Suggesting Improvement to Xingjianôs CSA 

 

(A).Suggesting Delivery Service Changing to Once a Week 

Many informant said that fortnightly delivery cannot guarantee the vegetables are fresh or not. 

Informant C02 suggested: 
ñOnce two weeksô delivery is not good for me. Once a weekôs delivery is good to have fresh 

vegetables.ò 

 

(B).Suggesting to Decrease the Price  

Price is important factor to influence consumersô willingness to order. The consumers who 

order CSA are not in a low income. However, they felt that the price of vegetable box is too 

much. Only few of them think the price is reasonable. Informant C03 said: 
ñThe price is reasonable and acceptable. Other organic vegetable box sellers seem no contract. In 

Xingjian, we signed contact and felt it is guaranteed.ò 

 

6.  Discourse 

In previous sections, we analyze aspects of production and consumption by the questionnaire. 

According to multifunctionality of agriculture, it is necessary to view CSA by the functions of 

CO and NCO. 

 

(1)  CO: Production and Economy Functions 

 

A. (Supply) Decreasing the use of chemical materials 

Farmers do confront serious insect pest in organic field and suffer great amount loss of crops. 

Nevertheless, on the one hand farmers do not want to use chemicals, but on the other hand they 

wish to have more harvest. Due to legal reason, organic farmland is protected under law so that 

farmers have to obey relevant regulations and ensure the farmland is organic certificated. 

Therefore, as farmers continually grow crops and vegetables, the decreasing of utilizing 

chemicals ensures the environmental friendly cultivation. 
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B. (Supply) Production costs are still high; payment for certificate fee is not affordable 

Due to the requirement of chemicals free, organic agriculture becomes high cost and labor 

intensive. Also, small farmers encounter a problem which the certificate fee is high and not 

affordable for them. Both conditions may influence farmersô willingness to continue organic 

farming. 

 

C. (Supply) No obvious rise of farmersô income within CSA mode 

Farmers grow vegetables and provide vegetables to CSA. However, in this case, it is apparently 

that farmers not only sell vegetables to CSA but also other farmersô market to earn more money. 

That is to say, CSA may push farmers to grow more vegetables, but without incentives such as 

higher earning, farmers would rather to sell their products in farmersô market4. As a whole, 

farmersô earning has raised more, but the part of earning of CSA is less than others. 

 

D. (Demand) Too expensive of each vegetable box 

Consumers complain about the single price of each vegetable box ($49 USD/ ú44 Euro) which 

is too much for them. To compare with private company or farms, generally one box of 

vegetable is about $32 USD/ ú29 Euro. Indeed, the price of each vegetable box seems too much. 

The cooperative has to notice this problem to reduce the cost and make the price friendlier to 

customers. 

 

E. (Demand) Lack of diversity of vegetablesô types 

The actual producers are not many and also, they have to grow large amount of vegetables 

including the parts which they will carry to farmersô markets. Besides, due to climate and pest 

problems, farmers usually suffer great loss of agri-products. Therefore, every time when they 

send vegetables to the cooperative for packaging, the provided kinds of vegetables are not 

diverse, and also the same vegetable may send repeatedly.  

 

(2)  NCO: Social and Cultural Function 

 

A. Interaction among farmers is better than before. 

Farmers said that before CSA mode, they were busy in their farms and rarely to communicate 

with other farmers. After the beginning of CSA, farmers have to carry basket of vegetables to 

the cooperative. Naturally, they have to discuss with each other and also exchange their planting 

experience. Farmersô interaction is apparently better than before. 

 

B. Lack of leadership of mobilization 

The director and supervisor of cooperative and its leader Chang did not show their leadership 

of mobilization to other members. The incentives between CSA and farmersô market are 

obvious economic-oriented. Farmers would choose to sell vegetables in farmersô markets 

                                                            
4 ¢ƘŜ ¸ƛƭŀƴ /ƻǳƴǘȅ ƎƻǾŜǊƴƳŜƴǘΣ ǎŜǾŜǊŀƭ ǎŎƘƻƻƭǎΣ ŀƴŘ {ŀƴȄƛƴƎ CŀǊƳŜǊǎΩ !ǎǎƻŎƛŀǘƛƻƴ ǇǊƻǾƛŘŜ ŦŀǊƳŜǊǎΩ ƳŀǊƪŜǘ ŦƻǊ 
farmers to sell their products, and they usually have good price in these markets. Informant did not give us 
definitive price of how much they earn but they said the selling prices in above places are better than the price 
they have in CSA mode. 
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because of higher earnings, rather than sell vegetables to the cooperative (for packaging as CSA 

vegetable box).  Therefore, the cooperative and the leader have to notice the key factors what 

influence farmersô willingness to provide vegetables. 

 

C. No cohesion (the opportunity cost of CSA is larger than individually selling) 

Although farmers described their interaction was better than before, in the above section, it is 

not necessary to say that farmersô interaction creates cooperative membersô cohesion. Because 

of lack of economic incentive, farmers realize the opportunity cost of CSA is larger than 

individually selling so that the individual rational did not create collective rational and cohesion.  

 

D. óFake organicô problem (farmers and farmers, and also farmers and customers would 
be lack of trust) 

Some farmers do not fully invest all their farmland for organic production. In order to hedge, 

some farmers remained several pieces of land to ensure their earnings and avoid the loss in 

organic field. However, sometimes these farmers harvest vegetables which are not produced in 

the organic field and announce that they are organic. We do not really know if farmers intended 

to do so or not, but it is harmful to the cooperativeôs reputation and also influence customersô 

willingness to join CSA. 

 

(3)  NCO: Eco-Environment Function 

 

A. Organic farming is good to the land health and biodiversity 

In Taiwan, chemicals use in organic farming is strict forbidden5 by law. If a farmer can provide 

his certification sheet to the customers, it almost represents that her/his farmland is organic. In 

Xingjian, not all the pieces of land are organic but the number of certificated land, under 

governmental encouraging, is increasing. 

 

B. óFake organicô problem (influencing the environment of agriculture) 

This kind of problem may make organic farmland polluting when pieces of organic and non-

organic farmland are adjacent. Therefore, strict investigation is necessary to ensure the rights 

of farmers who uphold the law and order. 

 

7. Conclusion and Suggestion 

Although nowadays the CSA practice in Xingjian Cooperative seems failure due to several 

reasons such as: too few of types of vegetables, times to deliver vegetable box, high price, etc. 

Farmers are still optimistic to keep working on organic farming. They are planning to have 

more field to grow vegetables to provide the next CSA. In our opinion, the multifunctionality 

of the CSA, in NCO aspect, is to hold people and makes them closer. To fulfill the 

multifunctionality of organic farming in the village, the future policy measures may be shown 

as follows: 

                                                            
5 Besides several chemicals that is allowed to use on fruit trees, basically chemicals are forbidden to use 
according to regulation of organic farming. 



28 
Ai-Ching Yen, Yin-An Chen 

 

(1) According to the cost of organic farming and its certificate fee, the Government should 

provide organic subsidies. 

Reasons to support organic agriculture development are: A) organic agriculture having ñpublic 

goodsò value: the public goodsô value cannot reflect on commercial price so that government 

provides subsidies; B) develop new industry: the market of organic food is too small to satisfy 

the public demand so that the support and development should be provided by the government; 

C) correcting market failure: the demand of organic food is high but low producers leading to 

an inefficient market so that the government have to intervene for avoiding market failure 

(Lampkin ,2002:321).  

This study suggests that to support organic agriculture development, the government have 

to legislate policy for ñpushingò supply of organic food. Also, organic agriculture is no doubt 

to improve peopleôs health so that the government should encourage farmers to transform to 

organic farming. This study suggests that besides organic verification fees, the government has 

to provide subsidies for those farmers who are willing to transform to organic agriculture. 

 

(2) According to the non-cohesion problem to the CSA, the Cooperative must pay great 

attention to problem of mobilization. 

The cooperative and its leader, as a conductor of CSA, have to seriously deal with the non-

cohesion of mobilization problem. Farmers are not immobilizable, unless the cooperative 

eliminated appropriate profits. In our research, the benefit to sell vegetables in farmersô markets 

is comparatively higher, so that farmers would rather to decrease the supply to CSA than 

increase the supply to farmersô markets. If the cooperative would like to resume CSA, have to 

provide incentives to re-mobilize farmers to join again. 

 

(3) In order to deal with the ófake organicô problem, the government has to prevent the 

counterfeited organic products.  

Fabrication of organic certification in Taiwan emerges in endlessly. It makes law-abiding legal 

farmers suffered great loss on their reputation and profits. In our research, farmers are not 

intended to fabricate their products as organic, once the investigator found, they have to face 

the legal responsibility. Therefore, we suggest that complete investigative institution has to be 

legitimated by the government for avoiding fabrication. 

In the end of this study, we have learned that 2 of the household restart their order of 

vegetable boxes. It is undoubtedly good news for cooperative farmers. However, CSA is 

ócommunity-based,ô which means that the 2 households-order is not convictive to say 

successfully. In this case, CSA is inconvincible to be profitable for farmers and cooperative. 

Thus, CO functions in this case seem not effective. Multifunctionality of agriculture in Xingjian 

is still a long way to go to make it success.  
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A Content Analysis of Risk Management Disclosures in Borsa Istanbul 
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1. Introduction  

Today along with the increasing importance of transparency and accountability issues around 

the world financial statements are larger and cover more issues today than they did in the past. 

The need for effective risk management and transparent risk reporting in addition to financial 

data in annual reports has become an important corporate governance principle and a vital issue 

in business life. The core principles of good corporate governance are fairness, accountability, 

responsibility and transparency. (OECD, 2013)  Good corporate governance helps companies 

operate more efficiently, improve access to capital, mitigate risk and safeguard against 

mismanagement. It makes companies more accountable and transparent to investors and gives 

them the tools to respond to stakeholder concerns.  (IFC, 2012)  However organizations are 

reluctant to disclose anything that might threaten competitive advantage or to discuss potential 

risks in detail in case this alarms stakeholders especially providers of finance.  (ACCA, 2014) 

Most of the guidance and regulatory requirements for risk reporting were developed after the 

financial crisis, but some nations have a better record than others, historically, of forcing or 

encouraging companies to report on risk. The US, for example, has required companies listed 

with the Securities and Exchange Commission (SEC) to describe the risks faced by the business 

since the 1970. (ACCA, 2014) Although there are many researches related to risk disclosures 

all over the world there have been no research conducted about risk disclosure practices in 

Turkey. This paper attempts to find out the risk management disclosure practices within a 

sample of non-financial companies in BIST Corporate Governance Index. The rest of the paper 

is organized as follows: Section II provides a detailed survey of past studies. Section III explains 

the data (variables employed) and methodology while the results are presented in Section IV. 

Finally, Section V gives the conclusion. 

 

2. Literature Review  

Solomon et al. (2000) tried to validate two conceptual frameworks and is founded on a survey 

to canvas the attitudes of UK institutional investors towards risk disclosure in relation to their 

portfolio investment decisions. The first framework deals with publications on the system of 

risk management and the second one with actual risk publication. Both of them are supported 

by questionnaires. Stanton and Stantonôs (2002) review of corporate annual report research 

identifies 70 disclosure studies published in the period 1990ï2000, none of which specifically 

examine risk disclosures. There have been a number of risk-related papers published that study 

the effect of the Securities and Exchange Commission (SEC) Financial Reporting Release 

(FRR) on Derivative and Market Risk Disclosures (No: 48) Linsmeir et al. (2002) use a sample 

of nonfinancial firms to investigate the impacts of forward-looking Securities and Exchange 

Commission (SEC) mandated market risk disclosures. They document a reduced trading 

volume sensitivity to variations in market rates and prices, namely interest rates, foreign 

currency exchange rates, and commodity prices, following SECôs mandated market risk 

disclosure. 

Beretta and Bozzolan (2004) build an index (using a conceptual framework whose objective is 

to integrate all dimensions of risk). The index aims at evaluating publications from a sample of 

Italian firms. They seek to develop an index of ñrisk disclosureò which aims at evaluating the 

voluntary publications of enterprises. The index values go from 1 to 4. This work has been 
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criticized because it deals with many dimensions and confuses the reader rather than aiding 

understanding.   

Linsley and Shrives (2006) discusses the nature of the risk disclosures made by the sample 

companies specifically examining their time orientation, whether they are monetarily quantified 

and if good or bad risk news is disclosed.  They analyzed the information disclosed in the largest 

banks in the UK and Canada and found that the main focus of the information disclosed is 

quantitative information and information on management policies. 

In Portugal, Oliveira et al. (2011) analyzed the annual reports of 101 Portuguese commercial 

banks who disclosed the information at the Bank of Portugal on December 31st 2007. 

According to the results, the disclosure of risk-related information is reduced and based on 

entities that adopt the national standards. These results corroborate the view that the adoption 

of the IAS / International Financial Reporting Standards (IFRS) has led to an increased 

disclosure of risk-related subject. Researchers in many countries have expended considerable 

effort in the last years examining the risk disclosures in annual reports.  However risk studies 

in Turkey are not parallel with the increase in the number of risk studies in the world. Because 

Turkish companies do not voluntarily report risk information in the annual reports.  

 

3. Data & Research Methodology 

The aim of this research is to explore the extent and content of risk disclosures in annual reports 

of a sample of 29 non-financial companies in BIST Corporate Governance Index. They 

represent different sectors, thus the data collected was also analyzed by sector. 

The sample consists of 29 non-financial listed companies in BIST Corporate Governance Index 

as at 1 February 2016 which includes companies traded on Borsa Istanbul Markets with a 

corporate governance rating of minimum 7 over 10 as a whole and minimum of 6.5 for each 

main section. This sample selection based on the assumption that as a part of good corporate 

governance these companies would be more advanced in their risk disclosures.  21 companies 

which operate in financial sector are excluded because of their specific laws and regulations. 

The 29 sample companies are listed in Table 1. 

The sample consists of 29 manufacturing firms. Data about sector classification of companies 

were collected from web site of Public Disclosure Platform. (Public Disclosure Platform is an 

electronic system which includes electronically signed notifications of listed companies 

required by the capital markets and Borsa Istanbul regulations. For further information please 

see www.kap.gov.tr.) 25 of the sampled companies are audited by Big 4 (Deloitte Touche 

Tohmatsu Limited, PricewaterhouseCoopers, KPMG, Ernst & Young) audit firms and audit 

opinions for all 29 of the companies were qualified. These audit reports were collected from 

the web site of Public Disclosure Platform. 

Sentence-based content analysis method was chosen for this research which has been widely 

used in previous disclosure studies (Linsley & Shrives, 2005; Linsley & Shrives, 2006; E Silva, 

de 
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Table 1: Sample Companies 

Anadolu Efes Biracilik ve Malt Sanayii A.S.  Petkim Petrokimya Holding A.S. 

Aksa Akrilik Kimya Sanayii A.S.  Pinar Entegre Et ve Un Sanayii A.S. 

Arcelik A.S.  Pegasus Hava T.A.S. 

Aselsan Elektronik Sanayi ve T.A.S.  Pinar Su Sanayi ve T.A.S. 

Aygaz A.S.  Pinar Sut Mamulleri Sanayii A.S. 

Coca-Cola Icecek A.S.  Turk Prysmian Kablo ve Sistemleri A.S. 

Dogus Otomotiv Servis ve T.A.S.  Park Elekt. Uretim Madencilik San. ve T.A.S. 

Enka Insaat ve Sanayi A.S.  Turkiye Sise ve Cam Fabrikalari A.S. 

Eregli Demir ve Celik Fabrikalari T.A.S.  Tofas Turk Otomobil Fabrikasi A.S. 

Hurriyet Gazetecilik ve Matbaacilik A.S.  Turcas Petrol Anonim Sirketi 

Ihlas Ev Aletleri Imalat Sanayi ve T.A.S.  Turk Telekom A.S. 

Izocam Ticaret ve Sanayi A.S.  Turk Traktor ve Ziraat Makineleri A.S. 

Logo Yazilim Sanayi ve T.A.S.  Tupras, Turkiye Petrol Rafinerileri A.S. 

Migros T.A.S.  Vestel Elektronik Sanayi ve T.A.S. 

Otokar Otomotiv ve Savunma Sanayi A.S.   
 

Albuquerque, Marcelino & Quiros, 2015;  Mohobbot, 2005; Madrigal, Guzman & Guzman, 

2015; Berger, 2012; Lajili & Zeghal, 2005; Amran, Bin & Hassan, 2009). Published annual 

reports for the year 2015 of sampled companies have been used. These reports were collected 

from Public Disclosure Platformôs or companiesô own web sites.  Authors read each annual 

report to identify all sentences providing risk or risk-management information. The word ñriskò 

did not have to appear within the sentences. If the given information which have already had 

an impact upon the company, or  may have in the future, or if the reader is better informed about 

risk management of the company was considered as a risk disclosure sentence. Subjectivity 

problem in coding method cannot be avoided since risk information is open to interpretation of 

reader. 

The risk disclosures identified placed into one of four risk categories: ófinancial risksô, 

óoperational risksô, ómarket and environmental risksô and ómanagerial risksô. The coding used 

by Linsley & Shrives (2005) adopted in this study which includes the following attributes: 

(1) whether the risk sentence provided monetary or non-monetary information 

(2) whether good news or bad news was being communicated; and 

(3) whether the information related to the future or the past 

Managers need to use their best judgment to estimate and measure the risks by considering 

unexpected events can take place (Linsley & Shrives, 2006, p.391). Based on the companiesô 

assumptions or knowledge, some risk elements can be quantified. These kind of disclosures 

were classified as monetary in this research while qualified explanations related to events had 

or can have any impact on companies were classified as non-monetary. Impacts of risks 

disclosed were taken into account as good news or bad news based on their present or potential 

positive or negative effect on company. Risks disclosed were also examined by their temporal 

context and classified as past related, future related or past and future related (information given 

about risk management policy of the companies were classified in this category since they have 

effect on both past and future). 

Some disclosures includes more than one risk related information thus could be classified in 

more than one category. The most emphasized category was chosen for this kind of disclosures. 
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4. Analysis of Results 

A total of 829 risk related sentences were identified in the study. Operational risk disclosures 

are dominant and which is followed by financial risk disclosures. The results and percentage of 

these risk types can be seen in Table 2 and Figure 1. 

Table 2 : Risk Types 
 
 

 

    

Type of Risk 

Number of 

disclosures Percentage 

 
 

Operational Risks 316 38%  

Financial Risks 247 30%  

Market and Environmental 

Risks 184 22% 

 

Managerial Risks 82 10%  

Total 829 100%  

    

A substantial number of operational risk disclosures were related to companiesô risk 

management policies as a requirement of corporate governance practices. These results 

confirmed the findings of Linsley & Shrives (2005). This type of risk disclosures are useful and 

represent that risk management systems are in place. But they do not provide detailed 

information about specific risks that companies are face with and how effective these systems 

are (Linsley & Shrives, 2005, p.298). The common operational risk disclosures are as follows: 

customer satisfaction, stock obsolescence, efficiency and effectiveness, collection problems 

(bad debts or late collections), human resources (provisions for retirement pay, unused vacation 

and employee loyalty incentives) and risk of losing market share. 

The same pattern is also valid for a significant proportion of the financial risks disclosed. This 

category either includes information about risk management practices as a requirement of 

Turkish Accounting Standards (For further information about these standards please see 

http://www.kgk.gov.tr) which has to be applied by listed companies. Most of the risks disclosed 

in this category are related to liquidity, credit, exchange and interest risk practices of the 

companies. 

Market and environmental risks are generally related to environmental obligations and 

corporate responsibility which are comply with regulations. Most of the risks disclosed in this 

category were to indicate that there was no breach of regulations in the related fields. The lowest 

number of risk disclosures is related to managerial uncertainties. Only significant information 

disclosed in this category was internal control risk which is another necessity for corporate 

governance practices. 

As it is seen in the Table 3 almost 72% of disclosures are made by companies in three sectors 

(Fabricated Metal Products - Machinery and Equipment, Food, Beverage and Tobacco, 

Chemicals, Petroleum Rubber and Plastic Products) and the same pattern is relevant for each. 

Figure 1 : Percentage of Risk 

Types

Market and 

Environmental 

Risks  

22% 

Operational  

Risks  

38% 

Managerial 

Risks 

10% 

Financial 

Risks 

30% 

http://www.kgk.gov.tr/
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Table 3 : Characteristics of Risk Disclosures 
                 

 Measurability   Nature  Time Orientation  Type   

Sectors 

Non-

monetary Monetary  Good Bad  

Futu

re &  

 Past Past Future  
Operational 

risks 

Financial 

risks 

Market  

& Env. 

risks 

Managerial 

risks  Total 

Fabricated Metal 

Products, Machinery 

and Equipment 177 40  127 90  129 63 25  81 53 54 29  217 

Food, Beverage and 

Tobacco 130 63  17 2  86 32 75  76 73 35 9  193 

Chemicals, Petroleum 

Rubber and Plastic 

Products 127 56  43 11  86 55 42  70 66 32 15  183 

Telecommunication 38 16  5 0  15 37 2  13 12 18 11  54 

Paper and Paper 

Products, Printing and 

Publishing 20 17  11 3  9 5 23  13 16 7 1  37 

Defense 30 3  18 15  19 12 2  11 6 13 3  33 

Wholesale Trade 23 5  99 84  14 14 0  16 5 6 1  28 

Basic Metal Industries 19 5  21 7  12 3 9  10 9 2 3  24 

Non-Metallic Mineral 

Products 17 2  6 0  4 15 0  8 0 5 6  19 

Large Stores 13 1  13 11  2 12 0  6 1 4 3  14 

Transportation/Air 

Transport 9 2  10 27  6 4 1  3 5 3 0  11 

Construction and 

Public Works 6 0  2 3  5 1 0  3 0 2 1  6 

Information 

Technology 5 0  4 7  0 5 0  2 0 3 0  5 

Coal Mining 3 2  106 87  2 3 0  4 1 0 0  5 

Total 617 212  482 347  389 261 179  316 247 184 82  829 
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Operational risks are dominant and managerial risk category displays extremely low level of 

disclosure. 

To inform decision makers better it is expected to disclose more forward-looking risk 

information in financial statements and reports of the companies. But as it is seen in Table 3 

and Figure 2, past related risks were disclosed more in the investigated reports.  

As it is indicated before, risk 

management policy related disclosures were 

coded as ñfuture and pastò and 47% of all are in 

this category. This result supports the previous 

discussion that operational and financial risks 

disclosed include a higher degree of risk 

management related information. Beretta & 

Bozzolan (2004) and Linsley & Shrives (2006) 

reported 16% and 39% of all risks, respectively, 

were related to policies of companies. 

Past related risk disclosures are 31% of total which is less than Beretta & Bozzolan (2004)ôs 

findings that is 50% percent and higher than Linsley & Shrives (2006) that is 26%. Linsley & 

Shrives (2005, p. 301) stated that since itôs hard to assess future risks, higher disclosure rate of 

past related information is understandable by managementôs point of view. Managers may be 

reluctant to use their judgments in certain situations to avoid mistakes and losing confidence of 

investors.  

When discussing good news and bad news disclosed it must be kept in mind that management 

cannot choose to withhold bad news. Poor financial results are needed to be explained by 

defining risks with negative effects on companies. At the same time managers have to consider 

image of their companies, thus good risk disclosures follow bad risk disclosures  (Linsley & 

Shrives, 2005, p.301). 

Bad news disclosed in annual 

reports investigated are mainly provision for 

uncollectible accounts, stock obsolescence and 

legal risks related to regulatory requirements. Itôs 

fair to indicate that other than those, bad risk 

disclosures are not common.E Silva et.al. (2015) 

found that 67% and 63% of all disclosures were 

good news in the years 2011 and 2012, 

respectively, to 58% in this study. 

Risk disclosures were classified whether they are quantified or not. The results confirmed 

findings of Linsley & Shrives (2006) and Beretta & Bozzolan (2004) that is proportion of 

quantitative disclosures are higher. There is a significant gap between numbers of monetary and 

non-monetary disclosures. Linsley & Shrives (2006) found that 5.3% of total risk disclosures 

were quantified to 26% in this study. As it is seen in Table 3 monetary risk disclosures are 

higher than non-monetary ones and no monetary risks were disclosed in ñConstruction and 

Public Worksò and ñInformation Technologyò sectors. 

Past

31%

Future 

and 

Past

47%

Future

22%

Figure 2 : Time Orientation 

Proportions of Risk Disclosures

Good 

news

58%

Bad 

news

42%

Figure 3 : Nature of Risk Disclosures
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Locations of risk disclosures by sector were summarized in Table 4 and Table 5. Audited 

financial statements and attached footnotes were added to annual reports by 5 companies. The 

highest number of risk disclosures were reported in these footnotes (34%) since they are 

prepared in compliance with Turkish Accounting Standards. 28% of all disclosures were 

reported in ñRisk Management and Internal Controlò and ñCorporate Governanceò sections in 

total. Amran et.al. (2009) found that in 65% of sampled Malaysian companies were reported 

the risk disclosures in ñChairman Statementò (is categorized in ñIntroductionò in this study) 

part of their annual reports. They found that 34% of total risk disclosures were reported in 

ñOperation Previewò part to 9% (ñOperationò) in this study.  

There is no specified preparation format for annual reports, thus different section names have 

been used by companies. The sections consist less than 3 disclosures are combined and 

categorized as ñOtherò. Other category includes Management, Human Resources Management, 

Dividend Policy, Financial Structure, Markets, Perfection in Work, Audit Committee, 

Environmental Issues, Employee Relations. 

Table 4 : Percentage of Where the Risks Disclosed 

Location of Risk Disclosures Number of Disclosures Percentage 

Footnotes 283 34% 

Risk Management and Internal Control 116 14% 

Corporate Governance 97 12% 

Operations 78 9% 

Introduction 68 8% 

Board of Directors 29 3% 

Audit Opinion 28 3% 

Administrative Operations and Sectoral Developments 26 3% 

Financial Assessments 26 3% 

Corporate Responsibility 22 3% 

Sustainability 17 2% 

Other 17 2% 

Innovation 10 1% 

Lawsuits/Legal Issues/Auditing 8 1% 

Basic Performance Indicators 4 0% 

Total 829 100% 

Non-

monetary

74%

Monetary

26%

Figure 4 : Proportion of monetary and non-

monetary disclosures  
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Table 5 : Locations of Risk Disclosures 
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Footnotes 55   14       87       19     108 283 

Risk Management  

and Internal Control 48       4 17 19 9   11 1   6 1 116 

Corporate Governance 25   12   3 5 27   5 6 1     13 97 

Operations 14 9 6   2   17 5     10 4 1 10 78 

Introduction 12           4 9           43 68 

Board of Directors 6 1 15       7               29 

Audit Opinion 7   2 1 3 1 3 1 1 1 1 1 1 5 28 

Administrative Operations  

and Sectoral Developments 5 5   4   7 2 1   2         26 

Financial Assessments 1       2 3 5 2     5     8 26 

Corporate Responsibility 21             1             22 

Sustainability 5   2       5             5 17 

Other 6 4 2       2     3         17 

Innovation 10                           10 

Lawsuits/Legal 

Issues/Auditing 2           2     1     3   8 

Basic Performance 

Indicators     1       3               4 

 217 19 54 5 14 33 183 28 6 24 37 5 11 193 829 

SECTORS 
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5. Conclusion:  

Bad management and disclosure practices have triggered the financial crises and company 

scandals that broke out in the recent years. This has clarified the importance of the concept of 

corporate management practices. The importance of the issue has been growing at an 

international level and the quality of corporate governance practices, which is deemed to be as 

important as financial performance in investment decisions, has become a subject of more 

serious consideration.  (CMB, 2003)  

This study examined the nature of risk disclosures within the annual reports of listed companies 

in BIST Corporate Governance Index. The disclosures were analyzed based on the risk types 

(operational risks, financial risks, market and environmental risks or managerial risks), 

temporal context (past related, future related or both past and future related), measurability 

(monetary or non-monetary) and impact on company (good or bad).  

By using content analysis method 829 risk disclosures have been detected. 38% of all are 

operational risks which include risk management policy information given. In consistent with 

these results temporal context analysis of these disclosures shows that 47% of the risks 

disclosed are both past and future related which is the coding for risk management policy 

disclosures. The least disclosed risk category is managerial risks that are generally related to 

existence of internal control system or reliability of accounting system which are parts of 

corporate governance practices. Risk information disclosed can have positive or negative effect 

on companiesô past or future financial positions and performances. 58% of the disclosures 

detected are good news for the companies investigated. A large proportion of negative risk 

disclosures are required by the rules and regulations such as doubtful receivables, stock 

obsolescence or lawsuits. Thus these results show the tendency of management to disclose risks 

that have positive effects on the companies. Risks disclosed are also categorized as monetary 

or non-monetary. 74% of the disclosures detected are non-monetary that is another expected 

result since there are a high number of disclosures about risk management practices that are 

non-monetary explanations. The highest number of risk disclosures is observed in three sectors 

which are Fabricated Metal Products, Machinery and Equipment (26%), Food, Beverage and 

Tobacco (23%) and Chemicals, Petroleum Rubber and Plastic Products (22%).  

Different types of annual reports are prepared by the companies thus it was investigated where 

the risks are disclosed in. Some of the companies attached their audited financial statements 

and footnotes to the annual reports which is the part includes the highest number of risk 

disclosures (34%) and that is followed by Risk Management and Internal Control (14%) and 

Corporate Governance (12%) sections. This study has some limitations such as the sample size 

is 29 companies. Relationship between sectors and risk disclosures were investigated but total 

number of companies in each sector is different which makes it harder to generalize the results 

we found. Also financial companies were excluded from the sample thus the results cannot be 

used for financial companies. 

This research contributes by providing an initial understanding of risk disclosures practices in 

Turkey. There is a need for additional risk reporting research. Further research that examines 

the risk disclosures in a larger sample will help to see risk disclosure practices from a new 

perspective. Also interaction between risk disclosures can be investigated such as monetary-

good-future related disclosures, monetary-good-past related disclosures. 
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International Economic Comparison of the Eastern EU Rim Countries 

 
Alessio Lokar, Lubica Bajzikova, Peter Bajzik 

 

1. Introduction  

The global financial and economic crisis resulted in a remarkable recession in 2009, both, in 

the European Union and in the United States. The recovery started in 2010.  

As it is renowned, Gross Domestic Product (GDP) is one of the most frequently used measures 

for indicating the overall size of an economy, whereas some derived indicators such as GDP 

per capita and others are widely used for comparison of living standards, or, they are used in 

order to monitor the processes of convergence between countries. In 2015, GDP in the EU 

remained ahead of that of the United States. This situation may be changed by a transformation 

and rapid expansion of the Chinese economy. The effects of the financial and economic crisis 

lowered the overall performance of the EU member statesô economies with the exception of 

Germany, which is nowadays the best performer of the EU and possibly of the world.  

The analysis of GDP per capita removes the influence of the size of the population, making 

comparisons between different countries possible. GDP per capita is a broad economic indicator 

of living standards. The calculation of the annual growth rate of GDP is utilized in order to 

allow the comparison of the dynamics of economic development both over time and between 

economies. 

 

2. Method 

Based on the Eurostat data as well as on the World Factbook 2016 (CIA, 2016) information, 

nineteen countries were selected for the purposes of this comparative analysis. Several criteria 

were chose to rank the countries according to their economic performance. Short commentaries 

to the outcomes were added to raise the interpretative quality of the analysis. The aim was not 

to present a detailed comparison between the countries; but to pinpoint the most notable 

differences in their economic results. 

 

3. Discussion 

This paper aims to juxtapose several countries of Eastern and Central Europe by several 

economic variables for the year 2015 in order to make conclusions about their international 

economic performance, possible effects on the world economy in general as well as specifically 

on the economy of the EU. This analysis makes possible following aspects regarding the EUôs 

potential of future success, if it is considered as an economic and political experiment, which 

recently has been challenged by the occurrence of the Brexit. As a consequence of Great 

Britainôs reluctance to continue its membership in the EU, several assumptions emerged 

regarding possible future transformation of EU as a whole and also the EU member states. In 

this study, nineteen countries were displayed and examined based on eight economic variables. 

They were compared in order to visualize significant economic consequences based on the 

comparison carried out. 

 



42 
Alessio Lokar, Lubica Bajzikova, Peter Bajzik 

 

Table 1. Economic Comparison of Selected Countries in 2015 

 

Number Countries 
Number of 

Inhabitants 

GDP in 

millions 

USD 

GDP per 

Capita in 

USD 

GDP 

percentage 

Growth from 

one year to the 

next 

Budget 

surplus 

(+) or 

deficit (-) 

Public Debt 

as 

Percentage 

of GDP 

Current 

Account 

Balance, 

billion 

USD 

Current 

Account 

Balance, 

Ratio to 

GDP 

1 India  1,251,695,584 2,091,000 1,671 7.3 -4.1 51.7 -26.2 -12.5 

2 China 1,367,485,388 10,980,000 8,029 6.0 -2.6 16.7 293.2 36.5 

3 Luxembourg 570,252 57,420 100,692 4.5 0.0 21.7 3.0 52.2 

4 Czech Rep. 10,644,842 181,900 17,088 4.2 -1.8 41.4 1.6 9.1 

5 Slovakia 5,445,027 86,630 15,910 3.6 -2.5 52.5 -1.0 -11.5 

6 Poland 38,562,189 479,900 12,445 3.6 -1.8 43.4 -2.2 -4.6 

7 Slovenia 1,983,412 42,770 21,564 2.9 -1.0 62.7 3.1 72.9 

8 US 321,368,864 17,950,000 55,855 2.4 -2.4 73.6 -484.1 -27.0 

9 Norway 5,207,689 389,500 74,793 1.6 6.6 39.3 35.0 90.0 

10 Croatia 4,464,844 48,850 10,941 1.6 -5.0 89.5 2.1 43.9 

11 Germany 80,854,408 3,358,000 41,531 1.5 0.9 71.7 285.2 84.9 

12 Switzerland 8,121,830 664,600 81,829 0.9 0.2 34.0 75.8 114.1 

13 Austria  8,665,550 374,100 43,171 0.9 -2.1 83.4 13.5 36.0 

14 Italy  61,855,120 1,816,000 29,359 0.8 -3.0 135.8 38.7 21.3 

15 Serbia 7,176,794 36,510 5,087 0.7 -4.1 75.0 -1.8 -48.3 

16 Japan 126,919,659 4,123,000 32,485 0.5 -6.5 227.9 137.5 42.3 

17 Moldova 3,546,847 6,414 1,808 -1.1 2.3 51.9 -0.4 -66.4 

18 Russia 142,423,773 1,325,000 9,303 -3.6 -2.9 13.5 65.8 49.7 

19 Ukraine 44,429,471 90,520 2,037 -9.9 -4.4 94.9 -0.3 -2.9 

 

Source: CIA, The World Factbook 2016. 
 

Table 1 shows the results for the set of nineteen countries in our international economic 

comparison. Some of the analyzed countries were from the group of the EU core countries 

(Clemens, 2015), whilst the others were from the East and South-East Europe (Kafkalas, 

Panayotis, 2012). The collected data show the most recent economic trends and results 

(Eurostat, 2016).  

In addition, we have selected seven Central and Eastern European countries for the purposes of 

this article: Czech Republic, Slovakia, Poland, Slovenia, Croatia, Serbia and Moldova. In order 

to interpret the results in a broader context, following countries have been added for 

comparative purposes: India, China, Luxembourg, USA, Norway, Germany, Switzerland, 

Austria, Italy, Japan, Russia and Ukraine. 

For each country a number of economic and social parameters has been listed, in particular: 

number of inhabitants, GDP expressed in millions of USD, GDP per capita in USD, GDP 

percentage growth from one year to the next, budget surplus (+) or deficit (-), public debt as 

percentage of GDP, current account balance in billions of USD and current account balance as 

ratio to GDP (Sharma, 2016). 

As for the country ranking based on GDP per capita in USD (Table 2), an enormous difference 

in GDP per capita between some of countries (Coyle, 2014) is observed. The wealth of an 

inhabitant of Luxembourg is 60 times bigger than that of an inhabitant of India and 56 times 

bigger than the one of Moldova. 
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Table 2. Country Ranking based on the GDP per Capita in USD in 2015 

 

Number Countries 
Number of 

Inhabitants 

GDP in 

millions 

USD 

GDP 

per 

Capita 

in USD 

GDP 

percentage 

Growth 

Budget 

surplus 

(+) or 

deficit 

(-) 

Public 

Debt as 

Percentage 

of GDP 

Current 

Account 

Balance, 

billion 

USD 

Current 

Account 

Balance, 

Ratio to GDP 

1 Luxembourg 570,252 57,420 100,692 4.5 0.0 21.7 3.0 52.2 

2 Switzerland 8,121,830 664,600 81,829 0.9 0.2 34.0 75.8 114.1 

3 Norway 5,207,689 389,500 74,793 1.6 6.6 39.3 35.0 90.0 

4 US 321,368,864 17,950,000 55,855 2.4 -2.4 73.6 -484.1 -27.0 

5 Austria  8,665,550 374,100 43,171 0.9 -2.1 83.4 13.5 36.0 

6 Germany 80,854,408 3,358,000 41,531 1.5 0.9 71.7 285.2 84.9 

7 Japan 126,919,659 4,123,000 32,485 0.5 -6.5 227.9 137.5 42.3 

8 Italy  61,855,120 1,816,000 29,359 0.8 -3.0 135.8 38.7 21.3 

9 Slovenia 1,983,412 42,770 21,564 2.9 -1.0 62.7 3.1 72.9 

10 Czech Rep. 10,644,842 181,900 17,088 4.2 -1.8 41.4 1.6 9.1 

11 Slovakia 5,445,027 86,630 15,910 3.6 -2.5 52.5 -1.0 -11.5 

12 Poland 38,562,189 479,900 12,445 3.6 -1.8 43.4 -2.2 -4.6 

13 Croatia 4,464,844 48,850 10,941 1.6 -5.0 89.5 2.1 43.9 

14 Russia 142,423,773 1,325,000 9,303 -3.6 -2.9 13.5 65.8 49.7 

15 China 1,367,485,388 10,980,000 8,029 6.0 -2.6 16.7 293.2 36.5 

16 Serbia 7,176,794 36,510 5,087 0.7 -4.1 75.0 -1.8 -48.3 

17 Ukraine 44,429,471 90,520 2,037 -9.9 -4.4 94.9 -0.3 -2.9 

18 Moldova 3,546,847 6,414 1,808 -1.1 2.3 51.9 -0.4 -66.4 

19 India  1,251,695,584 2,091,000 1,671 7.3 -4.1 51.7 -26.2 -12.5 

 

Source: CIA, The World Factbook 2016. 

 

Switzerland and Norway have a level of GDP per capita of around 60% above the EU average. 

Italy has its level of GDP per capita at around 5% below the EU average. The Czech Republic 

and Slovenia are between 10% and 20%, Slovakia less than 30% and Poland 40% below the 

average. Croatia has GDP per capita less than 50% below average. The candidate countries of 

Montenegro and Serbia have about 60% below the EU average. 

These large differences are quite explanatory for many modern economic and social 

phenomena, which are observed currently, for instance: first the drive of countries and 

organizations to improve persistently their economic performance and the countryôs (or 

individual citizensô) wealth, in case their ranking is considered insufficient in the international 

classification, as well as in case their improvement is slow compared to the desires and 

predictions of the countryôs politicians or experts. Second, the trend toward emigration from 

countries with lower GDP per capita into the countries, where the level of development is more 

acceptable makes it possible for immigrants to find suitable work opportunities and hence to 

improve their quality of life.  

According to Sharma (Sharma, 2016) GDP per capita might increase much faster in emerging 

economies than in rich ones. They might be able to exploit the innovative technologies in order 

to their advancement, learning from rich countriesô experience. But history suggests that 

sustaining fast growth is in practice a rather hard task, so that we must be cautious with such 

predictions. 
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Table 3. Country Ranking based on the Public Debt in 2015 

 

Number Countries 
Number of 

Inhabitants 

GDP in 

millions 

USD 

GDP per 

Capita 

in US $ 

GDP 

percentage 

Growth 

Budget 

surplus 

(+) or 

deficit 

(-) 

Public Debt 

as 

Percentage 

of GDP 

Current 

Account 

Balance, 

billion 

USD 

Current 

Account 

Balance, 

Ratio to 

GDP 

1 Japan 126,919,659 4,123,000 32,485 0.5 -6.5 227.5 137.5 33.3 

2 Italy  61,855,120 1,816,000 29,359 0.8 -3.0 135.8 38.7 21.3 

3 Ukraine 44,429,471 90,520 2,037 -9.9 -4.4 94.9 -0.3 -2.9 

4 Croatia 4,464,844 48,850 10,941 1.6 -5.0 89.5 2.1 43.9 

5 Austria  8,665,550 374,100 43,171 0.9 -2.1 83.4 13.5 36.0 

6 Serbia 7,176,794 36,510 5,087 0.7 -4.1 75.0 -1.8 -48.3 

7 US 321,368,864 17,950,000 55,855 2.4 -2.4 73.6 -484.1 -27.0 

8 Germany 80,854,408 3,358,000 41,531 1.5 0.9 71.7 285.2 84.9 

9 Slovenia 1,983,412 42,770 21,564 2.9 -1.0 62.7 3.1 72.9 

10 Slovakia 5,445,027 86,630 15,910 3.6 -2.5 52.5 -1.0 -11.5 

11 Moldova 3,546,847 6,414 1,808 -1.1 2.3 51.9 -0.4 -66.4 

12 India  1,251,695,584 2,091,000 1,671 7.3 -4.1 51.7 -26.2 -12.5 

13 Poland 38,562,189 479,900 12,445 3.6 -1.8 43.4 -2.2 -4.6 

14 Czech Rep. 10,644,842 181,900 17,088 4.2 -1.8 41.4 1.6 9.1 

15 Norway 5,207,689 389,500 74,793 1.6 6.6 39.3 35.0 90.0 

16 Switzerland 8,121,830 664,600 81,829 0.9 0.2 34.0 75.8 114.1 

17 Luxembourg 570,252 57,420 100,692 4.5 0.0 21.7 3.0 52.2 

18 China 1,367,485,388 10,980,000 8,029 6.0 -2.6 16.7 293.2 26.7 

19 Russia 142,423,773 1,325,000 9,303 -3.6 -2.9 13.5 65.8 49.7 

 

Source: CIA, The World Factbook, 2016. 

 

Table 3 shows the countries ranking on the basis of the economic variable public debt expressed 

as the percentage of GDP for every country listed in the table (Buchanan, 1999). The expression 

as percentage of GDP is necessary, because countries differ considerably in size as far as the 

number of inhabitants and the economic power is concerned. In order to standardize that aspect, 

public debt is calculated as percentage of the GDP. A comparison of public debt in absolute 

terms would be meaningless because of country differences in geographic, social and economic 

size. This parameter is connected to the countriesô past; many countries enter into the spiral of 

increasing their debt, trying to obtain the capital needed to bring up a quick improvement of 

their present economic situation.  

In this context, large differences between countries in respect to the public debt can be observed. 

Interestingly, we observe, that the highest public debt is connected with one of the most 

renowned world economy, the Japan. It seems that the economic growth of Japan is linked not 

only to a commonly shared belief about the mentality of the Japanese people, that is to say their 

diligence, hard work and smartness, but also simply to the expansion of the Japanese public 

debt; more specifically, more money is put at disposal of any kind of spending, such move 

boasts almost automatically and everywhere the economic growth. 

How was this debt expansion possible? Did the Japanese citizens and politicians not control 

sufficiently the debt increase and consequently feel menaced by its towering growth?  
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The answer is simple: most of this public debt does not relate to foreign borrowers, but toward 

citizens of Japan. In accordance with the Japanese mentality, this is not perceived as a 

problematic issue; no serious political risks are connected with the public debt, since the 

Japanese public opinion tends to respect governmental decisions. 

In conclusion, in an extreme state of affairs, one can imagine, the politicians could also avoiding 

the return of the debt payments, as in the worst case of default, one can guess, that their citizens 

would not challenge the Japanese state in order to obtain back the money lent.  

A different scenario is that of Italy, the country ranking second after Japan, as far as public debt 

size is concerned. The Italian public debt is extensive due to foreign borrowing; foreigners 

might be far less patient with the Italian state in the case of a delay in payment. In the case of 

some kind of crisis, they would demand their money back, pushing the country in a difficult 

situation.  

Concerning the public debt, every country is in a different situation: Japanese public debt, even 

if higher, seems not to represent a big menace for the local political establishment, but the Italian 

one could become something rather different, compared to Japan, if events evolve in a wrong 

and undesirable direction. 

The next parameter to be taken into consideration is the economic growth of the countriesô GDP 

from one year to the next between 2014 and 2015 (Eurostat, 2016; Scott, 1991). The ranking of 

the countries is shown in the particular column blackened, in order to be easily stressed out 

(Table 4). 

 

Table 4. Country Ranking based on the GDP Percentage Growth in 2015 to 2014 

 

Number Countries 
Number of 

Inhabitants 

GDP in 

millions 

USD 

GDP per 

Capita in 

US $ 

GDP 

Percentage 

Growth 

Budget 

surplus 

(+) or 

deficit (-) 

Public Debt 

as Percentage 

of GDP 

Cur-rent 

Account 

Balance, 

billion USD 

Current 

Account 

Balance, 

Ratio to 

GDP 

1 India  1,251,695,584 2,091,000 1,671 7.3 -4.1 51.7 -26.2 -12.5 

2 China 1,367,485,388 10,980,000 8,029 6.0 -2.6 16.7 293.2 36.5 

3 Luxembourg 570,252 57,420 100,692 4.5 0.0 21.7 3.0 52.2 

4 Czech Rep. 10,644,842 181,900 17,088 4.2 -1.8 41.4 1.6 9.1 

5 Slovakia 5,445,027 86,630 15,910 3.6 -2.5 52.5 -1.0 -11.5 

6 Poland 38,562,189 479,900 12,445 3.6 -1.8 43.4 -2.2 -4.6 

7 Slovenia 1,983,412 42,770 21,564 2.9 -1.0 62.7 3.1 72.9 

8 US 321,368,864 17,950,000 55,855 2.4 -2.4 73.6 -484.1 -27.0 

9 Norway 5,207,689 389,500 74,793 1.6 6.6 39.3 35.0 90.0 

10 Croatia 4,464,844 48,850 10,941 1.6 -5.0 89.5 2.1 43.9 

11 Germany 80,854,408 3,358,000 41,531 1.5 0.9 71.7 285.2 84.9 

12 Switzerland 8,121,830 664,600 81,829 0.9 0.2 34.0 75.8 114.1 

13 Austria  8,665,550 374,100 43,171 0.9 -2.1 83.4 13.5 36.0 

14 Italy  61,855,120 1,816,000 29,359 0.8 -3.0 135.8 38.7 21.3 

15 Serbia 7,176,794 36,510 5,087 0.7 -4.1 75.0 -1.8 -48.3 

16 Japan 126,919,659 4,123,000 32,485 0.5 -6.5 227.9 137.5 42.3 

17 Moldova 3,546,847 6,414 1,808 -1.1 2.3 51.9 -0.4 -66.4 

18 Russia 142,423,773 1,325,000 9,303 -3.6 -2.9 13.5 65.8 49.7 

19 Ukraine 44,429,471 90,520 2,037 -9.9 -4.4 94.9 -0.3 -2.9 

 

Source: CIA, The World Factbook 2016. 
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We can observe that the ñchampion countriesò as far as that parameter is concerned are India 

and China, two very big, but also very poor countries, whose lively growth is due mainly to 

their competitive position, such as lower wages, good working morale, attracting foreign 

investors with favorable conditions, and production of goods  at competitive prices. As we can 

see from the tables, Chinaôs GDP per capita is 8,029 USD and Indiaôs is 1,671 USD. 

However, on the contrary to the usual narrative in our modern global world economy, the third 

place in this ranking belongs to a country like Luxembourg, which is already a rich country 

with a very high individual wealth (one of the highest in the world, 100,692 USD per capita). 

This issue, however, does not damp its economic expansion.  

As for the economic growth, somewhat higher ranking is noted, particularly for Central 

European countries like Czech Republic, Slovakia, Poland and Slovenia, whereas less positive 

state of affairs can be found for the East European countries, like Ukraine, Russia, Moldova, 

Serbia (but also others like, Japan, Italy and Austria).   

The table 5, illustrates another important economic parameter: the current account balance, 

expressed as percentage of the GDP. 

 

Table 5. Country Ranking based on the Current Account Ratio to GDP in 2015 

 

Number Countries 
Number of 

Inhabitants 

GDP in 

millions 

USD 

GDP per 

Capita in 

US $ 

GDP 

percentage 

Growth 

Budget 

surplus 

(+) or 

deficit  

(-) 

Public Debt 

as Percentage 

of GDP 

Current 

Account 

Balance, 

billion USD 

Current 

Account 

Balance, 

Ratio to 

GDP 

1 Switzerland 8,121,830 664,600 81,829 0.9 0.2 34.0 75.8 114.1 

2 Norway 5,207,689 389,500 74,793 1.6 6.6 39.3 35.0 90.0 

3 Germany 80,854,408 3,358,000 41,531 1.5 0.9 71.7 285.2 84.9 

4 Slovenia 1,983,412 42,770 21,564 2.9 -1.0 62.7 3.1 72.9 

5 Luxembourg 570,252 57,420 100,692 4.5 0.0 21.7 3.0 52.2 

6 Russia 142,423,773 1,325,000 9,303 -3.6 -2.9 13.5 65.8 49.7 

7 Croatia 4,464,844 48,850 10,941 1.6 -5.0 89.5 2.1 43.9 

8 Japan 126,919,659 4,123,000 32,485 0.5 -6.5 227.9 137.5 42.3 

9 China 1,367,485,388 10,980,000 8,029 6.0 -2.6 16.7 293.2 36.5 

10 Austria  8,665,550 374,100 43,171 0.9 -2.1 83.4 13.5 36.0 

11 Italy  61,855,120 1,816,000 29,359 0.8 -3.0 135.8 38.7 21.3 

12 Czech Rep. 10,644,842 181,900 17,088 4.2 -1.8 41.4 1.6 9.1 

13 Ukraine 44,429,471 90,520 2,037 -9.9 -4.4 94.9 -0.3 -2.9 

14 Poland 38,562,189 479,900 12,445 3.6 -1.8 43.4 -2.2 -4.6 

15 Slovakia 5,445,027 86,630 15,910 3.6 -2.5 52.5 -1.0 -11.5 

16 India  1,251,695,584 2,091,000 1,671 7.3 -4.1 51.7 -26.2 -12.5 

17 US 321,368,864 17,950,000 55,855 2.4 -2.4 73.6 -484.1 -27.0 

18 Serbia 7,176,794 36,510 5,087 0.7 -4.1 75.0 -1.8 -48.3 

19 Moldova 3,546,847 6,414 1,808 -1.1 2.3 51.9 -0.4 -66.4 

 

Source: CIA, The World Factbook 2016. 
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The economic success of countries depends on how much they are exporting to abroad and how 

much they import from there. For instance, Germany is economically strong, because it exports 

lots of products with higher value (e.g. cars). 

China is in a similar situation, still with a difference compared to Germany, that it is exporting 

lower value goods, for instance, paper flowers, garment, tiles, etc.  

The current account, if it is negative (exhibiting a deficit), is a measure of what the country 

needs to borrow from abroad, in order to close the gap between exports and imports. Why it is 

so? Simply, because everything bought abroad has to be paid by the importer state A and 

everything sold abroad to state B must be paid by the state B to A. If A imports more than 

exports, the balance of the current account is negative and A must borrow the money abroad in 

order to carry out the payments requested. But it is necessary to consider that these payments 

can depend also on services, rather than solely goods, so that the payment flows are more 

important than the flows of goods, as payments, i.e., the monetary flow encompasses goods and 

services. Many states, for instance Switzerland, have a negative current account, if we consider 

only goods, but Switzerland, as commonly known, is closing the gap by tourism, a service 

offered to foreign citizens. Traditionally, many non-Swiss citizens travel to Switzerland, spend 

their time and money there, which, of course also adds to the Swiss current account. Therefore, 

the current account is a measure of performance of country A, considering all the payments 

carried out: those in exit, corresponding to goods or services acquired abroad and those in 

entrance, corresponding to goods and services sold to abroad. Therefore, the current account is 

a basic measure of the economic performance and health of the given country A.  

The economic power of Germany, for instance, is due to the fact that the German current 

account is almost always positive, as we can observe in Table 5, where Germany ranks third 

after Switzerland (the first) and Norway (the second). In order to carry out an exact analysis, 

we cannot compare simply the current account data of the countries A, B, or C because they 

have different size. Hence, in absolute terms, the data are not comparable and it is necessary to 

standardize them by considering their size. But which kind of size? Number of inhabitants, or 

geographical size? It is easy to understand that the size which has to be taken into account, must 

be the economic one, as the current account parameter is an economic parameter. Hence, we 

determined the current account as ratio to GDP, as it is shown in the last column of Table 5. 

Interestingly, after Switzerland, Norway and Germany, Slovenia, a country of small size, ranks 

fourth. Despite economic analysts do not consider this country as economically important, it 

proves in this analysis to be economically quite healthy, because of the amount of its current 

account ratio to GDP.  

The USA has a rather bad ratio of the current account to GDP. This is due to the huge import 

flows of the US. Most production of such goods needed by the US is delocalized in less 

developed countries i.e., in China, or some cross border neighbors, like Mexico. That way the 

US consumers obtain low cost products in many areas of consumption. 

 

4. Conclusion 

Our analysis of important economic criteria showed that the debt levels remain high in some 

parts of the economy of the compared countries. The highest value is showing by Japan with a 

Public Debt to GDP ratio of 227.5%, after Japan comes Italy (135.8%). The best levels are 

shown by China, Russia, Luxemburg, and Switzerland. Luxemburg has the highest GDP per 

capita, on the second position it stays with Switzerland, third, Norway and the as last ones are 

Ukraine, Moldova and India. Economic growth is highest in India and China, together with 

Luxemburg; lowest, Ukraine, Russia and Moldova. It is necessary to remark that the economy 

of Russia was hit by the decline of oil prices and economic sanctions. The current account ratio 

to GDP of the respective countries has the highest value in Switzerland, second is ranking 
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Norway, third Germany and fourth Slovenia. Slovenia has a favorable situation because of the 

high export level in comparison to other EU countries, particularly, Germany. The current 

results indicate that relationships in economy are not stable once forever; rather they change 

dependently on political and social turbulences in the current globally connected world.  

The quality of life of EU citizens as well as globally is contingent on political accountability 

and responsible decisions of the authorities. 
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Financial Transaction Taxes and European Union In The Light Of Country Experiences 
 

Semih Sen 

 

1. Introduction  

The 2008 global financial crisis in the United States of America, and European debt crisis later 

on and the destruction caused by this crisis on the public finance of the countries have urged 

the financial transaction taxes attract global attention. In this regard, European Commission 

took a concrete step and suggested a financial transaction tax (FTT) to be applied at the 

European Union (EU) level. 

In fact the idea of taxation of financial transactions ïit may seem like a new discussion- 

based on the roots of John Maynard Keynes, has a long history. Keynes (1936, pp. 159-160), 

in his book ñGeneral Theory of Employment, Interest and Moneyò the financial markets have 

been likened to a casino. However, due to high cost of entrance, numbers of players in casino 

are low. Accordingly, lower transaction costs in financial markets cause too many investors to 

make transactions and excess liquidity on the market and growing speculative movements 

create instability. In this regard, a satisfying government transfer tax that will be applied to all 

of the financial processes will put on end to speculative movements on the market. Since, 

according to Keynes transaction tax will encourage long-termed investments. The first 

comprehensive and systematic study for FTTs has been carried out by Nobel laureate economist 

James Tobin (1976, p. 6) Keynesian economist Tobin has proposed the imposition of a small 

rate tax to the foreign exchange spot transactions. Such a foreign exchange transaction tax will 

stabilize the exchange rate and will create a secure environment for international trade in goods 

and services. Additionally, the tax in question will create significant public revenue. 

FTTs proposed by Keynes and Tobin havenôt received a serious demand in the concerned 

period. Afterwards, financial liberalization and the size that markets have reached with 

developments in information technology, with the growing crisis and instabilities and pressures 

of this crisis and instability of government finances; have caused increasing importance to these 

types of taxes over the time. 

FTTs have previously been applied and are still being applied by different countries. This 

paper investigates the experiences of Sweden and the United Kingdom. Because, it is 

considered that these experiences involve some concrete lessons from which we can learn 

regarding the current applications and the next ones. 

FTTs got into the agenda of the EU also after the suggestion of the European Commission. 

This paper will investigate whether the financial transaction taxes, put on the agenda of the EU 

following the global crisis, are useful or not based on their previously stated theoretical 

objectives. 

 

2. Financial Transaction Tax: Conceptual Descriptions 

According to the IMFôs definition that is also used by EU and United Nations, financial 

transactions is an agreement that provides right and obligation associated with trading of 

financial instruments and/or it is a payment change process based on assets such as interest, 

currency or financial instruments (Sheppard, 2011, p.840). When this description is taken into 

consideration, FTT can be defined as small rated ad valorem tax based on the listed transactions 

(Institute for Policy Studies, 2011). Such taxes can be applied to wide scale of transactions from 

debt and equity shares to derivative and bank loans. Recommended proportions can generally 

vary from 0.0001% to 2% (Beitler, 2010, p.5). According to another definition, FTT, having 

ability of preventing financial speculation on the market and making a significant income, is a 
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low rated tax applied to the value of financial transactions, (Barclay, 2010, p.61). Pollin  (2012, 

p.97), making a similar definition, considers tax as the sales tax which individuals pay when 

they buy automobiles, shorts, pants or food. Brondolo (2011, p.3) ponders the tax as the tax 

covering other operations which do not include commerce but have the same impact, as well as 

the implementation of financial instruments to buying and selling. According to the author FTT 

has some distinctive features. The features are financial instruments to be implemented in 

operations on primary and/or secondary markets, the amount of both transactions and 

implementation on the nominal value, some operations and individuals held exempt from tax, 

in addition to having one or more rates specific or ad valorem- based implementation, the 

purchase of assets and/or sales tax to be applied and collectability of the tax by the market 

participants or clearinghouses. 

Often described as FTTs, taxes are classified into the following headings (Matheson, 2011, p.5): 

 Securities Transaction Tax: They are generally proportional, ad volorem taxes, 

implemented on primary and secondary markets to the whole or a part of the taxes.  

 Currency Transaction Tax: It is in question when a currency unit is converted to the other 

currency unit. In literature, the taxes are called as Tobin taxes as well.  

 Capital Increase Tax: It is applied in the whole or the part of a specific capital increase of 

the firm.  

 Banking Operation Tax: It is applied when deposits are drawn from banks at pre-maturity 

or maturity. It is common in Latin America and Asia.  

 Insurance Premium Tax: Insurance premium tax is a special sales tax designed in line with 

the perception that it is exempt from the income tax or value added tax. 

In the study, the tax imposed on foreign exchange transactions and deposits is expressed 

as FTT.  

FTTs have two primary aims: The aims are to reduce speculative trading volume and 

volatility and provide income to the state. Besides; other purposes, such as to contribute to the 

financing of global public goods and to establish the principle of fairness in taxation, are 

concerned. However, priority in the aims can vary according to the conjuncture in the country. 

For example, prior to the 2008 global crisis, taxes concerned, mainly speculative trading volume 

and volatility reduction ranges, are widely stressed. After the crisis, especially the direction of 

EU income has risen to prominence.  

 The most important and articulated two problems bringing FTTs out are perhaps high 

speculative trading volume and volatility. In the last thirty years, the decline experienced in 

financial liberalization after transaction costs, and developments in computer technology 

observed in the increase in financial innovation have caused trading volume to reach large sizes. 

A large part of the transactions is daily and weekly speculative transactions, which is the main 

cause of instability in the system. The situation has put the price of assets in a continuous 

instability. That is to say, the process is accompanied by high volatility. By making it more 

costly financial transactions, FTTs aim to prevent excess liquidity in the market and speculative 

investment by reducing total transaction volume. In this way, it will increase the number of 

long-term investments, financial systems will become more stable, and it will reenact to fund 

real investment. Because it is related to the taxôs characteristic of proportionality in parallel 

with increasing transaction frequency.  For example, Let us say that a FTT by 0.5% is 

implemented in all financial instruments such as both to purchase and to sell. An investor will 

pay the tax by 1% only if the transactions are carried out once a year. If the trade is carried out 

once a month, an investor will pay the tax by 12%. An investor will pay the tax by 52% if one 

performs weekly. In case of daily operations, it is 261%. As it is seen, the increase in frequency 

of operations will be an important cost factor.  

Stiglitz (1989, pp.105-106) has likened FTTs to the tariffs and quotas generally used to 

restrict imports of the country in international trade. According to him, FTTs are small 
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restrictions to international capital. However, the process enhances stability. For it will 

primarily affect speculators engaged in weekly and daily operations. Along with the cost 

created, it will lead to significant reductions in income expectations of the segment. Thus, the 

volatility will be prevented in large amounts. Long-term investors should not be affected on a 

large scale. Because, as previously stated, the rate will be increased by the number of 

transactions due to the structure (Stiglitz, 1989, pp.110-111). Summers and Summers (1989, 

p.263), citing similar reasons, stresses the stabilizing effect of taxes. However, according to the 

authors, the benefits of reducing speculative movements should be more than an increase in the 

cost of capital and a decrease in liquidity, therefore; one should act with caution and avoid 

applying a higher rate while the tax rate is determined.   

Another of the purposes of putting FTTs into practice is to provide income for the State. 

For the process of globalization that has begun since 1970 has a negative impact on tax revenue 

of the State, it became essential to find new sources of income. Because globalization trends 

have increased the mobility of capital and entrepreneurs which is a factor of production and it 

has become impossible for the labor force to act in the same fluidity. In this case, the tax burden 

and sensitivity to the labor costs of the investments have increased. Countries with cheap labor 

and low tax rates, directly or financially, have become popular with investors. The countries, 

which attempt to prevent the shift of investments out of the country and attract investments, 

have entered into tax competition with each other. On the other hand, the costs caused by the 

financial crisis have been a major pressure on public finances. 

In accordance with the theoretical explanation, FTTs could be a useful tax to resolve 

market disorders if it is well-designed. Because, even though it fails to fulfill its purpose, it will 

not only curb financial speculation but it will also generate significant revenue that can be used 

to reduce the fiscal deficit and enforce efficient financing of public investment projects. In 

addition, in case of and macroeconomic conditions, the well-designed tax provides the 

opportunity to choose between elimination of financial speculation or increasing public 

revenues by reducing the proportional terms. Therefore, the tax concerned would allow the 

governments to monitor freer economic policies (Polin, Baker & Schaberg, 2002, p.10). 

 

3. Country Experiences Related to Financial Transaction Tax  

FTT has previously entered the EU on the agenda of the two countries. One of them is the 

application of Sweden regarded as an unsuccessful application. The other is the application of 

the United Kingdom which is still continued successfully. The main reason to mention the 

applications concerned in the study is that it has some concrete implications for FTT from the 

European Union's agenda with the proposal of the European Commission. 

 

3.1. United Kingdom  

One of the examples widely shown in FTT is United Kingdom practice. With a long history, 

tax is also called as stamp duty. The name of the tax concerned is based on the application of 

securities that is financially transferred from a proprietor to the other to be registered. In other 

words, it needs to be paid to be the legal owner of the security (Schulmeister, Schratzenstaller 

& Picek, 2008, pp.24-25). 

Stamp duty, is applied to company the shares with transactions at the level of the United 

Kingdom. General rate is 0.5% and is paid by the purchaser of the securities. It is applied to the 

global transaction price regardless of where the agreement is signed or the residence of the 

parties. This indicates that all agreements related to shares are taxable (Oxera, 2007, p. 3). On 

the other hand, it is understood from definition that foreign company shares traded in United 

Kingdom are non-tax. For example, transactions with shares of a Turkish company listed on 
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the London Stock Exchange remain non-tax. Stamp duty is applied to both primary and 

secondary market transactions. While the issuer of the securities side is taxpayer on the primary 

market, it is the purchaser on secondary one. The tax in question does not cover derivatives 

markets. However, it is valid in case of exercising a right in option contracts. Besides, the public 

or private sector debt securities are exempt from taxes (Campbell Frooth, 1993, p. 11). Over 

the years rate of stamp duty has changed several times. In 1963, rate has been decreased from 

2% to 1%, raised again in 1974 to 2% and this rate has been applied till 1984. Then in 1984, 

rate firstly decreased 1% and in 1986 to 0, 5% which is also current rate. 

One of the important features of United Kingdom stamp duty, considered as one of the 

guiding successful examples at FTTs design, is also its government revenues. In fact, the tax in 

question is a constant and stable supply with average annual income of 3.3 billion pounds 

created between 2000 2011 (Matheson, 2011, p.36). Especially within the period between 1997 

2001, the balloon trend seen in London Stock Exchange has created more income than other 

taxes (Schulmeister, Schratzenstaller & Picek, 2008, pp. 25-26). Additionally, stamp duty 

collection costs are the lowest taxes. For each earned income, the concerned cost is only 0.11 

pence. Furthermore, this is the average cost of all stamp duty revenues including purchasing 

land and property. If it is taken into consideration that most securities transactions have carried 

out electronically, the actual cost is estimated as much less. 

 

3.2. Sweden 

FTT in Sweden has been implemented for eight-year period from January 1984 to December 

1991. Despite the opposition of Ministry of Finance and all business world under the leadership 

of the Labour Party, tax has entered into force by obtaining a strong public support. As a reason 

for tax related party shows waste of resources caused by talented and intelligent young people 

spending their time and capital on financial markets (Campbell & Frooth, 1993, p.4). FTT 

implementation began in 1984, January with 0.5% taxation for the purchase and sale of equities 

and derivatives. In option transactions, rate is 1%. Concerned tax is applied to performed 

transactions with Swedish intermediaries. The operations of these organizations on their own, 

behalf remain non-tax until 1987. Transfer of securities held through gift, donation and 

inheritance is exempt from the application (Schulmeister, Schratzenstal & Picek, 2008, pp. 20-

21). The pressure of the Workersô Party in 1986 has led parliament to raise the tax rate double. 

In 1987 the base is expanded debt securities (1%) and derivatives are included as well. Kate, in 

these derivative instruments has been applied to maximum 0.15% ad valorem of linked 

securities. 

From the date of entry into force of the tax, major immigrations have been detected from 

Stockholm Stock Exchange to other finance centres. Umlauf (1993, p.237) states that 60% of 

the largest 11 companies quoted on the Swedish stock have addressed the London Stock 

Exchange. Only these migrating stocks correspond to 30% of the total shares traded in Sweden. 

Until 1990, this rate has increased from time to time up to 50%. So, only 27% of the shares of 

Ericsson Company which is proprietor of the highest trading volume have been exhibited at the 

Stockholm Stock Exchange (Campbell & Frooth, 1993, p.6).  

Expanding the tax to include debt securities causes a sharp transaction loss in private and 

government bonds, securities and their derivatives. According to Campbell and Frooth (1993, 

pp. 8-9) nearly 100% decrease in derivative has been observed at the end of first following 

weekend of implementation of tax in question. Recession of the related spot vehiclesô volume 

is at the level of 85%. This situation makes public borrowing more expensive and FTT loses 

public support. Practise has been removed firstly from debt securities in April 1990, then from 

stock in December, 1991. Immediately after FTT has been terminated, the lost volume of 

transactions returned Sweden as soon as possible. 
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The amount of income tax has also been disappointing. According to Sweden Ministry of 

Finance in 1984, 820 million; in 1985 1, 7 billion; in 1986 2, 63 billion Swedish kronor revenue 

obtained from the tax in question. These amounts respectively correspond 0.37%, 0.45% and 

0.96% of total public revenues. After doubling the tax rate, 3, 74 billion in 1987 and 4, 01 

billion Swedish kronor revenue have been generated. This also corresponds respectively to 

1.17% and 1.12% of total public revenues. To sum up, an increase of 100% in tax rate has 

resulted in only an average of 22% increase in the amount of income (Habermeier & Krilenko, 

2003, p.170). This result shows that practise of FTT hasnôt given the expected. 

The failure of FTT practise in Sweden stems from its faulty design that is unable to 

prevent tax avoidance. As it is known when a new FTT comes into force, cost of each related 

investment vehicle increases; this will lead to tax avoidance behaviour of investors. According 

to Schulmeister, Schratzenstaller & Picek (2008, p. 24) tax should be designed not to give any 

opportunity to it. There are two important lessons that can be drawn from FTT practise, first in 

order to create a broad base by keeping tax-free vehicles that investors may direct as little as 

possible. Second one is, keeping the rates low in order to avoid the risk of migration. The most 

effective result gained from the tax may be obtained if global coordination exists. 

 

4. Financial Transaction Tax in the European Union 

The European Commission in 2011, by getting the approval of all member countries, has 

prepared a design to be put into practise unanimously earliest on January 1, 2014, at latest on 

January 1, 2018. The tax, being on agenda in one of the worldôs largest economies such as EU 

and a wide geography of different countries, has dragged an everlasting debate to a different 

dimension and has gained a positive impression for the future of the implementation at the 

global level. Idea of a FTT practise at EU level can be attributed to several reasons. The first 

and perhaps the most important one is the effect of the global financial crisis of EU in 2008. As 

it is known, this emerging crisis in USôs financial system in 2008, while getting all the world 

under its influence, its most intense effect has been felt in Europe. Within the framework of the 

economic stimulus packages implemented by EU governments for the fight against the global 

crisis, the increase of public spending has led to a growing in budget deficits and public debt. 

In addition, a shrink in real sector leads to reduction in tax revenue and deepens situation. This 

crisis after causing a harsh destruction in the EU, has received European Debt Crisis name. In 

order to escape from crisis, transfer of major sources takes place from government to the 

financial sector indicated as being main responsible for crisis. In this process, the amount of 

assistance provided through The Unionôs bailout has reached 4.6 trillion euros (39% of EU 

GDP in 2009). However, the sector has had low rates of tax for a long time. For example, the 

advantage of being exempt from VAT is the average annual amount of 18 billion euro. This 

situation has led FTT to get public support at the global level. According to the European 

Commission to release a new tax on financial transactions is a compensation for financial 

institutions to make more contribution to economic recovery and to be a partner for the cost of 

the crisis (European Commission, 2011a, p. 1).  

Second reason for why FTT on the agenda is the harmonization of indirect taxes imposed 

financial transactions. At EU level, many countries including France and Italy have met with 

new transaction taxes after the crisis. Being in the first place, especially UK and the others have 

already implemented these taxes for many years. Such different practices harm to functioning 

of the single market, increase the risk of migration of capital and distort competition. Mismatch 

mostly leads to double taxation or no tax receipt. According to European Commission at the 

union level by increasing the effectiveness of a single market to ensure coordination in this 

field, will move integration a step further (European Commission, 2013, p. 4). 
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A third reason for taxation is instabilities created by high-risk operations carried out on 

the market and short-term capital movements. This situation demonstrates itself once again 

during the last crisis. It is aimed to gain deterrence to capital movements and concerned 

transaction creating inefficiency with FTT. According to the commission, proposal is an 

effective regulatory tool that can solve the problems mentioned. 

(http://ec.europa.eu/taxation_customs/resources/documents/taxation/other_taxes/financial_sec

tor/ftt_citizens_summary_en.pdf). 

FTT proposed by the European Commission contains almost all financial instruments and 

it is planned to be applied to purchases and sales of these vehicles. For emergence of the tax, at 

least one of the parties performing the transaction must be financial institution and again at least 

one side must be settled within the EU borders (European Commission, 2013, pp. 16-17). With 

stock, mutual funds, bonds and their derivatives, including a very large base of foreign 

exchange transactions involving derivatives, tax includes not only organized markets but also 

the OTC (Over the counter) markets. Recommended rate for spot transactions is 0.1% while it 

is 0.01% for derivative transactions. In derivative products, it will be implemented based on the 

value of the asset. However, the rate is the minimum value. Member countries ïif they want- 

are able to increase above the mentioned ratio. Main reason of covering almost all financial 

instruments of tax is the prevention of tax avoidance as much as possible and higher income 

obtained. However due to various reasons a number of exceptions and exemptions has been 

brought to some transactions. These exceptions and exemptions in question are as follows 

(European Commission, 2013b, p.15). 

¶ Spot foreign exchange transactions related directly with the real economy and in order to 

protect the movement of capital as well, are excluded from the tax. However, derivatives are 

included in the scope of the tax. 

¶ Stocks, bonds and bills presented on primary markets are exempt from tax in order not to 

make capital needed for financing of investments more costly. 

¶ Transactions carried by EU, European Central Bank, European Investment Bank and 

European Investment Fund and other supranational formal institutions, both in order not to 

increase the burden of government debt and to provide lower cost liquidity to the market, 

are exempt from tax. 

¶ Insurance contracts carried out in the daily life of ordinary citizens, mortgage loans, 

consumption and investment loans and bank deposit transactions are also excluded from the 

tax. 

FTT will collect the tax with stoppage procedure (collection at source) after the taxable 

event occurs without clarifying by responsible financial institution. In electronic transactions, 

at the time of the transaction while in OTC transactions it will be paid within three business 

days. Financial institutions are obliged to deposit the tax to tax administration, the union 

member states are obliged to take necessary measures to prevent tax evasion. These measures 

in question include keeping the business records of financial institutions, accounting and 

reporting standards, presenting necessary measures to the tax administration, and making 

payment correctly (G¿ler, Keleĸ & U­ar, 2012, p.39). 

11 countries in EU-28 have supported The Commissionôs FTT proposal so far. These 

countries are Germany, France, Italy, Austria, Belgium, Estonia, Slovenia, Spain, Slovakia, 

Greece and Portugal. In particular efforts of Germany and France have been effective for tax to 

be discussed so seriously. Other countries on the other hand led by Britain have taken place 

against the practise on the ground that they will face with large capital outflows and Unionôs 

Financial Centres will disappear one by one. Because the tax will be recorded as a resource to 

EU in order that member states of alliance get a share. In this case, some countries providing 

substantial income from taxes that they applied in present state like United Kingdom will have 

to share their earnings with EU. In addition, the biggest gain is expected from London Stock 
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Exchange in case the project is implemented. Potential economic and financial impacts of the 

tax must be taken into consideration in order to understand reasons of the countries reacting to 

tax.  

There is not a literature wide enough on the potential economic and financial impacts of 

FTT planned to implement in EU ïdue to lack of consensus at Union level- the existing studies 

also reveal different results from each other. The most comprehensive study on this issue is 

impact analysis that European Commission prepared on its own. In the report, effects in 

question have been examined with their several aspects. Accordingly when concerned financial 

instruments are taxed with 0.01% of tax rate, an income between 16.4 to 43.4 billion Euros is 

expected. Numbers respectively corresponds to 0.13% and 0.35% of EU GDP. If rate is 

increased to 0.1%, expectations have changed from 73.3 to 433.9 billion Euros. In this case the 

figures respectively correspond to 0.60% and 3.54% of GDP. Main reason for so many different 

ranges of income is related to possible reduction occurring in tax elasticity and volume of 

transactions. According to report, changes occurring in transaction volume are influenced by 

the distinction between spot and derivative instruments. A transaction loss of derivative 

instruments is expected between 70% and 90%. When it comes to spot instruments, it is stated 

that high-speed speculative trades composing 40% of total transaction volume, is largely 

presented. Whether this reduction heading for different financial markets or not depends on the 

design and proportion of the tax. Another issue highlighted in the report, excessively risky 

behaviour of market investors will decrease with prevention of speculative trading. Any 

positive and negative influence on the votality will not occur. It is stated that this case depends 

on the structure of market. Additionally, according to the report in question, FTT is expected to 

create a shrink between 0.53% 1.76% in long term GDP of EU. (European Commission, 2011b, 

pp. 9-11). 

FTT is successful to the extent that it avoids tax evasion and risk of migration on the 

market. It is essential that tax is broad based and low rated in order to prevent the occurrence 

of such undesirable situation. Financial transaction tax planned to implement in EU-wide, when 

evaluated with these criteria, is capable of preventing tax avoidance with its broad base form. 

Almost all financial instruments are included in the scope. Therefore, different non-tax 

investment vehicles that investors may turn their steps towards are very limited. In addition, it 

has been suggested that tax will cause a migration to other financial centres from the financial 

centres in EU. However this possibility is greatly reduced today. Because vast majority of the 

financial transactions in the world are gathered in a few centres like London, USA, Tokyo, 

Hong Kong and Singapore. All of these centres except for the USA have already implemented 

various transaction taxes. With the entry into force of FTT, USA is considered as only place 

that capital movements may be directed to. Furthermore, relatively low rate structure of the 

practise also decreases this possibility. 

On the other hand, another point that should be highlighted on FTT proposal in EU, 

making a tax current issue coincides with crisis period. In fact, tax is not a precaution introduced 

to overcome the crisis; it is a measure that contributes to financial stability. European Union 

has not been fully overcome the effects of debt crisis yet, has undergone a process with 

continued recession since 2008. Moreover, it doesnôt have a precise recipe in terms of exit from 

the crisis. Coming into force of tax in such a period, creating a liquidity problem, can move this 

recession a step further. It can be also said that the severity of the debate on the issue has already 

weakened a little bit after 2012. After FTT proposal implemented across EU, is on shaky 

ground, firstly France and then Italy have implemented their transaction tax at the national level. 
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5. Conclusion 

The first proposal of taxation of financial transactions has been made by John M. Keynes in 

1936. In the next period, Keynesian economist James Tobin has made the first comprehensive 

FTT proposal for spot foreign exchange transactions in 1978, Tobinôs proposal is later called 

as Tobin tax. However, both proposals in the concerned periods have not been remarkable 

because of underdeveloped financial markets. In the following years with the increase in the 

trading volume on financial markets and settlement of short-termism culture, interest for taxes 

has increased. Especially after 2008 global financial crisis, EU has taken this tax on agenda. 

FTT previously, has entered into the agenda of two EU countries. One of them is Sweden 

practice accepted as unsuccessful, while the other country is United Kingdom with continued 

successful FTT implementation. It can be stated that faulty design of tax and its implementation 

with higher rates are on the basis of the failure of implementation in Sweden. In this sense, it 

has a number of deductions for both implementation in EU and other countries. 

In 2011, European Commission has presented proposal for the implementation of FTT at 

EU level. This tax proposal of the Commission is a broad-based FTT aiming directly at financial 

transactions. This tax aims to give priority to long-term investment by reducing volume of 

short-term speculative transactions on financial markets and ensure equal participation of 

financial sector to the cost of the recent crisis. Additionally, there are several FTT 

implementations in Union Countries. Harmonization in this area by regulations and creating a 

new resource in the budget are other goals. In general, it can be evaluated as successful with its 

lower rate structure that doesnôt allow tax avoidance. However, due to opposition of 16 member 

countries leaded by United Kingdom, a concrete step hasnôt been taken yet. 
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Business Plan of an Accounting Firm6 

 
Aysun Atagan-Cetin 

 

1. Introduction  

This research presents a business plan for an accounting firm to be located in the city of 

Eskisehir in Turkey which is a developing country. Economic growth has been slow for the past 

several years, although trade and small business, especially in the larger cities such as Eskisehir, 

show progress and growth. Eskisehir is the perfect place to open an accounting firm, because it 

is a center of Anatoliaôs business and economy, and it is a cosmopolitan city. Accounting firms 

are not a new business in Eskisehir, but there is always a market for accounting. Accountants 

have good job opportunities. This is because there are new and changing laws that will increase 

the need for accountants. Also, there will be more private companies that will need accountants 

because number of private companies increasing. Accountants who have special skills, such as 

Certified Public Accountants (CPAs) and Sworn-in Certified Public Accountants will have 

many career opportunities. 

 

2. Method  

This study is divided into 6 sections. In order to build a business plan, one should analyze the 

current situation in the accountancy business in Turkey. Also needs to check the requirements 

and steps that one should take in order to be qualified to perform the functions. The literature 

review was prepared accordingly. 

The findings section outlines the situation in accounting regulation in Turkey. Also 

reviews the framework of the business planning. The final section provides some concluding 

comments. Then there are some proposals for the further researches. 

 

3. The Literature Review 

The main purpose of the study was to present current-state of accountancy profession in Turkey 

in order to open up an accounting firm. For this reason, accountancy profession, users of 

accounting information, financial statements, regulatory bodies related to the accountancy 

business and business planning were discussed in the study. 

 

3.1. Accountancy Profession 

As Muĵan and Hoĸal (2001, p. 15) stated, ñAccounting is an information system that measures, 

processes and communicates financial information of an economic entity to the decision 

makersò.  

Arikan (2006, p. 35) stated that Accounting is the study of how businesses track their 

income and assets over time. An accountant is a person who has satisfied the education, 

experience, and examination requirements of his or her jurisdiction necessary to be certified as 

a public accountant. Accountants engage in a wide variety of activities besides preparing 

financial statements and recording business transactions including computing costs and 

efficiency gains from new technologies, participating in strategies for mergers and acquisitions, 

                                                            
6 ¢Ƙƛǎ ǎǘǳŘȅ ǿŀǎ ŘŜǊƛǾŜŘ ŦǊƻƳ ǘƘŜ ǿǊƛǘŜǊΩǎ ƳŀǎǘŜǊ ǘƘŜǎƛǎ ǘƘŀǘ ƴŀƳŜŘ ά.ǳǎƛƴŜǎǎ tƭŀƴ ƻŦ ŀƴ !ŎŎƻǳƴǘƛƴƎ CƛǊƳέΦ ¢ƘŜ 
Academic Adviser was Sharon Ann Wulf (PhD).  
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quality management, developing and using information systems to track financial performance, 

tax strategy, and health care benefits management. 

In order to be an accountant, you need to have a disposition for mathematics and you 

need to be able to analyze, compare and interpret figures through the principles and facts. In 

addition to this an accountant should be able to explain his/her work to the customer both 

written and verbally. Another requirement is using technology such as computers and business 

systems as a tool and having excellent knowledge in this area. Also there is some accounting 

software, such as SPSS, Eta, Logo, Micro, Vega, and Link, that accountants may use and should 

be familiar with. Since they prepare financial statements that lead to financial decisions, they 

need to be able to provide high standards of accuracy by using all of their resources. An 

accountant should have time management skills, interpersonal communication skills, problem 

solving skills, technical skills and system skills in addition to their required education level. 

Webster (2016, pp. 11-13) stated that ñBookkeeping is the act of recording transactions 

in the accounting system in accordance with the principles. Accounting ensures that 

bookkeeping is honest and accurate and, through financial accounting and management 

accounting, it provides people outside and inside the business the picture they need of where 

the companyôs money isò.  

In previous times, accountants were considered to be financial historian. But today the 

role of accountants has changed to participating in the process of defining organizational 

strategy. As business partners, the accountantsô role is more analytical and decision-oriented. 

New accounting roles include financial modeling, strategic planning, business process 

improvement, internal consulting, financial analysis, systems implementation, and 

organizational education.  

As experts stated, CPAs are now looked upon as valued professionals and are running 

major corporations, starting exciting entrepreneurial endeavors and developing private 

practices that handle much more than tax returns. CPAs are entering the field of education and 

are moving into areas, such as Assurance Services, that didn't exist a decade ago, but have a 

powerful impact on tomorrow's business environment (Toraman & Guvemli, 2007, p. 3).  

As Ward (2005) stated, the accountancy profession plays a critical role in building an 

investment climate of trust, which is vital to economic stability and growth. As the financial 

problems of Enron, WorldCom and Ahold have demonstrated, the groups and individuals 

affected by accounting decisions go well beyond our traditional view of stakeholders. The 

public interest is also served by accountants creating wealth, working in business to drive 

strategy, efficiency and financial integrity; by providing advice on taxation that is supported by 

the law and provides full disclosure to revenue authorities; by helping to turn around ailing 

businesses, preserving ideas, jobs and the self-respect of those employees and their families 

whose livelihoods are saved.  

Accountancy plays an important role in the monitoring of macro and micro-economic 

variables, and is widely used in determining national and personal income, estimating 

government expenditure, the administration of taxation and financial reporting to capital 

markets, and the management of companies for their external and internal control systems 

(Balēm-Harding, 1995).  

Ward also emphasized the importance of ethical standards in profession. ñProfession 

must encourage and adhere to the highest ethical standards. Accountants must live the values 

of integrity, transparency, and expertise. This means putting the public interest ahead of the 

clientôs interest. IFACôs Code of Ethics for Professional Accountants provides guidance in this 

regard.  There are five fundamental principles of professional ethics such as integrity, 

objectivity, professional competence and due care, confidentiality and professional behaviorò 

(Ward, 2005).  
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3.2. Users of Accounting Information 

Muĵan and Hoĸal (2001, p. 17) grouped the users of accounting information as internal users 

and external users who are considered as decision makers. They stated that ñInternal users are 

top management, department managers, such as executive officers. External users can be 

grouped as users with direct and indirect financial interest. Example of users with direct 

financial interest is inventors and creditors. Example of users with indirect financial interest is 

government, regulatory agencies, labor unions, financial advisors, brokerage firms, auditors, 

lawyers, consumer groups, and academiciansò. 

 

3.3. Financial Statements 

Financial statements are useful to help investors and creditors evaluate the firmsô financial 

positions. There are four main financial statements that accountants provide to businesses. 

Kuhlman (2005, p. 142) explained them as below: 

 

¶ The balance sheet gives a snapshot of the firmôs assets, liabilities, and equity at a point 
in time. 

¶ The income statement gives a summary of the firmôs operating performance over a 
specified period of time. 

¶ The statement of cash flows shows the firmôs operating, investing, and financing cash 

flows over a specified period. 

¶ The statement of ownerôs equity shows the amounts of and changes in ownership 

 

Webster (2016, p. 47) also explained the accounting cycle and its steps. Financial 

statements are a chief end product of sequential steps generally called the accounting cycle. The 

cycle ends with preparing for the next cycle. The accounting cycle will include the following 

steps:  

 

¶ Analyze business transactions.  

¶ Journalize transactions.  

¶ Post transactions to the ledger accounts.  

¶ Prepare a trial balance of the general ledger.  

¶ Analyze, prepare, and post the adjusting entries.  

¶ Prepare an adjusted trial balance.  

¶ Prepare the financial statements: income statement, balance sheet, and statement of cash 

flows.  

¶ Journalize and post the closing entries.  

¶ Prepare a post-closing trial balance.  

 

The objective of financial statements is to provide information to users to help them in 

their economic decisions. The financial statements are expected to provide information about 

the future cash flows of an entity, its financial structure, profitability and liquidity, and its 

financial position and changes in financial position (Akman, 2014). 
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3.4. Regulatory Bodies of Accountancy Business 

In many countries the designation accountant is a certified accountancy and financial expert. 

Every country has their own training and examination systems to guarantee the quality of 

accountants at each level.  

Muĵan and Hoĸal (2001, p. 15) listed the national and international regulatory bodies of 

the accountancy profession in their book as below: 

 

¶ National 

o Capital Markets Board (CMB)   

o Ministry of Finance  

o Turkish Accounting Standards Board (TASB)  

o TURMOB (Union of Chambers of Certified Public Accountants of Turkey)   

¶ International 

o International Federation of Accountants (IFAC) 

o International Accounting Standards Board- International Financial Reporting 

Standards (IFRS)  

o Financial Accounting Standards Board (FASB)  

o Federation of European Accountants (FEA).  

 

4. Findings 

 

4.1. The Accountancy Profession in Turkey 

ñThe modern Income Tax Law was introduced to Turkish society in 1950 and shortly after 

affected accounting practices in such a way that only the income before the tax figure in the 

income and loss statement became extremely important for companies. The primary role of 

accounting - providing a true and fair financial and economic picture of a company to society - 

was almost ignoredò (Arikan, 2006, p.12).  

Accounting system and methods and accounting auditing plays a major role in 

globalization and its contribution to the achievement of an integration among countries. The 

international organizations that are founded by professional bodies of accountants since 1970s 

do carry out activities which meet the requirements of globalization (T¿rker & Kavut, 2004, p. 

42). 

As a result of industrialization, the need for accounting profession emerged. The 

legalization which was a basic factor for the development of accounting profession, 

unfortunately was delayed until 1989. Thus organization of the profession (TURMOB) could 

be achieved in a late time (Aysan, 2006).  

T¦RMOB, the Union of Chambers of Certified Public Accountants Turkey, is the 

national professional body with the sole authority to award professional license. T¦RMOB was 

founded in 1989 with the Law 3568 on Certified Public Accountancy and Sworn-in Certified 

Public Accountancy.  

The organizational structure of the T¦RMOB is supported by two distinct Chambers;  

 

¶ Chambers of Certified Public Accountants (SMMM)  

¶ Chambers of Sworn-In Certified Public Accountants (YMM).  

 

85 Chambers form the T¦RMOB, of which 77 are SMMM Chambers and 8 are YMM 

Chambers. T¦RMOB is the national umbrella for the local Chambers. The Union renders a 

public service and is founded primarily to carry out activities to insure the development of the 
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profession and the protection of due interests of the members of the profession and the 

preservation of professional dignity, ethics, order and traditions. To comply with the 

aforementioned duties and responsibilities, the Union extends a continuous and intensive effort 

especially in areas such as practical training, licensing, professional rules and regulations, 

publishing and membership and participates in the activities of international professional 

organizations. In order to fulfill its duties such as the development of the profession, protection 

of interests of its members and the preservation of professional ethics and order, the Union 

carries out comprehensive efforts in areas like awarding of licenses, practical training, 

examinations, standard setting, quality control, application and enforcement of professional 

standards, professional rules and regulations, publications and continuous professional 

education (T¦RMOB).  

The Union is empowered to award professional licenses; which Turkeyôs accountants 

must have to render professional services. T¦RMOB membership is comprised of CPAs, who 

are authorized to conduct financial audits, and Sworn-In CPAs, who are allowed to conduct 

financial and tax audits. The Unionôs mandate includes performing activities related to the 

development of the profession; protecting the interest of the profession and ensuring that its 

members uphold ethical standards; representing members of the profession; preparing relevant 

regulations to enable the Union to fulfill its duties; and representing the profession nationally 

and internationally (Tsen & Bryson, 2016).   

A code of ethics is a crucial element in forming a professional CPA in the accountancy 

profession. (Smith and Smith, 2010). Specific responsibilities of the accounting profession are 

expressed in the various codes of ethics promulgated by the Union of Certified Public 

Accountants and Sworn-in Certified Public Accountants of Turkey. Accounting professions 

foundations are; generally accepted body of knowledge; widely recognized standard of 

attainment, and an enforceable code of ethics (Akman, 2014).  

ñThe law primarily applies to the private sector with the objective of providing effective 

and reliable accountancy and audit services in Turkey and sets the qualifications that should be 

possessed to be a member of the profession and the organizational setup of the professionò 

(T¿rker & Kavut, 2004, p. 45).  

 

Admission to the Profession (T¦RMOB): 

¶ General conditions for being a member of the profession are as follows:  

o To be a citizen of the Republic of Turkey.  

o To be competent in exercising the civil rights.  

o Not to be deprived of public rights.  

o Not to be sentenced for offences against state security, offences against 

Constitutional order and the functioning of this order, offences against national 

defense, offences against secrets of the state and espionage, embezzlement, 

official corruption, bribery, theft, swindling, fraud, breach of confidence, 

fraudulent bankruptcy, bid rigging, corruption in performance of an obligation, 

laundering the value of assets gained via an offense or smuggling, irrespective 

of being sentenced to one or more years of imprisonment for intentional offences 

or granted amnesty, although the periods specified in Article 53 of Turkish 

Criminal Code have been passed.  

o Not to be penalized by expulsion from the government service consequent to an 

investigation.  

o Not to possess conditions incompatible with the honor and dignity of the 

profession.  
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The Law specifies that admission is compulsory in order to conduct the profession and 

besides the aforementioned general requirements, these two categories of professional members 

are required to have acquired some specific educational and 3 years of practical training 

qualifications and be successful in the relevant admission examinations. Educational and 

practical training requirements and subjects on which the candidates are to be successful in the 

exams held in order to be awarded a license, are given below for these two categories of 

members of profession;  

Practical experience of certified public accountancy is gained at public practices of 

certified public accountantsô or sworn-in certified public accountantsô firms. In order to begin 

the practical experience, it is a must to pass the practical experience entrance exam and to 

successfully complete the education program of the Education and Training Center established 

by the Union. The periods, not longer than six months, spent at the courses and seminars of the 

Education and Training Center are considered as practical experience periods. 

 

¶ Certified Public Accountants (SMMMs)  

The following conditions are required to become a Certified Public Accountant:  

o To have at least a B.A. degree in law, economics, business administration, 

accounting, banking, public administration and political science from a Turkish 

university, or from foreign universities offering degrees equivalent to their 

Turkish counterparts, on the condition that this equivalence is ratified by the 

Higher Education Committee, or to hold a post-graduate degree in one of the 

disciplines mentioned above.  

o To have a practical experience of minimum 3 years.  

o To be successful at the proficiency exam for SMMMs. 

o To receive a license as a Certified Public Accountant.   

 

To be awarded a license for SMMM, the written proficiency examinations conducted 

by T¦RMOB are to be passed and these consist of the following subjects:  

 

1. Financial Accounting  

2. Financial Statements and Analysis  

3. Cost Accounting  

4. Auditing  

5. Tax Legislation and Implementation  

6. Law  

7. The Professional Accountancy Law  

 

¶ Sworn-in Certified Public Accountants (YMMs)  

In order to become a Sworn-in Certified Public Accountant the following conditions apply:  

o At least ten years of experience as a Certified Public Accountant,  

o To be successful at the proficiency exam for Sworn-in CPAs.  

o To receive a license for practicing in the field of sworn-in certified public 

accountancy. 

 

To be awarded a license for YMM, the written proficiency examinations conducted by 

T¦RMOB are to be passed and these consist of the following subjects Advanced Financial 

Accounting  

 

1. Financial Management  

2. Management Accounting  
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3. Auditing, Reporting and Professional Accountancy Law  

4. Revision  

5. Taxation Techniques  

6. Income Taxes  

7. Excise and Wealth Taxes  

8. Foreign Trade and Exchange Legislation  

9. Capital Market Legislation 

 

4.2. Business Planning 

One expert said, ñNumbers are the language of business management and intelligent decisions 

require an understanding of the quantitative factors involvedò (Mancuso, 1992, p. 29).  

According to Hall and Daschle (2001, p. 241), ñsuccessful entrepreneurs are natural, 

charismatic leaders; passionate about what they do, focused, optimists, realists when they need 

to be, creative problem solvers, angry, frustrated, hungry for control and responsibleò.  

The process of putting a business plan together including the thought put in before 

beginning to write it, forces you to take an objective, critical unemotional look at your business 

project in its entirety. The finished product is an operating tool that, properly used, will help 

you manage your business and work toward its success. The completed business plan is the 

means for communicating your ideas to others and provides the basis for your financing 

proposal (Mancuso, 1992, p. 54).  

Pinson and Jinnett (2006, p. 13) noted the three main purposes for writing a business 

plan. First, the plan is a blue print of the business and will serve as a guide during the lifetime 

of the business. Second, it is a requirement if the entrepreneur plans to seek financing, and for 

a new company, this will give the investor insight into ways in which the business will be 

conducted. Finally, if the business will be conducted internationally, the business plan provides 

a standard means of evaluating the business potential in a foreign marketplace. The success of 

a business plan depends on clear and detailed planning.  

The core business plan sections are as follows (Lavinsky, 2014): 

 

¶ Company Analysis: what products and/or services do you offer now and/or what will 

you develop and offer in the future? 

¶ Industry  Analysis: how big is/are your market(s) and how are they changing? What 

trends are affecting them and do these trends bode well for your future success? 

¶ Competitive Analysis: who are your competitors and what are each of their key 

strengths and weaknesses? In what areas will you have or gain competitive advantage? 

How? 

¶ Customer Analysis: who are your target customers? What are their demographic and/or 

psychographic profiles? What are their needs? 

¶ Marketing  Plan: how will you reach your target customers? What promotional tactics 

and marketing channels will you use? How will you price your products and/or services? 

What brand positioning do you desire for each? 

¶ Management Team: who comprises your current team and what key hires must you 

make in order to execute on the opportunity in front of you. Will you build a Board of 

Advisors or Directors, and if so, who will you seek? 

¶ Operations Plan: what is your action plan? What are the milestones you must 

accomplish to go from where you are now to where you want to be at yearôs end? At 

the end of five years? 
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¶ Financial Plan: how much external funding (if applicable) do you need to build your 

company? In what areas will these funds be invested? What are your projected revenues 

and profits over the next one to five years? What assets must you acquire? 

 

In addition to those steps, also SWOT analysis needs to be done in order to see the 

strengths, weaknesses, opportunities and threats that the company would be faced with.  And 

every company should have a contingency plan as well.s 

 

5. Conclusion 

Accounting has always been a point at issue since the beginning of human existence. There is 

a close relation between the development of accounting and the development of commerce and 

industry and economic growth. Economic growth and the development of enterprises have also 

contributed to the development of accounting (Orten & Bayirli, 2007).  

Based on the economic developments, Turkish accounting profession has been in 

progress since the establishment of Turkish Republic (1923) (Aysan, 2006).  

Financial crises make companies focus more on how they are doing and which areas 

they should look at in order to be able to control their costs. At this point accountants become 

more important than before to help organizations emerge from their current crisis, and calculate 

future potentials and problems better. 

All of these analysis of accountancy profession and segments prove that building a 

business plan for an accounting firm and developing the business in Eskisehir, Turkey is a 

reasonable idea based on reality. As in every new business there will not be too many 

advantages for the business in the beginning. The founder needs to be ready for and aware of 

every condition and situation that might cause negative consequences for the first year of the 

business, and needs to observe all changes in the profession and consider the factors may affect 

the business. 

As Mancuso (1992, p. 18) stated, ñNo business plan no matter how carefully constructed 

and no matter how thoroughly understood, will be of any use at all, unless you use itò.  

 

6. Further Researches 

This study emphasizes the Turkeyôs situation related to accountancy profession. A comparative 

study can be conducted to determine the differences between accountancy profession of Turkey 

with that of other countries, with consideration of the interviewing market and environmental 

changes. It might provide valuable information for those individuals who try to decide for the 

right place for an accounting firm to open up. 
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The Impact of Oil Price on Macroeconomics in the Developed and Developing Oil -

Exporting Countries: A Panel Data Analysis 

 
Sabit Baimaganbetov 

 

1. Introduction  

Over the last two years, oil prices have decreased very sharply, with the BP references price 

falling from a 10 years low of $112 per barrel in June 2014 to a bottom of close to $27 per 

barrel in the second week of January 2016. Changes in oil prices the impact of the countries on 

macroeconomic indicators during research especially that oil exporter or importer of the said 

country, we need to pay attention to the countries' development level. 

There is a large literature about the effect of oil price changes on macroeconomic 

variables. After the oil price shocks in 1973, the number of studies on the relationship between 

oil prices and economic growth has increased.  The effects of oil price shocks on 

macroeconomic variables are expected to be depending on the country.  While the rise in oil 

prices is a good news for the oil exporting country it is bad news for oil importing countries. 

M.Yaylalaē and others (2012) expressed that the impact of oil prices on economic 

variables is right to be studied under three groups. The first group studies decided to examine 

in terms of theory, the impact of oil prices on economic variables. A few of the studies are 

Bruno ve Sash (1982), Hamilton (1985, 1988) Rogov (2006). In the second group, the impact 

of oil prices on macroeconomic variables with the help of the econometric methods the research 

was found to be correct. Some of these group study can be listed as Mork ve Hall (1980), Lee 

and Ni (2002), Blanchard and Gali (2007), Kose and Baimaganbetov (2015). The third group 

studies the impact of oil prices advocates the idea that the countries should be examined on 

macroeconomic policy. Some of these studies are Lee and others, (2001) Huang and others, 

(2005) Cologni and Manera (2008). The studies focused on changes that occurred in the price 

of oil impact on the macroeconomic policies of countries. 

F.Kaplan and others (2016) examined the effect of the real exchange rate of the real price 

of oil in oil-dependent countries. In the study, with the aid of data from 5 oil dependent countries 

using the data covering 1995-2014 research was done in the framework of panel data analysis. 

According to the results, it was found that the increase in real oil prices positively affected the 

real exchange rate of the oil-dependent countries. While impact of the rise in oil prices can be 

found in USA and china Canada and Mexico had positive and Russia had negative results. 

M.Demirel and others (2016), in order to examine the relationship between economic 

growth with the revenues derived from oil sales, 12 oil-exporting developing countries were 

selected. With the data collected between 2000-2010 period panel regression analysis was 

applied. According to the obtained results, relationship between the positive relation between 

rate of crude oil prices and GDP per capita representing economic growth, CPI representing 

inflation was found. The result of the regression analysis, a unit increase in crude oil exports 

shows 0.14 increase in GDP per capita. 

In this study, using quarterly panel date between the years 2001-2015 on GDP, CPĶ and 

RER of oil-exporting developed and developing countries, Brent oil price impact is investigated 

in the framework of Panel Data Analysis. 
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2. Method 

 

2.1. Data  

The study uses quarterly data from 2001-2015 period of 14 oil-exporting countries. In the study, 

the real Gross Domestic Product (domestic currency) and Real Brent oil (in US Dollar) per 

barrel price variables are used. Data on the countries is taken from IFS the IMF database, from 

the database of Iran's central bank and the barrel price of a Brent oil is taken from the database 

Energy Information Administration. Logarithmic transformations made on variables used in the 

analysis.  

       The list of the variables used in this study will be as follows: 

op: Real Brent oil price (barrel/US$) 

rgdp: real Gross Domestic Product  

cpi: Consumer price index (2010 = 100) 

rer: Real effective exchange rate index (2010 = 100) 

 

2.2. Method 

The first study that takes into account the cross sectional dependence addiction is O'Connell 

(1998). With the help of Monte Carlo simulation method under the horizontal section of LLC 

test dependency it is proven that the degree of significance and the test power is reduced. 

Without taking into account dependencies among horizontal section Series the results could be 

misleading. (Pesaran, 2004). In Panel data analysis, among series forming the panels if it is 

dependent on horizontal section in terms of generation unit we need to root test is very 

important. Report if the Horizontal section dependence series was affected by the same shock 

and often it is frequently encountered in studies with data such as by country, region, states and 

cities. (F.Tatoĵlu 2012)  

Developing oil exporters for these countries T=58, N=5 and for developed countries oil 

exporters T =58, N = 9. To test the horizontal section dependence Breusch and Pagan (1980) 

and the LM test was found appropriate to use by Pesaran, Ullah ve Yamagata (2008). The 

presence of a unit root in Series taking into account the horizontal section dependence by 

Peseran (2007) was tested with the help of ñCross Section Expansive Dickey Fuller" test. In the 

series, the presence of the long term relationship developed by Westerlund (2007) Error 

Correction Model based on taking into account the horizontal section dependence Westerlund 

panels were tested with co-integration test. The next step is to find the long-term estimator. For 

this, DOLSAR (Dynamic Least Squares) estimator is used in the Kao and Chang (2000) study 

area. Finally, with Brent crude oil whether there is a causal relationship among macroeconomic 

variables was examined with the help of Panel Causality test based on a meta-analysis by 

Emirmahmutoĵlu ve Kºse (2011). 
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4. Finding 

Table 1. The results of the cross section dependency test for developing oil-exporting countries 

The cross section dependence test results for the CPI variable 

Models Statistics Probability 

Breusch and Pagan (1980) LM test 476.2 0.000 

Pesaran, Ullah and Yamagata (2008) LM test 221.7 0.000 

The cross section dependence test results for the RER variable 

Breusch and Pagan (1980) LM test 284.2   0.000 

Pesaran, Ullah and Yamagata (2008) LM test 124.7 0.000 

The cross section dependence test results for the RGDP variable 

Breusch and Pagan (1980) LM test 752.6 0.000 

Pesaran, Ullah ve Yamagata (2008)  LM test 361.3 0.000 

 

Above, to test for the independency of the cross section Breusch and Pagan (1980) LM 

test and Pesaran, Ullah and Yamagata (2008) the corrected LM test statistics and probability 

values are given. According to the results, correlation between units pointing H0 hypothesis is 

rejected and this way the cross cross-dependency is determined. 

 

Table 2. The results of the cross section dependency test for developed oil-exporting countries 

The cross section dependence test results for the CPI variable 

Models Statistics  Probability  

Breusch and Pagan (1980) LM test 193.1 0.000 

Pesaran, Ullah and Yamagata (2008) LM test 175.1 0.000 

The cross section dependence test results for the RER variable 

Breusch and Pagan (1980) LM test 175.3 0.000 

Pesaran, Ullah and Yamagata (2008) LM test 158.1 0.000 

The cross section dependence test results for the RGDP variable 

Breusch and Pagan (1980) LM test 370.1 0.000 

Pesaran, Ullah and Yamagata (2008)  LM test 344.8 0.000 

 

The output, the cross correlation is tested for the developed oil-exporting countries. 

According to the results, H0 hypothesis is rejected and this way the cross-dependency is 

determined. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 3. The results Pesaran Panel Unit Root test for developing oil-exporting countries 

 Level First order difference 
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Variable Model ὸӶ %5  %10  Model ὸӶ %5  %10  

CPI Invariable 

 

-0.975 -2.330 -

2.210 

Invariable 

 

-2.948* -2.330 -2.210 

invariable 

and trend 

-0.701 -2.830 -

2.720 

invariable 

and trend 

-3.468* -2.830 -2.720 

RER Invariable 

 

-1.692 -2.330 -

2.210 

Invariable 

 

-4.754* -2.330 -2.210 

invariable 

and trend 

-1.895 -2.830 -

2.720 

invariable 

and trend 

-4.851* -2.830 -2.720 

RGDP Invariable 

 

-1.823 -2.330 -

2.210 

Invariable 

 

-3.907* -2.330 -2.210 

invariable 

and trend 

-3.246* -2.830 -

2.720 

invariable 

and trend 

 -2.830 -2.720 

* Statistically significant at the 5% significance level  

* Statistically significant at the 10% significance level 

 

For invariable, and invariable and trend situations in the above table CADF test results 

are presented. ← t (t-bar) statistics 90% (CV 10) and 95% (CV 5) are critical reliable values. 

According to these results, RGDP series except the constant term and trend series model i.e. 

was found to be stable with the first order difference. 

 

Table 4. The results Pesaran Panel Unit Root test for developed oil-exporting countries 

 Level First order difference 

Variabl

e 

Model ὸӶ %5  %10  Model ὸӶ %5  %10  

CPI Invariabl

e 

-2.134 -2.330 -2.210 Invariabl

e 

-3.407* -2.330 -2.210 

Invariabl

e and 

trendy 

-2.336 -2.830 -2.720 Invariabl

e and 

trendy 

-3.280* -2.830 -2.720 

RER Invariabl

e 

-1.751 -2.330 -2.210 Invariabl

e 

-5.044* -2.330 -2.210 

Invariabl

e and 

trendy 

-1.818 -2.830 -2.720 Invariabl

e and 

trendy 

-5.302* -2.830 -2.720 

RGDP Invariabl

e 

-1.247 -2.330 -2.210 Invariabl

e 

-4.632* -2.330 -2.210 

Invariabl

e and 

trendy 

-1.053 -2.830 -2.720 Invariabl

e and 

trendy 

-3.921* -2.830 -2.720 

* Statistically significant at the 5% significance level  

* Statistically significant at the 10% significance level 

 

 For invariable, and invariable and trend situations in the above table CADF test results 

are presented. ← t (t-bar) statistics 90% (CV 10) and 95% (CV 5) are critical reliable values. 

According to these results, RGDP series except the constant term and trend series model i.e. 

was found to be stable with the first order difference. 
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Table 5. Westerlund Panel Co-integration test results for developing oil-exporting 

countries 

 

 Regarding theWesterlund (2007) co-integration test, the premise and delays has been 

identified as number 1, by using fixed and trend model 1000 repetitions core extraction 

probability values are given. According to the results, there is a long-term relationship between 

RGDP variable and Brent crude oil price. 

 

Table 6. Westerlund Panel Co-integration test results for developed oil-exporting 

countries 

 

Regarding theWesterlund (2007) co-integration test, the premise and delays has been 

identified as number 1, by using fixed and trend model 1000 repetitions core extraction 

probability values are given. According to the results, there is a long-term relationship between 

RGDP variable and Brent crude oil price. 

 Panel co-integration results if a long term relationship is found in the variables, 

estimation methods such as Panel Dynamic OLS can be used to estimate the long-term 

parameters. 

Variable 

 

Statistics  Value  Z Value  P-Value Robust  P-value 

CPI Gt -1.864   1.838   0.967    0.927      

Ga -19.878   -3.599   0.000    0.012 

Pt -4.351   2.315   0.990    0.871      

Pa -15.054   -3.064   0.001    0.117      

RER Gt -2.796   -1.642   0.050    0.243      

Ga -13.992   -0.944   0.173    0.350      

Pt -7.473   -1.322   0.093    0.376      

Pa -12.770   -1.917   0.028    0.298      

RGDP Gt -3.216   -3.214   0.001    0.031*     

Ga -33.547   -9.764   0.000    0.000 *     

Pt -8.117   -2.072   0.019    0.197      

Pa -15.490   -3.283   0.001    0.096  **    
* Statistically significant at the 5% significance level  

* Statistically significant at the 10% significance level 

Variable 

 

Statistics  Value  Z Value  P-Value Robust p-Value 

CPI Gt -1.903   1.261   0.896    0.856      

Ga -19.574   -2.580   0.005    0.030      

Pt -3.061   1.938   0.974    0.842      

Pa -10.644   -0.633   0.263    0.381      

RER Gt -1.871   1.350   0.912    0.912      

Ga -9.866   0.683   0.753    0.805      

Pt -3.044   1.957   0.975    0.962      

Pa -6.543   0.903   0.817    0.899      

RGDP Gt -2.361   -0.013   0.495    0.598      

Ga -16.029   -1.389   0.083    0.213      

Pt -6.061   -1.557   0.060    0.281      

Pa -17.765   -3.299   0.001    0.086**      
* Statistically significant at the 5% significance level  

* Statistically significant at the 10% significance level 
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Table 7. Panel Dynamic OLS results 

Country group Variables  Coefficient t-statistics Probability  R2 

Oil Exporter 

Developing 

RGDP 0.5242 19.9748 0.0000 0.9983 

Oil Exporter 

Developed  

RGDP 0.3498 13.7466 0.000 0.9921 

 

  In the above table Panel Dynamic OLS results are given according to the country groups. 

There is a long term relationship between Brent crude oil prices and RGDP of developing oil 

exporter countries. A long term relationship is estimated parameter in these variables (0.52) are 

a long-term parameters. T-statistic of the Long-term parameters was significant. According to 

the results, 1% increase in Brent crude oil prices RGDP increases 0.5%. 

 There is a long term relationship between Brent crude oil prices and RGDP of developed 

oil exporter countries. A long term relationship is estimated parameter in these variables (0.35) 

are a long-term parameters. T-statistic of the Long-term parameters was significant. According 

to the results, 1% increase in Brent crude oil prices RGDP increases 0.3%. 

 In this study, whether oil prices on macroeconomics variable is caused by ñGranger 

Causeò are examined with the help of Panel Granger Causality Test developed by 

Emirmahmutoglu and Kose (2011). With the help of this test based on meta-analysis, analysis 

of the results can be reached both in terms of individual bases and on panel basis. If the series 

belonging to our panel contains cross section dependency, then Fisher test statistic distribution 

bootstrap method can be used. When series forming our panel contains cross section 

dependency, to obtain the bootstrap critical value 10000 attempts were carried out and this way 

the Fisher test statistic distribution is obtained. 

 

Table 8. Granger causality test results for RGDP variable of developing oil-exporting countries 

 

 

 

 

 

According to the results of the Granger causality test and country basis presented in Table 8, 

Azerbaijan, Colombia, Malaysia and Venezuela, with a significance level of 5%, Kazakhstan 

10% significance level of Brent crude oil prices RGDP found to be Granger cause. On the other 

hand, Fisher statistics result in a 1% significance level ñwas not Brent crude oil prices RGDP 

found to be Granger causeò null hypothesis is accepted. Thus, for developing oil-exporting 

countries it has been determined that Brent crude oil prices is leading the growth. 

Country  Delay sequence Wald statistics   P value 

Azerbaijan 2 14.494   0.001** 

Colombia 1 3.863   0.049** 

Ecuador 1 0.889   0.346 

Islamic Republic of 

Iran  

1 1.399   0.237 

Kazakhstan 2 4.660   0.097* 

Malaysia 2 10.812   0.004** 

Mexico 2 4.350   0.114 

Nigeria 1 1.960   0.161 

Venezuela 2 6.558   0.038** 

Panel Fisher test  CV_1   CV_5   CV_10 

55.542 48.711 36.099 30.644 

*%5 ve **%10  At the significance level, statistically there is unidirectional 

Granger causality 
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Table 9. Granger causality test results for CPĶ variable of developing oil-exporting 

countries 

 

  

  

According to Granger causality test results in Table 3:16, 5% significance level the 

countries that are found to be variable of Granger Cause are Azerbaijan, Ecuador, Nigeria and 

Venezuela. For developing oil exporter countries which make up the panel 5% significance 

level Brent crude oil prices CPI are Granger cause. Therefore, for developing oil-exporting 

countries we can say Brent crude oil price is a leading indicator of inflation. 

 

Table 10. Granger causality test results for RER variable of developing oil-exporting 

developing countries 

 

 

In Table 10, Brent crude oil prices is not the Granger cause in the real exchange rate. 

The hypothesis was tested. According to the results, Azerbaijan, Ecuador and Malaysia with a 

significance level of 5%, Kazakhstan 10% significance H0 hypothesis is accepted. Fisher test 

statistic result, 5% significance level the real exchange rate of Brent crude oil prices, has been 

Country  Delay sequence Wald statistics   P value 

Azerbaijan 1 2.756   0.097** 

Colombia 1 2.521   0.112 

Ecuador 2 5.247   0.073** 

Islamic Republic of 

Iran  

1 0.003   0.956 

Kazakhstan 2 1.837   0.399 

Malaysia 1 0.111   0.739 

Mexico 2 2.306   0.316 

Nigeria 1 6.387   0.011* 

Venezuela 1 3.717   0.054** 

Panel Fisher test  CV_1   CV_5   CV_10 

33.899 46.435 34.755* 29.671** 

*%5 ve **%10  At the significance level, statistically there is unidirectional 

Granger causality 

Country  Delay sequence Wald statistics   P value 

Azerbaijan 1 4.713   0.030* 

Colombia 2 1.862   0.394 

Ecuador 4 10.359   0.035* 

Islamic Republic of 

Iran  

2 8.572   0.014 

Kazakhstan 1 2.997   0.083** 

Malaysia 2 8.625   0.013* 

Mexico 1 0.510   0.475 

Nigeria 1 0.001   0.972 

Venezuela 2 3.355   0.187 

Panel Fisher test  CV_1   CV_5   CV_10 

42.662 43.815 33.949* 29.431** 

*%5 ve **%10  At the significance level, statistically there is unidirectional 

Granger causality 
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found to be Granger cause. Based on these data, we believe that Brent crude oil prices, is the 

premise indicator of the real exchange rate.  

 

Table 11. Granger causality test results for RGDP variable of developed oil-exporting countries 

Country  Delay sequence Wald statistics   P value 

Canada  3 0.722 0.868 

England 2 7.987 0.018* 

Saudi Arabia  1 5.299 0.021* 

Norway 2 1.677 0.432 

Russia 2 3.691 0.158 

Panel Fisher test  CV_1   CV_5   CV_10 

21.331 35.724 24.020 19.418** 

*%5 ve **%10 At the significance level, statistically there is unidirectional 

Granger causality 

 

Table 11, according to Granger causality test results between GDP and oil prices, the 

price of Brent crude oil RGDP at 10% level of significance is Granger Cause in all countries. 

Thus, the in developed oil exporting countries, Brent crude oil prices economic growth is the 

Granger cause. If we are to look at the results on country basis, Great Britain and Saudi Arabia, 

with a significance level of 5% Granger cause can be found in Brent crude oil prices RGDP. 

 

Table  12. Granger causality test results for CPĶ variable of developed oil-exporting 

countries 

Country   Delay sequence Wald statistics   P value 

Canada   3 3.110   0.375 

England  2 4.776   0.092** 

Saudi Arabia   2 3.429   0.180 

Norway  2 10.589   0.005* 

Russia  2 5.681   0.058** 

Panel Fisher 

test  

 CV_1   CV_5   CV_10 

26.437  31.182 22.851* 19.018** 

 *%5 ve **%10 At the significance level, statistically there is 

unidirectional Granger causality 

 

In Table 12, the relationship between CPI and Brent crude oil prices based both 

countries and general panel Granger causality test results is found. According to the results, 

while accepting Norway null hypothesis at 5% significance level, countries like Great Britain 

and Russia at 10% significance level "oil price is not the reason for CPI". The null hypothesis 

is accepted. According to Fisher statistic all countries forming the panel "oil price is not the 

reason for CPI". The null hypothesis is accepted. We can say therefore, the price of Brent crude 

oil is the effective variable on inflation. 

 

 

Table 13. Granger causality test results for RER variable of developed oil-exporting countries 

Country  Delay sequence Wald statistics   P value 

Canada  1 0.343   0.558 

England 1 0.720   0.396 

Saudi Arabia  1 1.824   0.177 
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Norway 1 3.095 0.079** 

Russia 1 5.451   0.020* 

Panel Fisher test  CV_1   CV_5   CV_10 

19.440 37.242 22.158 17.546 

 

The Granger causality test results in Table 13, for Russian Federation and Norway Brent 

crude oil prices is real exchange rateôs Granger cause. As a result of Fisher statistic, ñRER oil 

prices is not granger causeò null hypothesis is accepted. Therefore, we can say that Brent crude 

oil prices have a positive effect on the real exchange rate. 

 

4. Conclusion 

In this study, developed and developing oil-exporting countries for the period 2001-2015 long-

term relationship between Brent crude oil price and RGDP, Westerlund (2007) co-integration 

test, Pedroni (2001) PDOLS methods and Emirmahmutoĵl and Kose (2011), were investigated 

using the panel causality test. The presence of CSD among the countries that make up the panel, 

found by Breusch-Pagan (1980) and Pesaran et al. (2008) examined with Lmadj that corrects 

deviation and crude oil prices, in RGDP and real oil prices series and that in the co-integration 

equation CSD is decided. The presence of a unit root in the series analysis, taking YKB into 

consideration in the series was analyzed using CADF test and series not stable on level, when 

the first differences were taken it became stable. The unstableness of series on the level shows 

that in time shock to the countries RGDP variable does not disappear and significant 

destabilization of the country's economy. 

 Long-term relationship between Series was examined by Westerlund co-integration 

tests and in the long term, it was concluded that it has co-integration relationship. In this regard, 

in the long term positive and significant correlation was detected between real oil prices and 

economic growth variables. Long-term relationship was found between developing oil exporter 

countriesô RGDP and Brent crude oil price. In these variable a long term relationship is 

estimated and estimated parameter (0.52) is a long-term parameter. T-statistic of the Long-term 

parameters was significant. According to the results, a 1% increase in Brent crude oil prices 

RGDP increases with 0.5%. Long-term relationship was found between developed oil exporter 

countriesô RGDP and Brent crude oil price. In these variable a long term relationship is 

estimated and estimated parameter (0.35) is a long-term parameter. T-statistic of the Long-term 

parameters was significant. According to the results, a 1% increase in Brent crude oil prices 

RGDP increases with 0.3%. 

 On the other hand, as a result of Fisher statistical significance level of 5% "Brent crude 

oil price RGDP, CPI and RER is not Granger causeò null hypothesis is accepted. Therefore, for 

oil-exporting developing countries Brent crude oil prices has been determined to be the granger 

cause of Growth, exchange rate and inflation. The developed oil exporter countries forming the 

panel at 5% significance level, RGDP Brent crude oil prices, the CPI and RDK is Granger 

cause. Therefore, for developed oil-exporting countries we can say Brent crude oil prices is the 

granger cause of Growth, exchange rate and inflation. 
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1. Introduction  

Entrepreneurship is an activity that has developed over hundreds of years. However, the 

treatment study of entrepreneurship has had different approaches over time and has sometimes 

been confused and mixed definitions. Entrepreneurship awarded the creation of new businesses. 

However, how such a concept has several implications across different studies and related 

disciplines, sometimes often confused with theories of administration and management. 

Over the years and due to the dynamism of markets, globalization and other external 

factors is that the characteristics of the firms have modified and adapted. It is no exception in 

the stage of starting a business. For them is that new models have emerged some models of 

companies because of its specific features is that do not fall into the traditional categories of the 

firm. Therefore, the study of these is very vague. However, in recent years these enterprises, 

which later will call as start-ups is starting to become more important in the economic and 

business context. It is likely to start and consider them as the birth of a new type of firm. Perhaps 

it is ambitious, granting this category to these new emerging firms. However, the international 

context starts showing that the start-ups are a model of companies that begin to take a strong 

role in the global context. 

Following this new trend in business dynamics that also involves issues such as 

technological development, innovation, scalability, internationalization among other 

transcendental concepts, it is necessary to understand the position assumed by the country and 

the region to this phenomenon. This in order to avoid business and economic backwardness, 

which sometimes translate into knowledge and intellectual backwardness and detonate in 

slowing economic development. 

 

2. Background of the problem 

 

Entrepreneurship is an activity that has taken place for hundreds of years. However, the 

treatment study of entrepreneurship has had different approaches over time and has sometimes 

been confused and mixed definitions. In the text, the authors Griesa & Naude cite David Hart 

entrepreneurship defined as the process if begin, and continue the expansion of new businesses 

(Hart, 2003, p 5). Because of this, entrepreneurship credited as the creation of new businesses. 

However, as such the concept of entrepreneurship has several implications across different 

studies and related disciplines. 

One could understand the theoretical historical development of entrepreneurship as 

follows, based on the theoretical review in the book "Entrepreneurship in Theory and History". 

The history of entrepreneurship dates back to 300 years ago, according Pepelasis (2005) which 

shows a summary of the main theoretical contributions of entrepreneurship and its historical 

development since the beginning of the term venture. Casis (2005) summarizes the contribution 

of Richard Cantillon as follows: The entrepreneur is the specialist in risk taking. The 

entrepreneur assumes the risks caused by price fluctuations in consumer markets. Unlike 

employees who receive a 'safe' salary in the short run, the entrepreneurs are willing to take the 

risk of economic transactions (PepelasǛ & Cassis 2005). 

Moreover, according to PepelasǛ & Cassis (2005) the author Frank Knigth redefined the 

contribution of Cantillon, distinguishing between the concept of risk and uncertainty. By 
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separating these two concepts, assume that the risk can be "insured" and by blunted, however, 

the uncertainty is no assured. 

Given that, the risk refers to the relative frequency based on experience of a 

phenomenon. Uncertainty refers to the unique events and that the probability of occurrence is 

under an assumption. On the other hand, it claims that the gain or business profits are the reward 

for assuming uninsurable risks and uncertainty, is the reward of the pure entrepreneur. With the 

freedom of entry into the industry, profits in one industry may exceed profits in other industry 

in the long term, only if the uncertainties are greater in the most profitable industry, in other 

words, if demands on entrepreneurship are higher in that industry (PepelasǛ & Cassis 2005). 

Years later Joseph Schumpeter (1934), Austrian economist awarded the most basic 

notions of entrepreneurship who gives a heroic vision of entrepreneurs. He tells that 

entrepreneur generates dynamism, after creating new industries, which makes it a precursor of 

structural changes in the economy. Among the characteristics of the entrepreneur, Schumpeter 

mentions that innovates through new or existing elements, so, it can be understood that is not 

pure inventive and sometimes turn to adapting existing inventions. Also he mentions that the 

entrepreneur is not the owner of capital, since in most cases are funded by external entities, 

which is another characteristic of entrepreneurs, the constant search for resources, but they are 

the ones who make the crucial decision to take the risk. 

Schumpeter (1934) developed his work Theory of Economic Development; in this 

theory rejected two great courses. The first is that economic change develops exogenously, and 

the second is that business activity is a response to exogenous forces. In refuting these 

assumptions, he built endogenous growth theory. In this theory, he defines the entrepreneur as 

the precursor source of all dynamic change in the economy. Schumpeter attributed the adjective 

"creative rebels" to entrepreneurs. They are responsible for generating the necessary imbalance 

generated by the dynamism of the economic system; therefore, they play a key role in economic 

development, breaking with routine processes and systems through innovations and value 

creation. 

Israel Kirzner (1973) cited by PepelasǛ & Cassis, (2005), another Austrian economist, 

entrepreneurs are largely precursors of economic activity since for them one of the main 

motivators is the pursuit of high economic performance. For Kizner they seek for their benefit 

in buying low and selling high. Another characteristic attributable to entrepreneurs is that they 

possess the quality of a clearer judgment to improvise decisions when faced with a discrepancy. 

Coining to Kizner that through their studies embedded in the Stream of Neo- Austrian School 

is emerging concepts such as the "entrepreneurial spirit; which already formally defined as 

alertness to profit opportunities. Under this assumption of constant alert to opportunities, the 

entrepreneur is a balancing force between the opportunities and the economic environment. 

Finally, according to Mark Casson (1990) entrepreneurs are very important figures in 

the capitalist economy and society. They are decision makers in complex cases appealed to his 

trial, for example, when resources are scarce or there is a situation of uncertainty.  

After detailed explanation of the historical development of entrepreneurship, it is 

understandable that it is possible to undertake it within traditional structures of the firm. 

However, the emergence of dynamic conditions and global demands are emerging new 

structures outside the canons of traditional firms. 

 

3. Conditions to generate an entrepreneurial ecosystem 

 

Sustainable entrepreneurial ecosystem is defined how interconnected groups and networks of 

actors in a community are committed to the development and creation of new companies 

(Cohen, 2006). This is a very general definition for it to achieve to be more specific, is that a 
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detailed list of these networks and specific groups that must exist in order to affirm that the 

conditions is given to generate venture in a city. Then the author Cohen (2006) presents a list 

of the seven main elements of the necessary conditions to generate venture. 

 

a. Informal networks 

b. Formal networks 

c. Universities 

d. Government 

e. Professionals and support services. 

f. Capital services 

g. Reserve and talent generation 

 

Given the specific characteristics of a start-up and the context of the ecosystem of 

entrepreneurship, both in Mexico and in the Metropolitan Area of Guadalajara (MAG), it needs 

to define whether there are appropriate conditions to encourage the creation of start-ups and the 

variables of the entrepreneurial ecosystem models in which to take action.  

 

4. Research question 

 

Are there adequate conditions for generating start- ups for the ZMG? 

 

5. Justification 

 

It is Important to assess the context of entrepreneurship in the local area, since many adjectives 

are being Attributed to Jalisco as the "Mexican Silicon Valley" or ñJalisco Capital of 

innovation" Doing this analysis will allow to understand this situation. 

The analysis on this matter is justified in few studies on the dynamics of start-ups in 

Mexico and much less to specific ecosystems like the MAG. There are some agencies and 

studies already evaluating entrepreneurship in various dimensions from the current conditions 

of the country to promote entrepreneurship to more specific indicators related to innovation and 

technology, but without taking into account the specific context that require start-ups. 

Moreover, to study the dynamics of Startups as a new business structure is as important 

as this phenomenon is showing up increasingly and is emerging more strongly. There are hubs, 

innovation, and entrepreneurship ecosystems, which created the atmosphere and the conditions 

for growth start-up, such as the city of Victoria in Canada, Silicon Valley in California and Tel 

Aviv in Israel. 

Given the specific characteristics of a start-up and context of the ecosystem of 

entrepreneurship, both in Mexico and in the MAG, it is a need to define whether there are 

appropriate conditions to encourage the creation of start-ups and what are the variables if the 

entrepreneurial ecosystem models in which action is taken. 

 

 

 

 

 

 

6. Conceptual- theoretical framework 
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A. Entrepreneurship 

 

The process of initiating and continuing the expansion of new Businesses (Hart, 2003, p.5) to 

entrepreneurship is credited the creation of new businesses. However, such a concept has 

diverse implications across the distinct studies and related disciplines. 

 

B. Startups 

 

A start-up is a technology-based business, high growth potential and a high degree of 

scalability. Startups research has focused on analyzing how new companies have the ability to 

develop new products and services and reach a large number of customers in a shorter period 

(Rasmussen, E. S., & Tanev, S, 2015). About the growth of start-ups is reaching more customers 

in a shorter period known as scalability, which can be one of the main features of a start-up. 

According to Steve Blank, a startup is a temporary organization in search of a business 

model scalable and replicable (Blank, 2010). Temporal refers to having a lifetime to stop being 

start- up and become a consolidated, or fail and evolve to another detected business opportunity. 

The word search refers to the market in which it is involved, unlike traditional businesses 

operating in mature markets, start- ups seeking new business models in order to create, modify 

or have existing markets (Blank 2010). 

 

C. Characteristics of startups 

 

A scalable start-up usually requires a population of over 100 million people. If your country 

does not have that, the start-up needs to be born world (Blank, 2010). Trimi and Berbegal-

Mirabent (2012) have discussed new trends in the design of the business model, focusing on 

open innovation, customer development, agile development, and methodologies "lean". That 

conclusion they reach is that the design of business models based on innovation should seek 

quick iterations and the adoption of a philosophy of trial and error to validate the assumptions 

of the business model and the specific characteristics of goods or services. 

According to Stavnsager and Tanev (2015) the authors make a comparison between 

startups and global firms must be born yet we only we will focus on the features that the authors 

listed about start-ups. 

 

1) Type of company: Start-up technology. 

2) Market: New market niches. 

3) Marketing strategy product: Model cycle technology adoption / cross into new market 

niches. 

4) Product development: New product development / prototyping / testing / Dynamic     

Development. 

5) Business model: dynamic model / pop business. 

6) Focus entrepreneurship: entrepreneurship directed hypothetically. 

7) Outlook key attributes of business: Ex ante. 

 

D. Importance of startups 

 

According to the Mexican Institute for Competitiveness, the dynamics of startups has come to 

challenge much of the theoretical structures have on the theories of the firm, business 

management and economic behavior. For example, some technology startups in less than 5 

years have achieved greater value assessed to all listed companies belonging to a conglomerate. 
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Given to this dynamism has made that capital investment in technology issues have a growing 

five times greater than the rest of the economy. 

 

E. Innovation in Mexico. 

 

According to the World Intellectual Property Organization (WIPO), Mexico improved 16 

places in the Global Innovation Index 2013 over the previous year. In 2012, it was in the 79th 

position and managed to move to position 63. This puts it in a position slightly above the 

average of the 142 countries assessed. However, its position remains less competitive than other 

Latin American countries like Costa Rica (39), Argentina (56) and Colombia (60) 

There is another report issued by the World Economic Forum, Global Technology 

Report 2014 puts Mexico at the site 79 of 148 countries surveyed, down 16 positions from the 

previous year. Although the report can recognize similar to those highlighted by WIPO 

strengths, it indicates that the innovation ecosystem in Mexico needs to be strengthened and, in 

general, Mexican companies have a low capacity to innovate, resulting in low economic 

impacts and population which focuses heavily on low-productivity activities, and few jobs that 

are considered knowledge-intensive (Gallegos, 2015). 

 

1) Quantitative investment analysis innovation 

 

According to the World Intellectual Property Organization (WIPO) investment in research and 

development, according to the World Bank, in 2012, Mexico spent the equivalent of 0.37 Per 

cent of GDP, while Russia, for example, spent 1.0 Per cent, Brazil 1.1 Per cent, China 1.4 Per 

cent and South Korea 3.2Per cent. 

One of the policies of the federal government has decided to attack with the aim of 

gradually increasing investment category at least the equivalent of 1 Per cent of GDP. 

International experience shows that the most successful entrepreneurship based on innovation, 

cases are those articulated under models "triple helix": that is, innovation does not arise in 

isolation, but thrives on networks that bring together entrepreneurs, research centers and support 

from government agencies. 

In Mexico, by 2010 according to the SEP used in the report of the World Intellectual 

Property Organization (WIPO), 25 Per cent of Mexican companies that conducted research and 

development, it was in connection with a research center. According to this report, a key 

incentive is to have a robust and effective system of protection of intellectual property rights, 

and intangible to be a tool for entrepreneurs.  

According to WIPO, Mexico local produce 0.7 patents per 10,000 inhabitants. Brazil 

produces twice, Russia 20 times and China 40 times. In the Federal District 36.3 patent 

applications filed per million inhabitants in 2012. In Oaxaca there were only two. Similarly, the 

Federal District has 14.9 researchers per 10,000 inhabitants, while Oaxaca has only one. In the 

innovation landscape in Mexico, there are cases of innovative regional clusters of remarkable 

success. The generation of new clusters of entrepreneurship and innovation requires an 

integrated strategy that responds to local vocations (Gallegos, 2015). 

 

 

 

 

 

F. Mexico and entrepreneurship 
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1) Public policies in Mexico 

 

In matters of importance to the government in entrepreneurship theory, for the promotion of 

appropriate conditions for the development of fruitful economic activities and enterprise 

creation conditions, an issue tops the public agenda and is evident in the country's development 

Plan. As a general goal, the National Development Plan 2013- 2018 locates the 

entrepreneurship and innovation within the national goal of "Achieving a prosperous Mexico" 

leads to the strategy  To develop the strategic sectors of the country" and a specific action line 

is "to encourage entrepreneurs and strengthen micro, small and medium enterprises.  

About to encourage entrepreneurs and strengthen micro, small and medium enterprises, 

the following specific action lines are as follows:  

a) Support the successful integration of micro, small and medium enterprises to the value 

chains of more dynamic strategic sectors, with more potential for growth and job 

creation, in agreement with the state governments of the country. 

b) To promote entrepreneurship through the creation of an educational environment, 

finance, legal protection and adequate competition. 

c) Design and implement an information system, monitoring, evaluation and dissemination 

of the impact of entrepreneurs and micro, small and medium enterprises. 

d) Promote intensive programs to develop skills in information and communications 

technology, and innovation to promote the creation of high added value of micro, small 

and medium enterprises ecosystems. 

e) Improving technical advisory services to build an entrepreneurial culture. 

f) Facilitate access to financing and capital to entrepreneurs and micro, small and medium 

enterprises. 

g) Create entrepreneurial vocation from an early age to increase the critical mass of 

entrepreneurs. 

h) Support the business escalation of micro, small and medium-sized Mexican companies. 

i) Increase the participation of micro, small and medium enterprises in production chains, 

as well as its export capacity. 

j) To promote social projects, green entrepreneurs and high impact. 

k) To promote the creation of jobs through the development of entrepreneurial projects. 

l) Encourage the creation and sustainability of formal small businesses. 

 

Within these 12 lines of strategic action, it can highlight specific actions such as the 

creation of the National Fund of the entrepreneur. A fund aims to encourage national, regional 

and sectorial economic growth by fostering productivity and innovation in micro, small and 

medium enterprises in strategic sectors. That promotes the orderly strengthening, planned and 

systematic entrepreneurship and business development throughout the national territory and the 

consolidation of an innovative, dynamic and competitive economy.  

   

G. Entrepreneur ecosystem assessments 

 

In order to evaluate the factors influencing entrepreneurial activity and entrepreneurial activity 

related to innovation and technology are taken two tests that are performed in these contexts in 

particular. Firstly, the GEM (Global Entrepreneur Monitor) Analyzes environmental conditions 

to undertake and IMCO (Mexican Institute for Competitiveness) analyzes the environmental 

conditions to undertake but from a more specific vision of entrepreneurship in areas of 

technology, and innovation. 
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Table 1. Entrepreneur Ecosystem Assessment (GEM) and Entrepreneurship, Innovation and 

Technology Ecosystem Assessment (IMCO). 

Source: Global Entrepreneur Monitor 2014 and Mexican Institute of Competitiveness 

 

Knowing the context of entrepreneurship is evaluated it is valuable because it allows to 

limit what are the determining variables. However, more importantly is to evaluate and assign 

a weighting to understand in clear and quantitative terms. Where does it meet? What is doing 

well? In addition, what can be improved? 

 

Table 2. Entrepreneur Ecosystem Assessment GEM and Entrepreneurship and Innovation and 

Technology Ecosystem Assessment IMCO 

Entrepreneur Ecosystem 

Assessment (GEM) 

Entrepreneurship, Innovation and Technology 

Ecosystem Assessment (IMCO) 

GEM: Global Entrepreneur 

Monitor 

IMCO: Mexican Institute of Competitiveness 

1. Finance 1. Innovation 

  

2. Government  Policies:  

Entrepreneurship as a 

priority and support for 

business. 

2. Environment for doing business  

3. Governmental programs 3. Support infrastructure  

4. Education and entrepreneurial 

training 

4. Human capital  

5. Technology transfer  5.Financing  

6. Commercial infrastructure 6.Demand profile 

7. Internal market: Dynamics 7. Industrial integration 

8. Physical infrastructure 8. Entrepreneurial culture 

9. Social and cultural norms 9. Governmental policies 

Entrepreneur Ecosystem Assessment GEM Mexico 2014 

GEM: Global Entrepreneur Monitor  

  

1. Finance  As for funding by 2014 the outlook is bleak, the element with 

the worst result indicates that there is not enough equity of 

entrepreneurs in Mexico to finance new and growing 

businesses. 

2. Government  

Policies: 

entrepreneurship as 

a priority and 

support  

Compared to 2013, the year 2014 assesses negatively in all 

factors, concluding that the general perception is that support 

for new and growing businesses is not a priority the policy 

of the federal government.  

3. Governmental 

programs 

There is a perception that science parks and incubators 

provide effective support for new and growing companies.  

4. Education and 

entrepreneurial 

training  

There is not a good perception of entrepreneurial education 

offering, but has improved compared to 2010.  
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Source: IMCO (Instituto Mexicana de la Competitividad) 

 

Results of that evaluation by IMCO (Table 3) in terms of technological entrepreneurship 

and innovation in terms of a comparison sheds alarming results that might make look like a 

laggard country. A recent study found that only teachers and students at Stanford University 

have created 40,000 companies and generated 5.4 million jobs since 1930. These businesses 

generated an added value of 2.7 trillion dollars that is more than the size of the Mexican 

economy. According to the Financial Report Stanford University 1995, the federal government 

accounted for 40 Per cent of funding for the institution in the field (Gallegos, 2015). 

 

Table 3. Entrepreneurship Ecosystem Assessment and Innovation and Technology. IMCO. 

IMCO:  IMCO: Mexican Institute of Competitiveness 

Factor Evaluation 

1. Innovation  This is the most backward factor according to IMCO. This is due 

to low investment in research and development compared with 

other countries. In Mexico 30 Per cent of investment in R & D 

comes from the private sector, in other countries like South Korea, 

this represents 80 Per cent. In addition, there is a perception that 

there are no institutional links between academia and industry; 

therefore, companies do not resort to the academy for innovation. 

2. Environment 

for doing 

business 

This is the third worst evaluated factor and it is not surprising as it 

coincides with other studies indicating the high cost and difficulty 

in performing procedures in Mexico, including paying taxes. The 

gap for the growth of corruption is huge and therefore perceives 

as a constraint to doing business in Mexico.  

3. Support 

infrastructure  

10 years ago, pushes the creation of incubators in Mexico resulting 

in nearly 500 institutions throughout the country by 2012, its 

results have not been the expected. Only one in seven incubators 

has some type of a tracking system of their companies. This 

explains why 70 Per cent of entrepreneurs who have obtained 

financing on the market do not come from any incubator.   

4. Human capital  The main problems have to do with the lack of English 

proficiency. Because of the one-dimensional model of 

undergraduate education in Mexico, systems engineers, even 

5. Technology 

transference 

 

Technology transference perceives that science and 

technology developed in Mexico allow the creation of 

technology-based companies in the global level. 

7. Commercial 

infrastructure  

In 2014, there was a negative perception in commercial and 

professional infrastructure, which leads to lack of adequate 

for the development of entrepreneurial ecosystem 

conditions.  

8. Internal market: 

dynamics 

Perceives that new and growing companies cannot easily 

enter new markets, or assume the cost of entry this implies.  

9. Physical 

infrastructure:  

Although there are generally positive assessments regarding 

physical infrastructure, the results is lower in comparison to 

2013. 

10. Social and cultural 

norms 

Norms presented a decrease in earnings during 2014. The 

worst evaluated element was no stimulation to taking 

entrepreneurial risk. 
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though they have a technical soundness lack business elements. 

Similarly, business students lack the technical skills to carry out 

an ICT business.  

5. Financing  Financing is considered one of the laggardôs factors. In Mexico 

invests 0.06 Per cent of GDP in that market while in Colombia and 

Chile twice reversed in relative terms. On the other hand, the credit 

market companies are limited. In 2010, the percentage of credit to 

companies accounted for 21 Per cent of GDP while the Latin 

American average was 36 Per cent .5 As a result; entrepreneurs 

tend to finance their projects with family and personal funds. 

Mexican businesspersons prefer to invest in traditional sectors, 

new markets, which have inhibited the creation of angel investors.  

6. Demand 

profile 

This factor refers to the ability of a country to adopt and promote 

the use of technological developments. Its relevance is because 

those small businesses are the fastest growing permanently using 

ICTs to interact with their customers, according to a recent study 

by BCG. However, e-commerce in Brazil is three times that of 

Mexico in relation to GDP due to the higher cost of internet access 

and low quality service, low penetration of banking services, and 

low confidence in electronic commerce. This factor refers to the 

ability of a country to adopt and promote the use of technological 

developments.  

7. Industry 

integration 

ICT industry integrated under 3 main associations and 38 clusters 

in 28 states; this not necessarily reflects in new businesses. 

According to the survey conducted by IMCO, only 23 Per cent of 

ICT entrepreneurs belong to a business association and 28 Per cent 

to a cluster. Private partnership mechanisms are expensive for 

entrepreneurs for fees and even if they could afford, do not find 

their interests represented. 

8. Entrepreneurial 

culture  

According to an academic study (Ardagna & Lusardi 2008), this 

factor is one of the best that explains the likelihood of undertaking 

in a country. If individuals are confident in their entrepreneurial 

skills and knowledge, they have 8.5 Per cent more likely to start a 

business. In addition, those who are not afraid of failure have a 10 

Per cent greater likelihood to undertake.  Finally, knowing an 

entrepreneur increases the likelihood of undertaking by 3 Per cent. 

In Mexico, this culture is not consolidated. In the survey 

conducted by Monitor Group (Deloitte) the percentage of 

individuals who consider starting a business as a good alternative 

is 58 Per cent, while in Brazil it is 80 Per cent. 

9. Governmental 

policies  

This factor is in better shape. The work of public policy in creating 

support funds achieving that doubling in six years recognizes, 

creating the first seed capital funds in the country. It link public 

universities with entrepreneurial projects through meetings 

between entrepreneurs and industry.  

 

7. Jalisco in entrepreneurship 

Table 4. Objectives and Strategies of National Development Plan 2013-2016 Jalisco 
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Sectorial 

objective  

 

OD8O1 Expand and improve the supply of financing on appropriate terms for 

productive projects. 

OD8O1E1 Strengthen specialized funds guarantees 

OD8O1E2 Encourage financial institutions and bodies of state financial support to 

generate operating rules and guarantees according to the possibilities of 

MSMEs 

 

OD8O1E3 Promote a state system of financing that consolidate and coordinate 

programs appropriate to the type and size of companies. 

OD8O1E4 Enhance competition in lending to entrepreneurs to reduce interest rates 

OD8O1E5 Boosting the financing companies of international migrants return 

OD8O2 Sectorial objective: Strengthen the capacities of MSMEs operation 

OD8O2E2 Strengthen educational programs and higher education in corporate 

financial education 

OD8O2E3 Improve systems incubation, acceleration and entrepreneurship of 

universities and business organizations that promote, support and follow 

up on formal businesses with high added value and innovation 

OD8O2E5 Generate incentives in coordination with the federal government and 

municipal governments to install new formal businesses seize the 

economic vocation and regional potential. 

OD8O2E6 Strengthen the network of actors that make up the system entrepreneurs. 

OD8O2E7 Generate comprehensive programs that allow potentiate the initiatives of 

entrepreneurs and creating high-impact companies. 

OD8O2E8 Generate comprehensive programs that help expand niche markets 

MSMEs 

Source: (General Secretariat of Government of the State of Jalisco, 2013). 

 

A. Conclusions state enterprise development plan 

 

This National Development Plan proposes as a priority objective foster a business climate that 

facilitates access to financing and encouraging the creation, innovation and expansion of 

companies, but with a special emphasis on the consolidation of MSMEs. 

 

To assess the impact of entrepreneurship in the case of Jalisco four indicators are 

relevant: the number of registered companies, their operating capacity, retention of businesses 

and financing volume: Using this summary, are analyzed the challenges of these four indicators. 

  

One of the main areas of opportunity to boost funding and entrepreneurship is within 

the structure of the State System of Entrepreneurship. In Jalisco there are 45 Incubators 

registered with the INADEM, there Jalisco Enterprise Development Fund (FOJAL) supports 

entrepreneurs through training and / or accompaniment 

 

 

 

8. Jalisco in innovation 
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Jalisco faces several problems with competitiveness and economic growth. In 2012 Jalisco was 

located at position 13 Competitiveness Index nationwide calculates the Mexican Institute for 

Competitiveness (IMCO). 

 

Table 5. Objectives and Strategies of National Development Plan 2013-2016 Jalisco 

DEVELOPMENT OBJECTIVE: To promote technological development, scientific research 

and innovation through the articulation of sectors those contribute to the formation of human 

capital with high levels of expertise. 

OD13O1: SECTORIAL OBJECTIVE: Create conditions for strategic links between academic 

and economic sectors. 

OD13O1E1 Encourage the formation of high level human capital 

OD13O1E2 Develop a dual model of higher education to strengthen the link 

between universities and industries and to encourage innovation and 

entrepreneurship with the vision to produce value added. 

OD13O1E3 Develop marketing networks technology to the productive sector 

OD13O1E4 Encourage the creation of a network of information and technology 

transfer to give added value to all productive sectors of identity. 

OD13O1E5 Seek or venture capital fund for scientific and technological projects, 

academy-industry 

OD13O1E6 Increase investment in innovation, science and technology as a 

percentage of state GDP, to form in the next few years an investment 

at least equal to the national average investment. 

OD13O1E7 Motivate through a program the interest of industry research 

OD13O1E8 Harnessing local research groups recognized in different areas to 

create specific poles of scientific development (e.g. biotechnology) 

OD13O1E9 Promote a triple helix model linking the academy, industry and 

government to the generation of scientific development and 

innovation. 

OD1302. SECTOR OBJECTIVE: To promote innovation and entrepreneurship for scientific 

and technological development. 

OD13O2E1 Create specialized technology platforms to 

support high-tech entrepreneurs that allow 

incubation, integration into clusters. 

Accelerating and innovation (i.e digital 

creative city and centers of innovation and 

business acceleration) 

OD13O2E2 Promote the development of the information 

society and knowledge through a statewide 

system of Entrepreneurship and a state 

innovation system, including sectoral 

strategic information. 

Source: (General Secretariat of Government of the State of Jalisco, 2013). 

 

A. Conclusions of the State Development Plan Innovation and Technology 

 

Scientific research, technology development and innovation are three important elements, as 

has been demonstrated in various latitudes that these components of development have a direct 

impact on business competitiveness index. According to the ranking of Science, Technology 

Mexico and Innovation in 2011, conducted by the Scientific and Technological Consultative 
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Forum (FCCyT), Jalisco is located in fourth place nationally in terms of quantity and quality of 

resources in Science, Technology and Innovation (CTI). Only surpassed by the Federal District, 

Nuevo Leon and Morelos (General Secretariat of Government of the State of Jalisco, 2013). 

However, this position not reflects an impact to increase business competitiveness of 

the state, because, on the level of business competitiveness, Jalisco ranks in tenth position by 

2012. Some of the causes of why the state Jalisco is located in this position are that there is poor 

linkage between academia and industry for the generation of research and technological 

development. As it has been reviewing over the text in a nutshell, companies do not go to 

universities to generate innovation (General Secretariat of Government of the State of Jalisco, 

2013).  

According to the State Development Plan of Jalisco 2013- 2033, the results of the 

position of Jalisco also due to a low level of enrollment in undergraduate and graduate programs 

are related to the development of science and technology. In Jalisco, only 28.4 Per cent of 

undergraduate enrollment is located in engineering and technology programs, while nationally 

the proportion is 33.4 Per cent.  

Another of the limitations that exist in the state for generating innovation, science and 

technology, is the number of researchers who are in state so that researchers who are attached 

to the SNI (National Research System) are taken into account. By 2011, in Jalisco, for every 10 

thousand members of the EAP (Economically Active Population), there are 2.8 researchers 

from the SNI, with respect to this stated, Jalisco is located at number 12 in the country. (General 

Secretariat of Government of the State of Jalisco, 2013).    

One of the main constraints to generate own business innovation is that this must be 

done by each and investment of own funds according to indicators of companies investing in 

innovation. Eighty seven Per cent of its total investment comes from own resources, although 

in the case of microenterprises this proportion rises to 92 Per cent. In addition, the nature of 

investment banking in Mexico and the likelihood that funding granted for innovation issues is 

very low. Regarding public funds are equivalent to only 2 Per cent and international funds less 

than 1Per cent. (General Secretariat of Government of the State of Jalisco, 2013) 

In conclusion, the State Development Plan summarizes these two problems: First, there 

are no adequate financing mechanisms for high-tech entrepreneurs. In addition, there are no 

real mechanisms to support specialized entrepreneurs in high-tech incubators. It is also 

remarkable the digital divide that prevents the exploitation and use of Information Technology 

and Communication (ICT) for development of the state. Smaller and more companies to survive 

problems tend to use less resources and take advantage of ICT (General Secretariat of 

Government of the State of Jalisco, 2013) 

 

9. Research method 

 

In this research, it is used the qualitative method based on literature review of studies in Mexico 

and investigations in other countries. Also, there are analyzed statistics presented by national 

and international institutional bodies and public and private bodies are used in order to explain 

and describe the phenomenon that is the object of study. 

 

10. Analysis of results 

 

If it should be analyzed the conditions of the state of Jalisco that promote entrepreneurship and 

innovation, and with them the generation start-ups, it can be concluded that are aligned to the 

policies that both the federal government and the state government has ruled in their plans 

development. However, results in innovation and entrepreneurship in the state mostly have 

negative results. 
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As reviewed from the national sphere the two main constraints to which start-ups face, 

are the lack of availability of capital and financial instruments and low incentives that have to 

invest in research and development. Companies are still struggling to resolve operational and 

financial issues leaving aside the daily budgets and resources for this type of activities that add 

value. 

 

Finally, it should be emphasized that both the IMCO report as on the findings of State 

Development Plan, although it is established clearly as a strategic line, collaboration between 

industry, academia and government is called the triple helix and it is already a proven to 

encourage high-value activities in a city model. There are alarming figures in which it shows 

that companies do not resort to universities, educational centers and research to generate 

innovation, which is a bit absurd in terms of policies judged as the creation of a Ministry of 

Innovation, Science and Technology. 

 

11. Conclusions and recommendations 

There are two main reasons why it is important to study the evolution and development of 

Startups in the MAG. The first is because there is evidence that the creation of startups based 

on technology and innovation has a positive impact on the economic development of the region. 

The second reason is that it is important to analyze the nature of what we might call a new type 

of firm and that for various reasons are unable to fit into conventional corporate structures and 

it is that is increasing the detailed study of the characteristics, dynamics and structure of 

startups. 

Concluding that Mexico from its national policies and the State of Jalisco from State 

Development Plan, has tried to promote in the MAG conditions to promote the entrepreneurial 

ecosystem. However, there are key indicators that slow detonation and growth of startups  based 

on technology and innovation. 

Although public policies at the State and Federal level institutions create and allocate 

resources to encourage entrepreneurial activity, this can grow in terms of traditional business 

and of little value. However, to encourage start-ups and businesses based on technology and 

innovation, it is necessary that public policies not only focus on increasing Numeralia of 

companies created or loans granted. To increase the value should pay attention to specific 

indicators, greater reach and more intellectual, long-term nature.  

The problem of creating value is not resolved with a high volume of micro-credits or 

incentives for micro and small businesses. However, there must be public policy incentives to 

the creation of intellectual capital, to prevent leakage of knowledge and generation of 

instruments for more solid financing and not only seek short-term returns. 
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Is Family Life Cycle Affecting Behavioral Biases? An Analysis on Active Investors as 

Consumers of Stocks 

 
Funda Bayrakdaroglu, Huseyin Sarikaya 

 

1. Introduction  

Marketing science categorize the consumers in two groups: Rational-human behave reasonably 

in his every decision by focusing on maximum benefit and minimum cost for himself, whereas 

marketing-human sometimes make unreasonable decisions through going out of rationality. 

Behavioral finance comes into question at this point. In other words, by contrast with the 

rational-human, who is equipped with complete information and always center upon profit 

maximization, that conventional finance theories point out (Markowitz, 1952; Modigliani and 

Miller, 1958; Fama, 1970); various psychological variables affect the decisions and behavior 

of marketing-human. The effects of perception, learning, motivation etc. on the decisions of 

human as both investor and end user are known. In this case, according to Ateĸ and Altan 

(2008), two assumptions of behavioral finance draw the attention: (1) Investors do not always 

behave rational and normative, (2) and use cognitive heuristics and biases in information 

analysis. 

From the view of consumer behavior, it is so crucial to know in what direction and 

extent those psychological and sociological factors have an impact on the decisions of decision-

makers. Even though there is a tight relation between consumer behavior and behavioral 

finance, lack of the behavioral finance studies focusing on consumer behavior stands out (Lim, 

Soutar, & Lee, 2013). Moreover, consumers take part in ñcollective decision-making processò 

for most of their decisions instead of behaving alone (Solomon, Bamossy, Askegaard, & Hogg, 

2010). Consumer behavior literature may place the family on the top in terms of collective 

decision-making. In this context, aim of the study is to examine the effects of Family Life Cycle 

(FLC), which is regarded as a powerful motivator in consumer behavior, on the psychological 

biases of investors. 

 

2. Literature Review 

 

2.1. Behavioral Finance and Psychological Biases 

In recent years, the assumptions of conventional finance theories have been diminishing by the 

occurrence of irrational investor behavior that are observed in real life and stands in opposition 

to those conventional theories. This is because neoclassical economic theories- quite the 

contrary to conventional theoreticians - argue that individuals have limited information to make 

decisions and many external factors have impact on their behavior. More precisely, due to these 

reasons, individual investors form cognitive heuristics and those heuristics prompt investors to 

irrational behavior. Thus, according to the behavioral finance approach, several psychological 

biases play a role on the decision-making process of both individual investors and institutional 

investors (Jain, Jain, & Jain, 2015). 

Since the beginning of 1960s, scientists- many of them are psychologist- have been 

verifying by various studies that human behaviors are not rational as expected. Furthermore, 

irrational behavior of human beings are not only referred to emotional matters as ñmate 

selectionò, but also same as for automobile preferences or investment choices (¥zerol, 2011). 

According to Fuller (2000), behavioral finance which is based on decision-making, finance and 

psychology focus on why some heuristics of investors arise. Moreover, behavioral finance 
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researches how decision makers (investors or their agents) stumble into systematic error in both 

judgmental and ideational ways (Taner & Akkaya, 2005). 

The occurrence of behavioral finance stands up to taking attention of the studies in 

psychology science of economists, in fact, Slovic leads the discussions concerning behavioral 

finance with his two studies (1969, 1972) by distinguishing the relation between behavioral 

concepts and finance. But behavioral finance has earned reputation with the studies of 

Kahneman and Tversky (1974, 1979), and been noted for them (Bayar, 2011). According to 

behavioral finance theory which brought Nobel Prize to Kahneman and Tversky in 2002, data 

is filtered by cognitive heuristics and biases so data analysis takes shorter time for decision 

maker. Data is conveyed to the brain by passing through this accelerated process and decisions 

taken are not same as without this process. In behavioral finance, those filters and heuristics are 

known as psychological biases (Ateĸ & Altan, 2008). Dºm (2003) states that psychological 

biases ñin general terms, emerge with the errors in the process of problem formulation or as a 

result of misperceptions caused by storage, correction and processing of dataò (p.43). In simple 

sense, psychological biases are psychological factors that affect the financial risk perceptions 

of individual investors (Kahyaoĵlu, 2011). In behavioral finance context, it is possible to divide 

psychological biases in to two groups as heuristics and biases. 

Heuristic, which is Greek originated and means to find or to explore, supports 

individuals to make automatic, fast and reliable decisions (K¿bilay, 2015). In other words, 

heuristics lead the brain to make estimations without analysis of whole data and therefore to 

create shortcuts (Ateĸ & Altan, 2008). Tversky and Kahneman (1974) focus on three types of 

heuristics: Representativeness heuristic, availability heuristic and adjustment and anchoring 

heuristic.  

In probabilistic questions such as ñWhat is the probability of Object A belonging to 

Class B?ò or ñWhat is the probability of B process cause to A event?ò individuals use 

representativeness heuristic (Tversky & Kahneman, 1974). In this regard, representativeness 

heuristic can be defined as a ñjudgment strategy in reference to how the probability of 

something meets or represents a specific stereotypeò (Dºm, 2003). ñExpensive products have 

high quality.ò is an example of representativeness heuristic (K¿bilay, 2015), whereas ñA good 

stock is a stock of a good company.ò can be a representativeness heuristic of an individual 

investor (Ateĸ & Altan, 2008). Availability heuristic, which is a judgmental heuristic, means 

that the probability of something depends on frequency, availability and memorability of that 

event (Tversky & Kahneman, 1974). If you know many people who died from cancer, you may 

think that the mortality from cancer is high (Ateĸ & Altan, 2008). According to adjustment and 

anchoring heuristic, which is studied in cognitive psychology since 1970s, brain determines an 

anchor to solve complex problems and transform and process the data by making minor changes 

additively (K¿bilay, 2015).  According to Tversky and Kahneman (1974), people depart from 

a starting point (anchor) and make final decision by adjusting that point. But those adjustments 

may fall short. In this circumstance, decision makers are biased to the starting point and make 

decision by paying attention to that point and this means ñanchoringò (Tversky & Kahneman, 

1974). It is not a coincidence that a seller who bargains high price for his car at first and then 

underbids. In this case, seller aims to make the buyer anchor at a higher price and to make him 

feel latter price is charming when the seller underbids (Fuller, 2000).  

The biases affecting investorsô decisions are over confidence, over optimism, regret 

aversion and herd effect. Over confidence bias cause individuals misinterpret the risk they take 

as a result of over confidence about what they know and after all take high risk. It is observed 

that such investors usually increase their trading volume and frequency, however decrease their 

portfolio diversification (Kahyaoĵlu, 2011). Over optimism- named also as fictitious optimism 

or positive illusion- leads comforting effect in terms of psychological tranquility on the 

individuals who feel uncertain circumstances concerning the decisions would be taken in the 
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future, but generally cause negative results due to misinterpretation depending on irreal 

conditions (Ateĸ & Altan, 2008). Regret aversion, particularly appears in individuals who do 

not accept his fault, reveals as holding the stocks for a long time in contravention of 

inexpectation (K¿bilay, 2015). As Kahneman and Tversky (1979) prescribe ñexpectancy 

theoryò, many investors act in the expectation that stock prices would increase in the future by 

delaying to sell the stocks that depreciate in order to avoid from regret, on the other hand, those 

individuals avoid from regret by selling out their winning stocks in less than no time in the 

expectation that stock prices would decrease. In social psychology, herd behavior, which is 

defined as behaving likewise with the others in the group that the individual belongs to by 

ignoring his own decisions, refers to buying and selling the stocks with the decision of stock 

market rather than his own consideration (Erg¿n & Doĵukanlē, 2015). Herd effect emerges 

mostly in the situations where small investors hardly and expensively reach the information 

(Ateĸ & Altan, 2008). 

 

2.2. Family Life Cycle (FLC) 

The steps of every family, which begin with marriage, enlarge with the birth of children, then 

become smaller with the childrenôs leaving the house and finally last with the death of one or 

both of couple, are defined as ñfamily life cycleò in the literature (¥zdemir, Torlak, & Vatandaĸ, 

2013). The term, which was used by Rowntree (1903) first to examine the poverty patterns in 

England, nowadays is frequently employed in fields like sociology, psychology, marketing and 

consumer economics (Xiao, 1996).  

Family, which is described as a body where ñtwo or more people who are close to each 

other and share the same place, some emotional bonds are established, some social situations, 

roles and duties are undertaken, and attachment and belonging feels are sharedò (Halla­ & ¥z, 

2014), passes through various steps along its life cycle in which some changes emerge in terms 

of socio-economic characteristic and structure, therefore every type of family exhibit distinctive 

consumption patterns (Camacho & Hernandez-Peinado, 2009). Naturally, it is quite 

comprehensible that every family in different life cycle has heterogeneous investing approaches 

due to their diversified necessities (Zhang, Wu, Wei, & Pan, 2015). Since life cycle is a 

powerful effective factor on savings and financial consumptions of families, it is significant to 

understand the stages of life cycle one by one (Lee, Park, & Montalto, 2000). 

The numbers and titles of family life cycle steps vary in different sources. The family 

life cycle is considered through between 4 and 10 steps in related literature (see ¥zdemir et al., 

2013), in this study, this cycle is examined in six steps because of the assumption that it is 

meaningful in Turkish culture. Those steps are young married couple without children, young 

parents with preschool children, young parents with primary school children, parents with 

unmarried adult children, parents alone together and aloneness. The first step is young married 

couple without children because starting a family begins with marriage contract in Turkey. 

Young married couple without children cling to their single life and have outward-oriented 

living rather than staying at home, moreover, they spend the leisure time for sportive, social, 

cultural and educational activities depending on their socio-economic status (Alga, 2005). 

When the roles in the family change with the birth and growth of child is assumed, it is observed 

that some steps are generally determined by the age of oldest child (G¿ven, 1991). In parallel 

with the age of eldest child, the educational level of that child is another determinant of family 

life cycle (Sook & Kyung, 1984:36). Therefore, in young parents with preschool children- as 

the second step- the focus of family decisions shift to the ñchildò (¥zdemir et al., 2013). 

According to Camacho and Hernandez-Peinado (2009), the spending of couples with children 

from 0 to 5 years old concentrate on nursery school, personal care and medical services besides 

socio-cultural and spare time activities. While educational spending increases in young parents 
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with primary school children, the increase in spending depend on the ageing of children is co-

decision of parents with unmarried adult children (¥zdemir et al., 2013). Parents alone together- 

also named as ñempty nest periodò- means degrowth of the family because of the separation of 

children as young adults on the purpose of living alone or marriage (G¿ven, 1991). In aloneness 

step, lone-parent family emerges with divorce, death or separation in years where the family 

continues to degrowing (Alga, 2005). It is seen that need and price are the most dominant factors 

on the decisions of families in this stage (¥zdemir et al., 2013).  

Thaler (1990) states that overconsumption is seen in middle aged stages of life cycle, 

whereas low consumption outweighs at early and late steps. On the contrary to life-cycle saving 

theory, the findings of Lee et al. (2000) indicate that young married couple without children 

and elder families with family dependent children have tendency to saving money in 

comparison to young unmarried. Even if the research findings concerning to family life cycle 

vary, the term is a drastic independent variable used to explain the economic behavior of 

consumers (Xiao, 1996). 

 

3. Research Design 

The aim of this study is to test whether there is an effect of family life cycle, which is regarded 

as a significant factor in consumption decisions of families, on financial biases regarding 

investment decisions. Hence, independent variable of the study is family life cycle, whereas 

financial biases constitute dependent variable. The hypotheses of study are defined as below: 

 

   H1: Family life cycle has a significant effect on representativeness heuristic.  

   H2: Family life cycle has a significant effect on availability heuristic.  

   H3: Family life cycle has a significant effect on adjustment and anchoring heuristic. 

   H4: Family life cycle has a significant effect on over confidence bias.  

   H5: Family life cycle has a significant effect on over optimism bias.  

   H6: Family life cycle has a significant effect on regret aversion bias.  

   H7: Family life cycle has a significant effect on herd effect bias.  

 

In this direction, a questionnaire composed by K¿bilay (2015) was employed. The 

relevant questionnaire involves 24 questions. Four of those questions measure 

representativeness heuristic, two of them test availability heuristic, two of them focus on 

adjustment and anchoring heuristic, five of them survey over confidence bias, three of them 

measure over optimism bias, five of the questions evaluate regret aversion bias and finally three 

of them test herd effect bias. Moreover, in the study, family life cycle was handled in 6 stages 

as young married couple without children, young parents with preschool children, young 

parents with primary school children, parents with unmarried adult children, parents alone 

together and aloneness. 

Research data was collected from 162 actual investors who take up stocks via a 

commercial investment and financial enterprise. However, data collected from 148 investors, 

who indicate that they are family, was employed for hypotheses testing because the aim is to 

reveal if there is a significant effect of family life cycle on financial biases as stated in the 

purpose of the study. To test the hypotheses, chi square test was used. 
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4. Findings and Discussion 

The demographic findings of 162 individual investors are presented in the table below. 

 

Table 1. Demographics Findings 

Variable Frequency Percentage Variable Frequency Percentage 

Sex 

            Female 

            Male 

  

38 

124 

  

23,5 

76,5 

Marital Status 

           Married 

           Single 

  

146 

16 

  

90,1 

9,9 

Education Level 

       Primary school 

       High school 

       Bachelor 

       Postgraduate 

  

26 

33 

89 

13 

  

16,0 

20,4 

54,9 

8,0 

Trading Duration (Year) 

            1-5 

            6-10 

            11-15 

            16-20 

            21-25 

            26-30 

  

62 

29 

24 

29 

11 

6 

  

38,5 

18 

15 

18 

6,8 

3,7 

Income (TL) 

1400-2000 

2001-3000 

3001-4000 

4001-5000 

5001-8000 

8001-12000 

12001-20000 

Missing 

                 

27               

35               

41                

18                

17               

11 

 3               

10    

  

17,9 

23,1 

27 

11,9 

11,2 

7,3 

2,0 

6,2 

Age 
            25-30 

            31-35 

            36-40 

            41-45 

            46-50 

            51-55 

            56-60 

            61-65 

            66-70 

            71-76 

             

                

               15 

               20   

               24 

               25                

20                 

17                 

15                    

9                   

10                   

7 

  

9,2 

12,5 

14,9 

15,4 

12,4 

10,5 

9,3 

5,5 

6,2 

4,2 

Living Type 

Alone                  

Couple                   

Couple with 

Children             

Parent 

             

 

 

8 

64 

81        

 9 

                  

  

  

4,9 

39,5 

50,0 

5,6 

 

Family Life Cycle Type 

Young married couple 

without children 

Young parents with 

preschool children 

Young parents with 

primary school children 

Parents with unmarried 

adult children 

Parents alone together 

Aloneness 

Missing 

 

28 

 

15 

 

               25 

                   

42 

                      

35                        

3 

               14 

  

18,9 

 

10,1 

 

16,9 

                            

28,4 

                               

23,6 

                1,9 

                8,6 

 

According to Table 1, it is seen that majority of the investors who participated in the 

research are men (76,5%), married (90,1%) and have bachelor education (54,9%), 30-50 age 

predominate in terms of age, duration of trading in stock market weigh between 1-5 years 

(38,5%) and 2000-4000 TL mass in the meaning of income level. Moreover, most of the 

investor participants in the research live with their children and at the rate of 28,4% parents 

with unmarried adult children take the lead. 

In order to test the relation between family life cycle and financial biases- as the main 

purpose of the study- chi square test was employed. Hereunder, Table 2 presents the findings 

concerning whether family life cycle has an effect on representativeness heuristic. 
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Table 2. FLC-Representativeness Heuristic (Chi-Square Tests) 

 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 12,973a 5 ,024* 

Likelihood Ratio 12,053 5 ,034 

Linear-by-Linear 

Association 
3,723 1 ,054 

N of Valid Cases 148   

 

When chi square findings in Table 2 are analyzed, it is observed that family life cycle 

had a statistically significant effect on representativeness heuristic in 0,05 significance level 

(0,024<0,05). Therefore, H1 is accepted. 

 

Table 3. FLC-Availability Heuristic (Chi-Square Tests) 

 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 7,310a 10 ,696 

Likelihood Ratio 7,797 10 ,649 

Linear-by-Linear 

Association 
,061 1 ,804 

N of Valid Cases 148   

 

According to the findings exhibited in Table 3, there is no significant effect of family 

life cycle on availability heuristic. When significance level is considered (0,696>0,05), H2 is 

not accepted. 

 

Table 4. FLC- Adjustment and Anchoring Heuristic (Chi-Square Tests) 

 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 8,015a 10 ,627 

Likelihood Ratio 8,874 10 ,544 

Linear-by-Linear 

Association 
3,648 1 ,056 

N of Valid Cases 148   

 

Table 4 shows the test finding that examines the effect of family life cycle on adjustment 

and anchoring heuristic. According to these findings, family life cycle do not significantly affect 

adjustment and anchoring heuristic (0,627>0,05), hence, H3 is rejected. 

 

 

 

 

 

 

 

 

                                                            
* p Ò 0.05 
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Table 5. FLC- Over Confidence Heuristic (Chi-Square Tests) 

 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 20,385a 10 ,026* 

Likelihood Ratio 18,583 10 ,046 

Linear-by-Linear 

Association 
,744 1 ,388 

N of Valid Cases 148   

 

The 4. hypothesis of the study assume that family life cycle has an effect on over 

confidence heuristic. With respect to this hypothesis, chi square test findings is represented in 

Table 5. When significance level is considered (0,026<0,05), H4 hypothesis and the effect of 

family life cycle on over confidence heuristic are accepted. 

 

Table 6. FLC- Over Optimism Heuristic (Chi-Square Tests) 

 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 33,351a 10 ,000* 

Likelihood Ratio 25,640 10 ,004 

Linear-by-Linear 

Association 
,791 1 ,374 

N of Valid Cases 148   

 

According to Table 6, which shows the test findings employed to analyze the relation 

between family life cycle and over optimism heuristic, it is seen that there is statistically 

significant relation (0,000<0,05). Thereby, H5 is accepted.  

 

Table 7. FLC- Regret Aversion Heuristic (Chi-Square Tests) 

 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 15,532a 10 ,114 

Likelihood Ratio 18,030 10 ,054 

Linear-by-Linear 

Association 
5,561 1 ,018 

N of Valid Cases 148   

 

The other chi square test findings are exhibited in Table 7. Because the significance 

level is higher than 0,05 (0,114>0,05) H6 is not accepted. In other words, family life cycle do 

not affect regret aversion heuristic. 

 

 

 

 

 

 

 

                                                            
* p Ò 0.05 
* p Ò 0.05 
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Table 8. FLC- Herd Effect Heuristic (Chi-Square Tests) 

 

 Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 24,634a 10 ,006* 

Likelihood Ratio 25,714 10 ,004 

Linear-by-Linear 

Association 
11,150 1 ,001 

N of Valid Cases 148   

 

Finally, in Table 8, the findings which test the relation between family life cycle and 

having herd effect are figured. According significance level (0,006<0,05), it is reached that herd 

effect is another variable which is led by family life cycle and so H7 is accepted. 

 

5. Conclusion and Implications 

Behavioral finance is one of the most trending topics of recent researches. Moreover, the field 

is not only embraced by finance specialists and researchers, but also reviews on consumer 

behavior excite attention. Within consumer behavior discipline, this study aims at examining 

the behavioral financial biases that are potentially haven by investors while they are making 

their mind on investing from the view of family life cycle.  As a result of chi-square tests, it has 

been reached that family life cycle, which is a key factor on consumption decisions, has a 

significant effect on representativeness and herd effect heuristics, over confidence and over 

optimism biases of individual investors. 

Tversky and Kahneman (1974) outline representativeness heuristic occurs when 

decision maker judge the likelihood that an instance belongs to a category by its similarity to 

that category. With regards to genetic counseling concerning risks of birth defects, Shiloh 

(1994) relates representativeness heuristic to the family dynamic phenomenon named 

ñpreselectionò that is often connected with family beliefs about similarity (representativeness) 

of the preselected individual to the sick parent, besides, she exemplifies like ñhe looks just like 

his father, has the same gleam in his eyes, or has his fatherôs way of walkingò (p.18) and states 

that representative heuristic is a way of unconscious coping mechanism. So, in families who 

exchange the stocks may have representativeness heuristic. Moreover, K¿bilay (2015), points 

out that representativeness is a booster heuristic and may generate some biases. According to 

Nisbett and Ross (1980), over confidence is generated by representativeness heuristic. Thus, 

another remarkable finding of the study is generation of over confidence bias by 

representativeness heuristic of the sample. 

Memories of the people accelerate the tendency of bias and subjectivity in a way to 

increase their over confidence (Peterson, 2012), therefore, when families go through in their 

life cycle and enlarge, their over confidence tendency consolidate with gaining experience on 

making decisions about both themselves and their children. In addition, many studies reveal 

that men feel more confident in comparison to women (Van Eaton, 2000). Men investorsô 

predominance in the sample explains this finding. 

Another variable that family life cycle affects significantly is over optimism. If over 

optimism is defined as a bias which makes people believe in the information they have 

(depending on over confidence bias), as a result of this, they over estimate and exaggerate their 

control ability (¢oban, 2009), over optimismôs being a finding of the study can be understood.  

Group effect on families is studied by many researchers. Because family is a typical example 

of primary group where relations are quite direct. Moreover, group effect or ñherd effectò (as 
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discussed in this paper) has an influence from the point of a family while investing decisions 

are being made. As Usul et al. (2002) state, the reason is if individuals stand alone while they 

are making decision, they feel insecure and need the help and approval of the family. 

There are also some limitations of the study. Most of all, there is a need for further test 

to see how family life cycle steps affect those heuristics and biases. Besides, to balance the 

frequency of the sample in terms of gender, female investors can be surveyed in order to 

examine their role in family life cycle. 
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Repatriate the Inpatriate!  A Path to Localization 

 
Robert S. Sterneck 

 

Introduction  

As firms continue to develop new markets and expand operations to capitalize on the benefits 

of globalization, they need qualified personnel to lead activities and organizations at all levels 

of the firm.  Enterprises seeking to globalize may approach these challenges through 

mechanisms including adaptation of firm structure, organizational alignment, or human 

resource development.  Some firm structures that transition from a fully centralized 

headquarters to more dispersed authority include regionalization according to product or 

national ties and trans-national approaches as exemplified by Toshibaôs regional operations 

structure (Yongsun & Sohn, 2004).  Firm structure also influences the level of autonomy 

granted to or developed by functional organizations within individual business units.  Firms 

that develop more of a federative structure (Warren, 1967) will disperse authority across the 

enterprise and reduce the level of direct control over local business unit activities.  Ghoshal and 

Bartlett (1990) review the organization and interaction density of a modern multinational 

enterprise (MNE) using the example of N. V. Phillips operating across 60 countries in multiple 

business sectors.  This example highlights the complex structure of MNEs and the varying 

levels of authority possessed by individual organizations.  Moving deeper into individual 

operational and functional organizations, dispersion of responsibility and authority comes with 

many challenges to effectively operate at the local level. 

For firms seeking to develop distributed operations with higher levels of autonomy 

across the globe, localization is one avenue to pursue.  As with many concepts, localization can 

be interpreted differently depending upon the context.  For this review, localization represents 

local nationals filling positions ñsufficiently and completely to fulfill organizational needsò 

(Potter, 1989, p. 26).  This general expectation brings with it the implied requirement that the 

local labor pool includes individuals with the requisite skills, abilities, and experience.  

However, the ongoing use of expatriate personnel across the globe is an indication that firms 

are either unwilling or unable to secure local personnel that meet their specific organizational 

needs. 

Western firms have a long history of deploying expatriates to manage overseas 

operations.  As evidenced by Steningôs (1994) review of British expatriates in India during 

several hundred years of colonial rule, the challenges of today mirror many from the past.  These 

include recruitment and selection, training, adjustment, appraisal and reward systems, and 

repatriation.  Add to these the expanded networks of multinationals, the speed of commerce, 

and the diversity of the workforce, todayôs organizations must develop approaches that address 

the full set of challenges. 

In addition to the use of expatriates, firms use approaches including inpatriates, 

flexpatriates, third-country nationals, and local personnel.  Inpatriate refers to personnel who 

originate from a subsidiary organization and are resident for a semi-permanent or permanent 

assignment (Harvey, Novicevic, & Speier, 1999b).  Flexpatriates are personnel based in their 

home country and support international activities with extensive travel (Mayerhofer, Hartmann, 

& Herbert, 2004).  Third country nationals (TCNs) are individuals who are neither home nor 

host country nationals but are resident at the international location.  These individuals may 

possess multi-cultural backgrounds with some holding dual citizenship such as Brazilian 

Nikkeijin, or Brazilians of Japanese descent (Furusawa & Brewster, 2015).  Hiring of local 

personnel reflects those that are native and permanently resident in the country.  However, these 

local individuals often have little exposure to other cultures.   
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For firms that continue to expand globally and seek to become global/local, approaches 

for óglocalizationô (Guimaraes-Cost, 2009) need to be understood and deployed.  Inpatriation 

is one approach to help achieve a more global mindset (Moeller & Harvey, 2011) and compete 

against those global competitors that are adopting multi-cultural perspectives (Harvey, 

Novicevic, & Speier, 2000a).  To-date, much of the research on inpatriates is based on the 

concepts brought forward by Harvey and his associates.  This stream of research is founded on 

the application of international individuals as boundary spanners by bringing them to the 

headquarters or home location for a long-term position.   

While this perspective seeks to infuse an international perspective into the headquarters 

or home location, there is also a need for firms to extend the headquarters influence throughout 

the firmôs international operations.  Reiche (2012) provides initial evidence that there are 

benefits after repatriation both with knowledge diffusion and ongoing access to headquarters 

expertise.  This study seeks to develop further insight into inpatriation approaches that integrate 

repatriation as a primary component.  Specifically, this research seeks to answer the question:  

What inpatriate assignment attributes contribute to localization efforts of a multi-national firm?  

This research question assumes that the inpatriate is brought to the headquarters location on an 

international assignment and subsequently repatriates to the international location.  Assignment 

attributes include considerations of individual candidate selection, length of time at the 

headquarters, and support mechanisms.  A general framework for assignment structure 

provided by Harvey and Buckley (1997) maintains consistency with previous inpatriate 

research while expanding the understanding of specific assignment attributes aligned to 

repatriation.  This departure from the semi-permanent or permanent placement of the individual 

at the headquarters will aid firms with an additional avenue to pursue globalization and 

localization activities.   

 

Method 

This review is a mixed evidence, configurative review to synthesize multiple studies developing 

an integrated understanding of the individual study conclusions.  Including multiple studies 

improves the power of the review by reducing the possibility of bias and error from a single 

study (Rousseau, 2012).   The evidence is developed from an extensive search of multiple 

databases identifying relevant studies for a fully representative sample.  The studies include 

mixed evidence expanding the allowable studies to include those that integrate different types 

of data.  The initial database search focused on the term óinpatriateô and provided a set of articles 

from peer-reviewed journals.  Additional hand searches and snowballing (Miles, Huberman, & 

Saldana, 2014) developed supplemental literature for review resulting in a final study set 

substantially representative of the body of evidence.   

The study data set population includes both quantitative and qualitative studies.  

Publications that are theoretical in nature and do not present specific study data are separated 

and retained for their theoretical contribution, but not included as supporting evidence.  The 

final data set includes 28 empirical studies.  A further set of 26 publications inform the topic, 

but do not include empirical evidence or are purely theoretical in nature.  Of these 26, 20 are 

authored or co-authored by Harvey indicating the strong influence this particular researcher has 

had on theoretical development of the field.  The empirical publication data set does include 

authors that have collaborated with Harvey, but only one is authored by Harvey.  Consequently, 

the empirical evidence represents a varied set of authors with each providing independent 

contributions to the field. 
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Findings 

 

Inpatriate  Program Structural Attributes  

The result of the evidence synthesis yields a set of inpatriate program attributes, of which a sub-

set has a strong relationship to repatriation and subsequent retention rates.  In an effort to 

provide the broadest application possible and consistency with previous inpatriate research, the 

general structure provided by Harvey and Buckley (1997) is used.  The general program phases 

are:  1.  Identification and Selection, 2. Assessment and Training, 3. Benefits and 

Compensation, 4. Performance Appraisal, and 5. Career Path and Retention (Harvey & 

Buckley, 1997).  The following provides a review of each based on the available evidence from 

the perspective of localization through the use of inpatriates.  It is recognized that this 

application of inpatriates is a different interpretation than the earlier inpatriation approach 

developed by Harvey and others where the inpatriate is primarily a boundary spanner located 

at the home office or headquarters on a permanent or semi-permanent basis (Harvey, 1993).  

This adapted approach leverages the inpatriation experience with the express purpose of 

transitioning the inpatriate out of the home office or headquarters after a period of development 

and into a local or subsidiary operation.  This approach addresses the concern posed by Harvey, 

Mayerhofer, Hartman, and Moeller (2010) regarding the effectiveness of inpatriates if they are 

returned to their home country.  In addition, the localization perspective taken is that of the 

private or firm focused activity where the intention is to fill positions with local personnel and 

reduce or eliminate the need for an expatriate presence (Bhanugopan & Fish, 2007; Hickey, 

2002; Potter, 1989; Selmer, 2004) 

 

Identification and Selection 

Consistent with earlier research (Harvey & Buckley, 1997; Harvey et al., 1999b) where 

inpatriates are likely to have limited business education and experience, the identification and 

selection approaches for candidates take these factors into account.  Peterson (2003) identifies 

multiple elements that are considered in candidate selection including technical or basic skills, 

education, managerial skills, attitude, and adaptability.  The attitude attribute is also supported 

in Petersonôs (2003) study of an example from a former communist environment.  Firms pursue 

younger staff where efficiency and performance are critical factors and hire older staff for 

positions that require specific skills or experience (Peterson, 2003).  This focus on attitude and 

adaptability with localization as an express goal differs from the traditional inpatriate attributes 

that would infuse existing knowledge, experience, and relationships into the home or 

headquarters organization.   

 Given the express purpose of return to the international location, another element of 

identification and selection includes the future expectations of the candidate.  As Reiche (2010) 

notes, ñnot all inpatriates [have] the clear objective of returning to their home subsidiary upon 

completionò (p. 38) of their inpatriate assignment.  This highlights the need to provide clarity 

and transparency of expectations to the candidate for alignment to future individual desires and 

goals.  In addition, the selection process should consider the ability of the candidate to work 

across cultures.  While specific skills including language and technical elements (Furusawa & 

Brewster, 2015; Harvey, Kiessling, & Moeller, 2011; Peterson, 2003) are important, cultural 

flexibility and the ability to bridge cultures is a characteristic to seek in inpatriate candidates 

(Guimaraes-Cost, 2009).  Guimaraes-Cost (2009) identifies this liminal tendency as a key factor 

facilitating the individualôs ability to operate across cultures and connect with personnel 

through multiple location transfers and transitions. 
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Assessment and Training 

Assessment and training covers several different elements of the process.  First, the candidate 

assessment is noted earlier as part of the selection process.  Once selected, a further assessment 

aids the firm in understanding training and development needs.  Tysen Foods approaches 

assessment from both and initial and ongoing perspective (Harzing, Pudelko, & Reiche, 2015).  

Harvey and Buckley (1997) recommend an individual be subjected to a skills and capability 

assessment to inform the organization of the developmental needs.  This baseline understanding 

aids in the individual development program as well as assessing progress through later 

performance appraisals.  Skills and ability assessments may include both generic capabilities 

as well as those unique to the organizationôs functional work statement.  As noted earlier, areas 

of general skill development include language, firm-specific, and cultural (corporate and 

national) training (Harvey et al., 1999b).  Language and some of the firm-specific elements tend 

to be skill-driven, while corporate and national culture elements may be developed through 

experience and acculturation approaches. 

 Skill development training is not unique to inpatriates, but approaches may vary 

depending upon the location and group targeted.  The study conducted by Wei-Wen (2009) 

concludes that the ñgoal is not to localize training, but how to reach similar outcomes in 

different cultural contextsò (p. 568).  In addition to the technical content, some considerations 

when developing a training program targeting a culturally diverse set of organizations include 

language, cultural sensitivity, and local instructors (Wei-Wen, 2009).  Recognition of the 

diverse target groups may require modifications to the training material and deployment 

mechanisms in order to maximize absorption of the content with various audiences.  This is a 

particularly important aspect to consider with inpatriates as they represent a much more 

heterogeneous group than those present at either the home/headquarters organization or 

subsidiary location (Harvey et al., 1999a; K¿hlmann, 2014).  In addition, support is identified 

as a critical element for the inpatriate with the intent to return to their home country to quickly 

internalize the training and cultural content (Reiche, 2012). 

 While many skills are essentially taught, a second aspect of training and development 

are those attributes that depend upon experience to develop.  These elements are also part of 

the ongoing development of the inpatriate, even after they move to the next location.  In order 

to accomplish experiential development, the evidence supports several approaches.  The first is 

through exposure.  Tysen Foods exemplifies this by providing the inpatriate with exposure ñto 

the full range of the companyôs operationsò (Harzing et al., 2015, p. 76).  K¿hlmann and 

Hutchings (2010) identify different approaches for experiential training targeting localization 

based on country of origin.  In their study, German firms approached the challenge by providing 

intensive training at the headquarters location (inpatriation) while Australian firms tended to 

utilize expatriate-led in-country on-the-job training (K¿hlmann & Hutchings, 2010).  Through 

the inpatriate approach, the target is not only exposure to and development of firm-specific 

activities, but also the development of relationships and contacts to maintain links and access 

in the future (Azar, 2012; K¿hlmann & Hutchings, 2010).  Reiche, Kraimer, and Harzing (2011) 

identify development of links with HQ staff having a positive correlation with learning.  From 

this evidence, inpatriate experience facilitates not only the experiential elements of learning, 

but also the ongoing relationship aspects to ófitô into the firm (Reiche, et al., 2011).  This is 

consistent with Harvey and Miceliôs (1999) assertion that training is intended to help the 

inpatriate ófitô into the headquarters organization but is also appropriate for individuals after the 

inpatriation assignment is completed. 

 While the time an inpatriate spends at the headquarters location supports interaction and 

relationship building, a specific focus on acculturation is identified by the literature to be 

included as part of the development activities.  The traditional view of acculturation for 
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inpatriates is to ñfacilitate learning of the culture, values and decision processesò (Harvey, 

Speier, & Novicevic, 2001, p. 911) through permanent or semi-permanent position at the 

headquarters (Williams, Moeller, & Harvey, 2010).  However, an approach that repatriates the 

individual must account for a shorter period of residency.  The evidence indicates many 

challenges with this aspect of the development approach.  The first is that inpatriates are not 

fully accepted by headquarters personnel (Reiche, 2006).  This can be for several reasons 

including headquarters personnel not understanding the need (Reiche, 2006), national culture 

differences in relationship development (Reiche, 2006), and home-country personnel 

preference (K¿hlmann & Hutchings, 2010).  Although there are challenges, the relationships 

and social capital developed during the inpatriation experience positively correlates with the 

ability to transfer knowledge upon repatriation and must be a focus area of the program (Reiche, 

2012). 

 

Benefits and Compensation 

Benefits and compensation is an area that is somewhat conflicted in the literature.  The 

traditional inpatriate approach implies a foreign national resident in the headquarters country, 

but is not clear on the compensation recommended.  Harvey, Novicevic, and Speier (2000) 

identify reduction in the potential failure of expatriate assignments as one of the benefits of 

inpatriate knowledge infused into the headquarters.  Based on this perspective, the traditional 

view looks at cost avoidance of failure as opposed to the direct cost of the inpatriate assignment.  

Given that the inpatriate approach with the intention to repatriate is similar to an expatriate 

assignment, it is assumed that the cost during the inpatriation period will be comparable to that 

of an expatriate.  The application of inpatriates as a component of localization attempts to 

address the future labor cost in the subsidiary unit by developing inpatriate personnel who, 

when repatriated, can replace expatriates.   

 With the cost of expatriate assignments well in excess of local labor rates (Gamble, 

2000), companies can afford to provide compensation above market rates and still maintain a 

beneficial cost structure through localization.  The study conducted by Peterson (2003) 

confirmed this with multi -national firms paying above market rates for local labor.  This 

facilitates the retention of repatriated inpatriate employees, but is not the only factor that 

influences an employeeôs willingness to remain with the firm.  Several additional elements are 

discussed as part of Career Path and Retention. 

 

Performance Appraisal 

Performance appraisals are applied from both the organizational and individual perspective.  

The organization employs performance appraisals to understand development and training 

needs as well as to track individual performance and progression toward future leadership 

activities (Azar, 2012; Maley, 2011).  The individual inpatriate may use a performance appraisal 

as an opportunity to clarify development progress toward future opportunities (Maley, 2009; 

Reiche, 2006). 

 Performance appraisals come in many forms ranging from formal assessments to 

individual discussions.  Maley (2009) identifies several attributes that were deemed 

óexemplaryô by individual inpatriates.  These óexemplaryô elements include frequent face-to-

face contact with supervisors, regular and appropriate (constructive) feedback, managerial 

follow-up, and alignment to a ódefined career pathô (Maley, 2009).  In particular, the 

relationship with the manager is critical.  With an inpatriate, the manager could be the 

headquarters manager or the subsidiary manager.  Study findings identify maintenance of the 

relationship with the subsidiary manager as critical to retain the ties with the local organization 
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(Maley, 2009).  In addition, Maley (2011) identifies that performance appraisals focused on 

short-term business objectives without inclusion of development aspects generated negative 

feelings from inpatriates.   

 The evidence supports the inclusion of performance appraisals as an element of 

development and future career progression in addition to accomplishment of immediate 

business objectives.  The connection between the inpatriate and management at both the 

headquarters and subsidiary locations is seen as one of the support mechanisms reinforcing the 

firmôs support to the individualôs personal and professional development. 

 

Career Path and Retention 

Inpatriate programs with repatriation to the subsidiary location bring with them several 

structural challenges.  These include limited opportunities (Furusawa & Brewster, 2015), 

reduced compensation relative to international assignment benefits during the inpatriate period, 

reduced direct interaction with headquarters personnel (Harvey & Novicevic, 2004), and the 

status of being on an international assignment (Harvey et al., 1999a; Williams et al., 2010) 

One mechanism to incentivize individuals is through higher than market rates of pay 

(Peterson, 2003).  However, the evidence supports additional mechanisms that appeal to the 

inpatriate beyond direct compensation.  The first of these is firm-specific learning.  Firm-

specific learning supports retention by providing the inpatriate specific knowledge and skills 

that are consistent with others across the organization, but make the repatriated inpatriate unique 

in their specific region (Reiche, et al., 2011).  While both pay and firm-specific learning 

contribute to retention, perceived career support is a strong element generating organizational 

commitment (Reiche, et al., 2011; van der Heijden, van Engen, & Paauwe, 2009).  The evidence 

identifies that the perception by the individual inpatriate of the organization looking beyond the 

immediate business objectives through support of future career growth as a key aspect (Reiche, 

et al., 2011; van der Heijden et al., 2009).  Van der Heijden et al. (2009) identify that perceived 

positive career prospects supported retention.  Further, Reiche et al. (2011) note that this 

positive perception extends out at least two to four years after repatriation. 

 

Human Resource Program and Policies 

While the review above focused on the specific attributes of an inpatriate program, the literature 

also informs the overall structure of international human resource strategies.  Policies can be 

placed on a spectrum from rigid standardization for all locations to pure localization approaches 

(Chung et al., 2014; Edwards et al., 2013; Yongsun & Sohn, 2004).  Given the diversity of 

regulations, pay practices, cultural expectations, and firm-specific elements, hybridization is 

the general approach that multi-national corporations pursue (Chung, Sparrow, & Bozkurt, 

2014; Tregaskis, Heraty, & Morley, 2001).  The structures used are not intended to make all 

locations equal, but rather to make them equitable and compliant (Kang & Shen, 2015).  

Standardization at the macro level provides consistency across the firm while modifications at 

the micro level allow for alignment to local needs (Tregaskis et al., 2001).  Some of the elements 

where the micro modifications may take place include pay practices (Kang & Shen, 2015), 

national culture (Edwards, Sanchez-Mangas, & Tregaskis, 2013), societal norms (Hickey, 

2002), and local labor laws (Tregaskis et al., 2001).   

 

 

Discussion 
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Organizations seeking to infuse cultural diversity beyond the home organization have an option 

to utilize inpatriation and subsequent repatriation to the subsidiary location as an avenue to 

achieve this goal.  Applying this approach allows the firm to benefit from the acculturation and 

integration into the home organization from the inpatriation period as well as capitalize on the 

positive aspects of localization.  Localization requires that the firm diverge from the traditional 

inpatriate program focus of making inpatriates fit into the headquarters (Harvey & Miceli,1999) 

by joining the dominant culture (Harvey et al., 2010) and decreasing uncertainty during the 

integration period (Gertsen & Soderberg, 2012).  The localization element requires the firm to 

develop approaches that support the repatriation, re-integration with the subsidiary location, 

and mitigate potential attrition. 

 The evidence supports the viability of this approach through several key elements of an 

inpatriate program.  The first is the selection of the candidate.  While the traditional approach 

seeks a candidate with fully established experience and relationships in the international 

location, the modified approach targets individuals who have the requisite technical skills and 

capabilities with relationships that are established and can be further expanded upon 

repatriation.  In addition, the repatriated inpatriate will need to be able to not only continue to 

impart their cultural experience into the headquarters, but also nurture headquarters 

relationships remotely over the longer-term as they return to the subsidiary location becoming 

a bridge between locations and cultures.  This liminal attribute is a key characteristic to not only 

absorb the headquarters cultural elements (both national and corporate) but also return to the 

international location and continue to be a business and cultural conduit (Guimaraes-Cost, 

2009). 

The intention to repatriate assumes an international assignment of months or more likely 

several years.  This brings with it a substantial cost with values that can be anticipated to be 

similar to expatriate compensation.  In order to bring value to the firm, it is essential to retain 

the individual after repatriation.  Repatriation achieves two goals: 1.  reduce or eliminate the 

need for future expatriates, and 2.  establishing in-country leadership fully acculturated with the 

firmôs leadership approaches.  While compensation above local pay practices is one avenue 

(Peterson, 2003), the individualôs positive perception of future career development and support 

directly supports employee retention (Reiche et al., 2011; van der Heijden et al., 2009).  These 

elements, along with firm-specific knowledge imparted to the individual (Reiche, et al., 2011) 

create organizational commitment mitigating departure from the firm due to lack of opportunity 

or poaching (Gamble, 2000; Hickey, 2002) by other multi -national firms.  Harvey (2000) 

identifies ongoing mentorship as one approach to develop perceived support, but other forms 

of general engagement and connecting with the inpatriate are also possible.  Coca Cola employs 

an engagement survey to aid in understanding of avenues to pursue (Harzing et al., 2015). 

 

Conclusion 

This study contributes to both research and practice through the integration of inpatriate 

assignments and localization activities.  It addresses one of the main goals of localization by 

providing a path to reduction or elimination of expatriate personnel.  The approach also supports 

the goal of imparting multi-cultural knowledge and experience into both the headquarters and 

international locations.  While repatriation reduces the amount of time an individual would be 

present at the headquarters, it provides an opportunity to cycle multiple high potential 

international employees through the headquarters creating opportunities to expand diversity and 

experience of a broad set of individuals both at home and abroad.  Given the diverse nature of 

locations, the human resource approach needs to be adaptable with hybridization being the 

dominant approach identified in the study (Chung et al., 2014, p. 554; Tregaskis et al., 2001, p. 
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38).  The combination of both standardization and flexibility allows the human resource systems 

to adapt to local needs and provided the needed support to retain employees. 
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Estate Construction Agreement 
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1. Introduction 

Construction activity in its structure contains different types of agreements and practices. 

Businesses are able to undertake of the construction of real estate construction agreements in 

various ways before completion or start of construction phase. This study assessed the standard 

of which is under construction agreement international Accounting Standard 11 or international 

Accounting Standard 18. international Accounting Standard 11 about Standard for Construction 

Contracts.  

 Real estate construction agreements for businesses that undertake the construction of 

real estate can be realized in the following ways; 

a) Of business ownership and property as belonging to the construction company, 

b) The only firm commitment to undertake the construction work, 

c) To obtain the ownership of a certain portion of the property to a new production of 

construction company, not have all.  

d) While the initial phase of construction to deal more of the construction company,  

e) Before the end of the entire business with sales agreements, 

f) The enjoyment of a number of transfer without receiving progress payments, 

g) Realization of construction in a land where of customer rent 

Etc. 

 

 For example; It is possible the construction company undertaking the construction of 

residential real estate in the quality they produce beginning or start marketing residential 

construction is completed before they even buy all. This practice is called soil sale, This 

application is made within a certain marketing agreement with the realization of not yet 

delivered apartment. Marketing is done yet it happens isn't delivery apartment within a certain 

agreement.  

 If construction company is unable to complete its contractual obligations, a refundable 

down payment paid by the customer. The remainder of the purchase price is paid date on the 

actual ending of the property.  

Customer may be required pay some merit  between the date of the fulfillment of the 

contract with the commencement date of the contract. For example, Contracting services that 

businesses of progress payments they receive, depending on the degree of completion of the 

work. 

 

1.1.International Accounting Standard 18 Is Standard Of Revenues 

Revevues; When it is probable that future economic benefits of entering into business and those 

benefits are recognized when they can be reliably measured.  

Revenue in the ordinary activities of the company are the result of increase in equity.  Additional 

capital contributions of the partners (Cash Capital Increase) itôs excluded from this definition. 

óôThe increase in equity resulted in an increase in economic benefitsôô term is used in the 

definition of revenue in the standard text. Desired to be expressed by the increase in the 

economic benefit; increases in assets to provide future economic benefits to company or are 

decreasing in debt will lead to future economic benefits out is from company (Conrod, J., ve 

Camby, C. 2005. Revenue recognition jugment in spot light. CAP, 4(2): 229-249). 
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1.1.1. Necessary Conditions For The Formation Proceeds 

Revenue related to the sale of goods; When all the following conditions are reflected to the 

financial statements.  

a) The significant risks and rewards have been transferred to the buyer on the ownership of the 

goods, 

b) Effective control over the goods sold of the company or continued management activities as 

required by the general lack of ownership. 

c) Can be reliably measured of the amount of revenue 

d) Probable that the economic benefits associated with the transaction of the acquisition by the 

company 

e) Processing for the costs incurred or to be incurred can be reliably measured 

 

Revenue related to service delivery, The results can be reliably estimated cases, revenue 

associated with the transaction process for the end of the reporting period, the level of 

completion of the financial statements by considering. Revenue associated with the transaction 

process for the end of the reporting period, the level of completion of the financial statements 

by considering. If the presence of all the following conditions are considered in the outcome of 

a transaction it can be estimated reliably: 

a) The amount of revenue can be reliably measured 

b) It is probable that the economic benefits associated with the transaction obtained by 

c) Reporting period of completion of the transaction at the end of the level can be measured 

reliably 

d) Process for the costs to complete the transaction with the costs incurred can be reliably 

measured 

 

Service Delivery, The job of the contractual parties have agreed period of time determined by 

the company includes the making. Services may be offered in one or more periods. related to 

the provision of services; project managers and architects, such as the services provided by, 

Some contracts are directly related to construction contracts. That arise due to this contract 

revenue in standard óô international Accounting Standard 11 - Construction Contractsôô 

designated Dealt with provisions for construction contracts (IAS-18 Article.20). 

Buyer the right of the recipient abandon purchases on the basis of a reason specified in 

the sales contract and the company's absence from certain whether or not the return of the goods 

in question can not be considered as sales revenue (IAS-18 Article.4). 

 

2. International Accounting Standard - 11 Standard Construction Contracts 

international  Accounting Standard-11, It applies if the agreement meets the definition of a 

construction contract: An asset or design, technology and function or their ultimate purpose or 

use terms closely related or a contract for the construction of a group of assets made exclusively 

dependent on each other. óôReal estate construction agreements, identify major structural 

elements of the real estate customer's design before construction begins and / or civil case 

while continuing to identify major structural changesôô (these forces are used or not used) 

It would have met the definition of a construction contract.  

Show can be for example that of  XYZ firm commitment to undertake construction work 

on the road construction contract can be shown ministry CA. XYZ firm of the contract has the 

right to determine the technical specifications and technical matters required to begin 

construction of the C ministries without the right to make any changes to either make changes 
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to continue construction. XYZ company is engaged in business service delivery. Business 

ownership is not an issue. Therefore, for companies providing services must undertake the 

implementation of IAS-11 construction contracts. 

Despite the customer's, for example from the options offered by the company directly 

to determine a design in itself or Minor changes in the basic design as in the present óô The 

design has the power to affect the real estate deal in a limited wayôô international 

Accounting Standards-18 is an agreement for the sale of within.  

            Specialized Construction Activities can be shown as an example fort hat. For example; 

The design of the apartment wtih customers like to choose the color of paint on a limited basis, 

while real estate construction agreement is an agreement to have the power to influence for the 

sale of goods. Property ownership in private construction activity and saves right, the terms of 

the agreement are entitled to dispose of the construction company until the date on which both 

client and fulfilled by the construction company (Internatonal Financial Reporting 

Standard.15). 

 

3. Obtaining The Revenue Recognized Be Of The Real Estate Building 

Revenue arising from a transaction, usually determined by agreement between the purchaser or 

user of the presence of the company. Revenue, trade discounts applied by the company and 

quantity discounts are also considering quantity discounts are also considering The 

consideration received or to be opened is measured at fair value. 

Fair Value:  Around bilateral negotiations, the exchange of assets between 

knowledgeable and willing parties or is the amount required to be paid in the event of the 

emergence of a debt (IAS-18 Article.10). In most cases, the consideration is in the form of cash 

and cash equivalents and the amount of revenue is the amount of cash or cash equivalents 

received or opened. However, in cases where delayed entry of cash and cash equivalents; The 

fair value of the sales price, Cash to be received may be lower than the nominal amount. For 

example, businesses can run an identical sales receiver or the sales price below the market 

interest rate from the buyer as a receivable, which can take years. Agreement if the nature of a 

financing transaction bears, fair value of the sales price is determined by discounting all future 

collection of the reference interest rate. Imputed rate of interest can be identified as one of the 

following: 

The applicable interest rate for a company with similar credit ratings and financial 

instruments being or A financial instrument's interest rate discounts cash sales price of the goods 

or services corresponding to the nominal value. 

 If the company's property and must be delivered to the customer and to provide 

services under the contractual obligation to supply construction materials, it said the agreement 

is an agreement for the sale of goods and According to the conditions for the sale of goods is 

recognized of IFRS-18 (IAS-18 Article.7). 

For Example; to repair the roof of the factory building Purchase roofing materials ABC 

construction company of of XYZ construction company.  

 

If there is an agreement on the provision of services in the real estate construction 

agreement; Property construction materials not required in cases where the supply or 

production. The  construction materials business agreement where it is not necessary to supply 

or produce. If this situation provided conditions for the provision of services completion in 

accordance with IFRS-18 percent of the revenue should be accounted for using the method 

(IFRS-Comment.15 Article.16). 
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For example: XYZ Company to deal for roof repair with DEF company.  

Customer construction while the case continues or identify major structural changes before 

construction begins, this is a case of service provision has such authority and evaluated under 

construction contracts. situations where the customer of the business property and and 

commitment exemplified by works. In fact, customer service delivery is question of 

construction contracting company.  

 

4. Sales and Revenues of Contractor Before the End of Construction 

Another name for this application is óôFrom soil saleôô.  

 

According to IAS 18 Revenue-standard: Required for the formation of revenue; The seller, 

significant risks and rewards associated with ownership of the goods donôt to be transferred to 

the buyer. soil sales transactions due to the continuation of effective control over the goods sold 

can not be recognized as revenue. Receiver effective control by the transfer of an interest will 

be the risks and rewards of the past.  

 

For example: ABC construction firm was sold while the construction flat No: 5, price 120.000 

TL to Mr. Ahmet. For that construction continues and the transfer of the right of disposal was 

not yet done proceeds will not be written yield standard terms.  

 

Accounting record; 

____________  _____ / _____________________ 

Bank       50,000 

                    Received advances         50,000 

_____________________ / _____________________ 

 

Construction completed on 30.06.2016, Mr. Ahmet began using the his house. The 

remaining TL 70,000 has already been collected.  

 

Revenue history is to be written the history of the proceeds. 

 

_____________________30.06.2016_____________ 

Received advances          50.000 

Bank                  70.000 

                 Revenue         120.000 

_____________________/_____________________ 

 

5. Land Transfer By Contractor To Owner 

Land owners in the value of available land, receivables are increased with new properties.  

IAS - 18 Revenue in the standard definition of revenue while '' The economic benefits 

resulting increase in capital increase self '' expression is used. That the increase in value of the 

transfer of land as a result of the presence of contractors involved fort he landowner. Also, 

according to standard conditions required for the formation of yield also it occurred (¥RTEN 

Remzi, KAVAL Hasan, KARAPINAR Aydēn, internati onal Accounting ï Financial 

Reporting Standards, March 2009, pg.128). 
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6. Revenue In The Year To Spread Construction Activity 

Construction activities spanning the years because it took a long time to its structure in 

accordance with the accounting principle of periodicity record revenue shown as income during 

the time of the offer proceeds will provide more accurate information more realistic financial 

statements.  

In construction activity years spanning is possible service delivery. The outcome of a 

transaction involving the rendering of services in cases where reliably estimated, revenue 

associated with the transaction reflected in the financial statements considering the completion 

stage by the end of the reporting period.  

 

Percentage of Completion Method: In this application, the periodic costs will be reflected in 

the financial statements and the determination of income considered as a benchmark the 

percentage of completion contract. Job completion percentage is determined a percentage of 

the total costs estimated cost of the actual costs. Therefore, the cost of expenses incurred each 

period and to be certain that the costs. Also found in the profit figure for the total cost can be 

estimated and able to be reflected to the financial statements.10 

The recording of revenues taking into account the level of completion of the transaction 

called óôPercent Completeôô. Proceeds according to this method In the period in which the 

services are reflected in the financial statements. According to this method of revenue 

recognition provides useful information about made in a period of service and performance. 

óôIAS-11 Construction Contracts in standardôô requires the recognition of revenue on this 

basis. Of the provisions of this standard possible to apply the proceeds usually under the 

provision of services and the accounting of expenses.11  

Detected completed portion of job, of the proportion remaining estimated costs of 

completion and percentage of completion of job. Reporting the actual costs can be ensured 

business is not the year to end, each year. Thus the financial statements provide more convenient 

and accurate information is provided to the concept of periodicity.  

 

To recognize the revenue derived from real estate construction 

The case of a construction contract deal; To be covered by the Agreement IAS-11 and The 

results can be seen in a reliable revenue is recognized in accordance with IAS-11 the contract 

is based on the level of work completed. Of a transaction involving the rendering of services 

the result can be estimated in the case of reliably; revenue associated with the transaction 

reflected to the financial statements considering the completion stage by the end of the reporting 

period operations.  

If the presence of all of the following conditions can be estimated reliably accepted the 

outcome of a transaction (Lubbe, I., ve Milligan, J. 2006. Measurement of revenue - what value? 

Accountancy SA. Accounting & Tax Periodicals); 

a) The amount of revenue can be reliably measured 

b) It is probable that the economic benefits associated with the transaction will be received 

by the company 

c) By the end of the reporting period can be reliably measured of completion of the 

transaction 

d) The costs incurred for the transaction and It can be reliably measured costs necessary 

for completion of the process.  

 

IAS.11 provisions apply revenue related to such transactions, and the accounting of 

expenses.  
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For example: ABC engineering firm has plumbing labor agreement 20 pieces for XYZ 

construction villas. Meterial isnôt belong to ABC engineering firm. Progress payments will be 

made according to the agreement as %20-%60 and %100 in each stage 10.000 TL and total 

30.000 TL. Job cost is  23,000 TL. As shown in the example following conditions is ensured; 

a) The detection of completion of the work, 

b) The economic benefit obtained by the company, 

c) Reliable measurement of costs incurred, 

d) Reliable measurement of the amount of revenue. 

 

If there is an agreement for the sale of goods:  

Firm transferred to the customer at a time; control of ownership of real estate, the significant 

risks and all returns (For example: when construction is completed, when delivered construction 

or after delivery).  

Businesses recognize revenue, but if all the following conditions are met specified in IAS18: 

a) The company has transferred to the buyer 

b) The significant risks and rewards of ownership of the goods 

c) To maintain the efficiency of business management on the goods sold 

d) The amount of revenue can be reliably measured 

e) Process-related is likely to achieve the economic benefits by the company. 

f) Processing for the costs incurred or to be incurred can be reliably measured  

 

7. Results 

Real estate construction agreements can be recognized according to IAS 18 and IAS 11 as it 

can be realized in different ways.  

To give examples of them:  

- IAS 18 Revenue Standard should be considered business ownership, and where property 

belonging to the construction company. 

- IAS 11 Construction Contracts Standard should be considered only in cases where he 

committed work of construction companies. 

- In such cases of the construction company not to have a part of or full ownership of real estate, 

IAS 18 and IAS 11 Construction Agreement Standards will be applied together.   

 

As should be apparent from the foregoing implementation of the construction company 

the design of the property that has the power to make significant structural changes or in the 

contract that ownership of the assets emerging IAS 18 Revenue Standard, the design of the 

property to have limited power to influence and in cases where no claim of ownership of the 

assets emerging standard IAS 11 Construction Contracts.  
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A Business Plan for a Biodiesel Company7 
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1. Introduction  

This study is a business plan for a firm to manufacture biodiesel renewable fuel from vegetable 

oils in Turkey. The purpose of the business plan is to invite investment for creation of the 

biodiesel production plant. The business plan, provides the production cycle of the product and 

the marketing process which also includes strength weakness threat and opportunity analysis of 

this business plan.  

National Biodiesel Board (2012) stated the definition of biodiesel as ñthe name of a 

clean burning alternative fuel, produced from domestic, renewable resourcesò. 

Technically, biodiesel is a fuel composed of mono-alkyl esters of long chain fatty acids 

derived from vegetable oils or animal fats (National Renewable Energy Laboratory, 2006).   

Nowadays the variety of new and renewable energy sources increase continuously. 

Some of them gain value in terms of being an economic alternative, others were analyzed and 

everyday new energy sources were discovered. The common feature of most of these energy 

sources are not being a threat for the environment. Biodiesel is one of the newest in this content. 

Biodiesel makes sense in Turkey because Turkeyôs dynamic economy is a complex mix of 

modern industry and commerce, along with a traditional agriculture sector that still accounts 

for more than 35% of employment. Most of the agricultural crops are considered as raw 

material, such as corn, wheat and olives. Turkey is the world's ninth largest wheat and seventh 

cotton producer.  

The focus of this business plan will be marketing the product in order to make it clear 

that biodiesel is an alternative energy source that considers environmental safety. Biodiesel is 

meeting the requirements Turkish Standards TS 14214 which is as same as the European 

Standards EU 14214. This is an effective way to convince community that biodiesel can replace 

petro diesel without any doubt and with all experimented information.  

The benefit of this business plan is to support new local businesses and the creation of 

local jobs and slightly reduced dependence on foreign oil. The ultimate goal of the plan is to 

contribute to building a stronger, more self-sufficient community by way of a community based 

biodiesel production model. A community based biodiesel distribution program benefits local 

economies, from the farmers growing the feedstock to local businesses producing and 

distributing the fuel to the end user. 

 

2. Method  

Successfully making biodiesel is more about understanding the world situation rather than 

getting involved in the process. Making biodiesel can be learned, by studying biology and 

chemistry for three or four days. On the other hand, the world situation, and the global market 

should have been considered. The reason of that is the market is at the beginning of bell-shaped 

curve (Table 1). The biodiesel market is now 35 million liters. In addition to this, biodiesel 

marketing is getting bigger year by year until 2023. After that biodiesel will replacement by 

other technologies such as boron, hydrogen, water, solar or wind power cars. However, the 

main mentality will be the same for all kind of fuels from now on: Clean and renewable energy.  

 

                                                            
7 ¢Ƙƛǎ ǎǘǳŘȅ ǿŀǎ ŘŜǊƛǾŜŘ ŦǊƻƳ ǘƘŜ ǿǊƛǘŜǊΩǎ ƳŀǎǘŜǊ ǘƘŜǎƛǎ ǘƘŀǘ ƴŀƳŜŘ ά.ǳǎƛƴŜǎǎ tƭŀƴ ƻŦ ŀƴ !ŎŎƻǳƴǘƛƴƎ CƛǊƳέΦ ¢ƘŜ 
Academic Adviser was Sharon Ann Wulf (PhD). 
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Table 1: Biodiesel market (Rodrigez R., 2007, slide 20)  

 
 

The first diesel engine was invented by Rudolf Diesel in 1897.  In 1893 Rudolf Diesel 

published his famous paper ñTheory and Construction of a Rational Heat-engine to replace the 

Steam Engine and Combustion Engines Known Today.ò which described his invention as a 

ñcompression ignition engineò that could burn virtually any fuel. Pahl (2008, s. 8) stated that 

ñNow the challenge was to turn his idea into an engine that actually workedò.   

In Turkey first biodiesel engine was tried in 1934. Mustafa Kemal Atat¿rk, the founder 

of the Turkish Republic and its first President, wanted to get rid of oil dependence from outside 

in a state of war. He ordered to use vegetable oil in the agricultural tractors (Alternatif Enerji 

ve Biyodizel ¦reticileri Birliĵi Derneĵi, 2005).  

Biodiesel is a renewable, relatively clean-burning, carbon-neutral fuel that can be 

obtained from a variety of oilseed plants, waste oils, and rendered animal fats (Kempt, 2006). 

According to the regulations issued by the Ministry of Environment and Forestry, 

Republic of Turkey, concerning the control of waste vegetable oils and animal fats, biodiesel is 

defined as follow: ñBiodiesel is a product that results from the reaction of oils extracted from 

oilseed plants such as rapeseed/canola, sunflower, soybean and sunflower or waste vegetable 

oils and animal fats. It needs to mix a short-chain alcohol (methanol or ethanol) with the 

assistance of a catalyst. Its national and international commercial names are ñbiyomotorinò and 

biodiesel, respectively.ò  

 

The Process of Biodiesel 

Bulan (2001) explained the process of making biodiesel which is called transesterification 

comprehensively.  ñIt is the transformation of one type of an ester into another type of ester. 

Transesterification chemically break the molecule of the raw renewable oil into methyl ester   

with glycerol as a by-product.  During transesterification, glycerol is removed from the 

vegetable oil making the oil thick and reduces viscosityò (Bulan, 2001).   
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Figure 1: The Transesterification reaction 

 

 

 

 
    

Figure 2: Biodieselôs chemical content 

 

A typical transesterification procedure follows (Figure 2). A weighed amount of oil is 

charged into a biodiesel reactor. The catalyst is dissolved in alcohol in a small reactor by 

vigorous stirring and then added to the oil. A successful reaction produces two liquid phases: 

the ester found at the upper layer and the crude glycerol which is found in the lower layer. After 

complete settling the glycerol is drained. The catalyst goes with the glycerol. The ester layer is 

washed with water at the rate of 28 percent by volume of the oil with gentle agitation several 

times until the washing is neutral to pH paper or the washing becomes clear. After a gentle 

agitation the solution is allowed to settle. After settling, the aqueous solution is drained. For the 

final washing, water alone is added at 28 percent by volume of oil (Bulan, 2001). 

 

Performance of Biodiesel 

National Biodiesel Board (2012) explained the performance of biodiesel as follows: 

ñSuccessful alternative fuels fulfill environmental and energy security needs without sacrificing 

operating performance. Operationally, biodiesel blends perform very similar to low sulfur 

diesel in terms of power, torque, and fuel without major modification of engines or 

infrastructure. ñ 

¶ Biodiesel offers similar power to diesel fuel. It can be used in existing engines and fuel 

injection equipment with little impact to operating performance. 

¶ Biodiesel can be affected from cold weather.  

¶ Biodiesel has a higher flash point.  

¶ Biodiesel provides significant lubricity improvement over petroleum diesel fuel.  

¶ Biodiesel is compatible with engines.  
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Feedstock 

Biodiesel can be produced a wide range of feedstocks such as, straight vegetable oils (SVO), 

waste vegetable oils (WVO), animal fats, even pond algae (Figure 3). These feedstocks can be 

used individually or blended to produce biodiesel with specific traits. The ability to adapt the 

production process to locally available feedstocks and end-user needs is one of biodiesel's most 

attractive advantages (Pahl, 2008, s. 37).  

  
Figure 3: Biodiesel feedstock 

 

Waste Vegetable Oils and Fats 

According to Kempt (2006, s. 130), waste vegetable oils and fats can be collected directly by 

micro scale biodiesel users, providing them with a low (or no) cost feedstock. The type and 

quality of the WVO used by a given restaurant determines the ease of production as well as the 

quality of the biodiesel.  

However, Kemp claimed that using waste vegetable oils and fats can solve two 

problems: the food processor saves or recycling costs and the producer gain a low -or no- cost 

feedstock. The relative simplicity and low cost of transesterifying WVO into a ñrough-qualityò 

biodiesel have led thousands of people to produce their own fuel this feedstock (Kempt, 2006, 

s. 133).  

 

Straight Vegetable Oils 

ñCommercial biodiesel producers may use the most economic oil feedstock for their location: 

the Canadian prairies may use canola, Americans may concentrate on soybean, and tropical 

regions may use palm oilò (Kempt, 2006, s. 135).  

Kempt (2006) stated that there are three kinds of crops to be source of making biodiesel (Figure 

4). 

 
Figure 1: Straight vegetable oils to make biodiesel 

 

Kleindorfer ve ¥ktem (2007) noted that the Turkish Government provides incentives 

for canola farmers such as tax breaks, subsidies and guarantying the purchase of canola at a 

given price.  
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The Standards of Biodiesel 

Biodiesel has already reached a considerable position on the market. It has become necessary 

to determine the quality requirements for the new fuel by means of a standard in order to allow 

for a free movement of goods. The producers of vehicles and boilers need a standardized quality 

for an approval of their products and for granting guarantees (Prankl ve Worgetter, 1999).  

 

The Biodiesel Standards in the U.S 

National Biodiesel Board (2012) gives the regulation of the biodiesel standards in U.S.  

ñIn the US, the industry organization that defines the consensus on fuels is the American Society 

for Testing and Materials (ASTM). In the case of diesel fuel (and biodiesel), the responsibility 

for setting standards lies within ASTM Committee D02 on Petroleum Products and Lubricants. 

For diesel fuel, the ASTM standard is ASTM D 975. All engine and fuel injection 

manufacturers design their engines around ASTM D 975.ò 

 

The Biodiesel Standards in EU 

Ahmad ve Sue (2005, s. 8) stated that;   

ñThe Biodiesels Directive basically requires member states to increase the use of biodiesels to 

a minimum of 2% of total liquid fuel consumption by 2005 and progressively increase it further 

to 5.75% by 2010. These targets are nonmandatory but require all EU member states to annually 

report their progress on implementation with close monitoring by the EU authorities on the 

levels of achievement in the targets. These targets serve as a strong political signal and indicate 

the determination and commitment of the EU member states to the use of biodiesels. It is 

acknowledged that without tax relief, biodiesels are uncompetitive with conventional fuels. In 

November 2003, after several years of negotiations, the EU finally agreed on a Biodiesel 

Standard, EN14214 CEN for FAME (Fatty Acids Methyl Esters). EN14214 is now the only 

standard applicable to biodiesel in the EU and a recognized reference both for biodiesel 

producers, and for the mineral oil and car industries. This is an important development in terms 

of standardizing technical purity and strengthening product warranty.ò 

 

The Biodiesel Standards in Turkey 

The Turkish standards are similar to EU standards. Kleindorfer ve ¥ktem (2007) said that; 

ñUntil 2003, oil importers have been producing biodiesel and marketing without being 

subjected to any fuel related taxes, such as OTV (¥zel T¿ketim Vergisi ï Special Consumption 

Tax) and KDV (Katma Deger Vergisi ï Value Added Tax). This was made possible by 

presenting biodiesel as an extension of food process in the early days of its production through 

the efforts of an organization that biodiesel producers formed ï ALBIYO (Alternatif Enerji ve 

Biyodizel ¦reticileri Birliĵi). The result was a very cheap, extremely competitive, and 

alternative to regular diesel. In 2003, through a joint public private partnership, the government 

acted on biodiesel free ride issue through Enerji Piyasasē D¿zenleme Kurulu (EPDK) (Energy 

Market Organizing Committee ï a group of independent, non-political individuals appointed 

for 5 years by the government). The trade associations formed by petroleum firms; PETDER, 

ADER, AKADER, PUIS, and TABGIS, jointly worked with EPDK on establishing a biodiesel 

norm. It is called TSEN 14214, based on the EU norm EN 14214. TSEN 14214 took only 7 

parameters out of the 21 in EN 14214 as a ñmustò for the standard.ò 




