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Abstract 

This paper examines the impact of globalization on the operational efficiency of emerging 

market firms by concentrating on the financial outcomes of a firm’s main operations through 

focusing on operating income and cash conversion cycle as well as on their possible causes in 

an emerging market, Turkey. The findings indicate that globalization significantly deteriorates 

the operating income and lengthens the cash conversion cycle of Turkish firms. Besides, 

globalization is found to increase sales of SMEs and decrease sales of large companies 

significantly and the impact on operating income of large companies is observed to be stronger. 

Globalization is also found to lead a softening in Turkish firm’s terms of sales and enable 

Turkish SMEs to benefit from better terms of purchase. 
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1. Introduction 

In the last few decades, the world has gone through a process of increasing interconnectedness 

and interdependence among nations in all aspects of life and through its widespread influences, 

Ardıç (2009) argues that although the term ‘globalization’ is used to refer to a single phenome-

non, it is not a single, unified process. Rather, it covers a wide range of distinct political, eco-

nomic, and cultural trends (Scheuerman 2010). Thus, there is no unified definition of globali-

zation as well. Indeed, as Kefela (2011) deems globalization continues to mean very different 

things to different people. Just to mention a few, Szeman (2003) defines globalization as the 

moment of mass migration, multiculturalism, and cosmopolitanism while Giddens (1990) de-

fines globalization as the intensification of world-wide social relations which link distant local-

ities in such a way that local happenings are shaped by events occurring many miles away and 
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vice versa. According to International Forum on Globalization, it stands for the present world-

wide drive toward a globalized economic system dominated by supranational corporate trade 

and banking institutions that are not accountable to democratic processes or national govern-

ments.  

In line with its extensively wide scope, the process of globalization has been extensively 

researched from a wide spectrum as well. However, the previous literature mainly focus on the 

macro side effects of globalization through concentrating on national economic factors (Dreher 

2006, Rao et al. 2011), entrepreneurship (Vining and De Kluijver 2007), life satisfaction (Hes-

sami 2011) and human welfare (Tsai 2007), unionization (Dreher and Gaston 2007), political 

(Leibrecht et al. 2011) and environmental issues (Lamla 2009), military interstate disputes 

(Choi 2010) etc., or nest the productivity and pass-through literatures spanning industrial or-

ganization, international trade, and international macro (De Loecker and Goldberg 2014)  with 

a dearth on the ultimate financial outcomes of firm level effects. Among the highly limited past 

empirical research in the finance literature, Acheampong et al. (2004) examined the profitability 

adjustment patterns of global firms and tested whether globalization equalizes speeds of prof-

itability adjustment. Their findings suggest no significant country effect in beverage and to-

bacco industry while in food and consumer products industry, speeds of profitability adjustment 

is found to vary across countries. Focusing on US companies, Asiedu and Freeman (2007) re-

port that globalization negatively affects the profitability of the minority-owned firms with no 

significant affect for the white-owned firms. The results of Peltonen et al. (2008) indicate that 

import competition from emerging market economies deteriorates firm profitability in the euro 

area manufacturing sector. In contrast, Georgiou (2011) reports a positive impact of globaliza-

tion on company profitability for Europe. Through focusing on Nigerian Banks, Akinola (2012) 

found that profit before tax is positively influenced by globalization. The findings of Karadagli 

(2012) suggest that firm performance as measured by the return on stock market indices in-

creases with globalization for Emerging 7 Countries; The results of Donadelli and Prosperi 

(2012) indicate that financial and real market openness increase, ex-post, expected excess re-

turns in emerging stock markets; and the results of Haghi et al. (2015) show that economic 

globalization significantly improves stock market index. However, although Karadagli (2013) 

reports a positive impact of globalization on the stock returns, detects a negative impact on 

operating income. In their study, Thoumrungroje and Tansuhaj (2007) also concluded that glob-

alization acts as a two-edged sword that can be both beneficial and detrimental to businesses. 

In a recent study, Mahmutovic et al. (2017) have confirmed earlier findings about the double 

impact of globalization by showing its positive effects on the one hand, and the negative effects 

on the other, on the performance of the companies. 

Given the dearth of past empirical evidence and the contradictory results obtained, how glob-

alization actually affects firms still stays as a puzzle to be solved. Consequently, this research 

aims to investigate the impact of globalization1 on the operational efficiencies of emerging mar-

ket firms by concentrating on Turkish companies. For that purpose, it mainly focuses on the 

question of how globalization affects the financial outcomes of a firm’s main operations in an 

emerging market setting. Although the operational efficiency is the concern of all firms, since 

liquidity burden is among the most prominent obstacles faced by emerging market firms, it can 

                                                 
1 Within the scope of this study, globalization refers to the overall dynamics arising from economic, political and 

social dimensions of globalization, each of which have important consequences in shaping the international 

business environment through providing new opportunities and exposing new threats. Political dimension of 

globalization mainly reflects the degree of political interrelations across the globe while social dimension of 

globalization is based on the spread of ideas, information, images and people. Following the globalization 

definition of De and Pal (2011), economic globalization is referred as the process of opening up of economies to 

the outside world to facilitate trade, reduction in physical and other barriers to increase mobility of goods and 

factors of production. 
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be argued to be more vital for them. Since the assets of most SMEs are in the form of current 

assets (Garcia-Teruel and Martinez-Solano 2007) and as they have fewer alternative sources of 

external finance available which make them more dependent on short term finance in general 

and trade credit in particular (Falope and Ajilore 2009), they will be more vulnerable to working 

capital fluctuations (Padachi 2006). Considering that firm size is generally argued to impact the 

affects of globalization on firm performance (Hsu and Chen 2000), this study is also aimed at 

searching for any potential differences that may prevail between SMEs and large companies. 

Such a distinction is important for several reasons. First of all, SMEs, in general, have compar-

atively limited access to capital markets causing them to operate under a capital burden and 

leading them to rely more heavily on internally generated funds and short term finance. Corre-

spondingly their investment capabilities are relatively weaker and production capacities of their 

assets, sales volumes and market shares are generally limited. Likewise, their negotiation pow-

ers within the supply chains and in marketing activities are lower. Besides, the division of tasks 

is generally not well-defined in SMEs preventing specialization and they usually have deficien-

cies in financial planning. On the other hand, they often have a more dynamic structure and are 

more flexible in adopting technological innovations and inventions. Last but not least they gen-

erally have closer relationships with their customers. Such distinguishing features of SMEs re-

quire a special focus. But despite the fact that globalization has transformed the supply and 

demand conditions across the globe (Tomschik 2015), the overall effect of competition on the 

performance of SMEs is unclear (Asiedu and Freeman 2007) as well. However, since they are 

usually accepted as the driving forces of emerging economies, a deeper understanding of how 

globalization actually affects the performances of SMEs, especially in emerging markets, 

proves to be another critical question. Thus, through seeking answers to the abovementioned 

questions, the main motivation of this research is to explore the firm level effects of globaliza-

tion through focusing on the operational efficiency concerns in an emerging market context. 

   

2. Methods 

Following the aforementioned arguments, the research is designed to investigate the impact of 

globalization on the operating income and cash conversion cycle of Turkish firms as well as 

their possible causes and to search for any potential differences that may prevail between SMEs 

and large companies. The sample consists of 142 Turkish listed companies among which 56 of 

them are SMEs2 according to EU definition. The impact of globalization on the operational 

efficiency of Turkish listed companies are searched for the period of 2001-2010 by using pooled 

panel analysis with annual data through concentrating on the financial outcomes of firm’s op-

erational activities. For this purpose, several dependent variables are employed, specifically 

operating income (OpInc), sales, cost of goods sold (COGS), cash conversion cycle (CCC)3, 

average collection period (ACP), days in inventory (DiI) and average payback period (APP) 

while firm size, financial leverage and GDP growth rate are used as control variables along with 

a dummy variable to account for industrial effects, leaving us with the seven versions of the 

below model: 

                                                 
2 Although the EU definition of a SME is not well-suited to the Turkish economy since those criteria are consid-

erably over scaled for a typical Turkish SME, it still serves as a good proxy due to lack of data combined with the 

reluctance of typical Turkish SMEs in sharing their financial information. However, any potential difference en-

countered based on this distinction can still provide a valuable benchmark in the sense that any cause of such a 

distinction can be expected to be stronger for a typical Turkish SME.       
3 Considering that globalization has not only altered the worldwide demand and supply conditions as well as the 

market shares and competitiveness of firms but also impact their negotiation powers and enable diversifying op-

erations (sales, inputs and production) and financing, globalization is expected to potentially affect the CCC and 

its components, specifically ARP, DiI and APP. 
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 ++++++= indttititti DGDPgrFLSGY 54,3,210,
 (1) 

where Y, G, S, FL and Dind denote dependent variable (specifically natural logarithms of op-

erating income, sales and COGS as well as CCC, ACP, DiI and APP), globalization index, firm 

size, financial leverage and industry dummy respectively. 

Then, the whole sample is divided into two subsamples, specifically the SMEs and the large 

companies, and the first seven models are duplicated by subdividing the globalization index 

(G) variable accordingly to search for any prevailing differences which brings in the additional 

seven versions of the below model: 

 ++++++++= indttitiSMELCtSMEtti DGDPgrFLSDGGY 76,5,43210,
 (2) 

As seven independent variables are used for both Eq. (1) and Eq. (2), finally 14 models are 

reached.  

 

3. Data 

CCC which refers to the length of time from the payment for the purchase of raw materials to 

manufacture a product until the collection of account receivable associated with the sale of the 

product (Besley and Brigham 2005) is calculated by adding the ACP with DiI and subtracting 

the APP where ACP, DiI and APP are computed by multiplying the division of accounts re-

ceivables to sales with 365, multiplying the division of inventory to COGS with 365 and mul-

tiplying the division of accounts payables to COGS with 365, respectively. To control for firm 

size, natural logarithm of total assets is used. Financial debt ratio which is calculated by dividing 

the sum of short and long term borrowing to total assets is used as a proxy for financial leverage 

and GDP growth rate is used to control for fluctuations in the national economic conjuncture. 

To control for the industry effects, two-digit industry codes are assigned to firms based on in-

dustry classification of Borsa Istanbul.  

All the financial data of companies are extracted from Bloomberg, GDP growth rate is 

sourced from IMF database and Turkish globalization index is obtained from KOF Index of 

Globalization which was developed by Dreher (2006), updated by Dreher et al. (2008) and 

provided by Swiss Federal Institute of Technology, Zurich.  

KOF Index of Globalization is a highly comprehensive composite index combining the rel-

evant data on three dimensions that are based on economic, political and social factors. The 

economic dimension of globalization consists of both the actual flows (specifically trade, for-

eign direct investment, portfolio investment and income payments to foreign nationals) and the 

restrictions (specifically hidden import barriers, mean tariff rate, taxes on international trade as 

a percentage of current revenue and capital account restrictions). Political dimension of global-

ization covers the variables of number of embassies in country, number of membership in in-

ternational organizations, number of UN peace missions she participated in and number of trea-

ties she signed with other nations while social dimension of globalization is based on the spread 

of ideas, information, images and people by combining data on personal contacts, information 

flows and cultural proximity. A more detailed explanation of how KOF Indices of Globalization 

are constructed is provided at the website of Swiss Federal Institute of Technology. 

 

4. Results 

The results obtained from the pooled panel analysis of the above models for the whole sample 

(Models 1-7) are provided in Table 1.  
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Table 1. Panel analysis results for the whole sample. 

 Model 1 

(OpInc) 

Model 2 

(Sales) 

Model 3 

(COGS) 

Model 4 

(CCC) 

Model 5 

(ACP) 

Model 6 

(DiI) 

Model 7 

(APP) 

G -0.0376*** 

(-17.0707) 

-0.0021* 

(-1.7338) 

-0.0069*** 

(-4.7422) 

2.6356*** 

(7.2556) 

1.8242*** 

(7.9308) 

1.6879*** 

(8.9308) 

0.8757*** 

(9.7401) 

S 1.0148*** 

(42.6584) 

1.0003*** 

(74.7982) 

1.0182*** 

(65.6995) 

-13.4584*** 

(-3.4929) 

-6.8555*** 

(-2.7136) 

-8.8259*** 

(-4.4036) 

-2.2395** 

(-2.3481) 

FL -0.4237** 

(-2.3890) 

0.1172 

(1.1966) 

0.11572 

(1.3952) 

30.2877 

(1.0832) 

1.6506 

(0.0893) 

59.1125*** 

(4.0578) 

30.1072*** 

(4.348) 

GDPgr -0.0196*** 

(-3.0674) 

0.0021 

(0.5971) 

0.0044 

(1.0778) 

-1.2285 

(-1.2162) 

-1.5198** 

(-2.2681) 

-0.2906 

(-0.5522) 

-0.5789** 

(-2.3147) 

Dind -0.0020 

(-0.5017) 

-0.0022 

(-0.9922) 

-0.0066** 

(-2.4564) 

-0.3324 

(-0.5023) 

-0.4195 

(-1.0078) 

0.5895* 

(1.7091) 

0.5255** 

(3.2027) 

Notes: t-statistics are presented in parentheses; ***,**,* denote statistical significance at 1%, 5% and 10% levels, 

respectively.   
 

The findings of Model 1 indicate that the operating income of Turkish firms deteriorates 

with globalization at 1% significance level. As the results of Models 2 and 3 are considered, 

globalization is found to decrease both sales and COGS of Turkish companies with 10% and 

1% significance levels respectively. On the other hand, globalization is found to significantly 

increase CCC and all its components at 1% significance level indicating that the combined 

effect of globalization on ACP and DiI dominates the shortening effect of APP on CCC. Be-

sides, firm size is found to impact all the dependent variables at 1% significance level. So, to 

get a better understanding on how globalization actually affects firms, any potential difference 

on the impacts of globalization that may prevail between SMEs and large companies are 

searched and the results obtained from the pooled panel analysis for the subsamples of SMEs 

and large companies (Models 8-14) are summarized in Table 2. 

 
Table 2. Panel analysis results for the subsamples of SMEs and large companies 

 Model 8 

(OpInc) 

Model 9 

(Sales) 

Model 10 

(COGS) 

Model 11 

(CCC) 

Model 12 

(ACP) 

Model 13 

(DiI) 

Model 14 

(APP) 

GSME -0.0342*** 

(-11.3042) 

0.0117*** 

(7.0833) 

-0.0079*** 

(3.9250) 

1.4646*** 

(2.6842) 

1.5146*** 

(4.5926) 

0.7326*** 

(2.7442) 

0.7573*** 

(5.9347) 

GLC -0.0876*** 

(-4.6746) 

-0.0319*** 

(-3.3611) 

-0.0155 

(-1.4095) 

7.5914*** 

(2.6841) 

3.2894* 

(1.7420) 

3.6703** 

(2.5060) 

-0.5171 

(-0.7367) 

DSME 3.4422*** 

(-2.7527) 

2.3512*** 

(3.7032) 

0.9603 

(1.3062) 

-365.4972* 

(-1.4952) 

-106.7015 

(-0.8435) 

-158.8236 

(-1.6187) 

91.1897* 

(1.9401) 
S 0.9853*** 

(31.1972) 

0.8655*** 

(49.8422) 

0.8739*** 

(42.6402) 

-2.4325 

(-0.4609) 

-3.9103 

(-1.1301) 

0.3623 

(0.1325) 

-0.9502 

(-0.7266) 
FL -0.4063** 

(-2.2587) 

0.2117** 

(2.2532) 

0.2687** 

(2.4509) 

26.3478 

(0.9356) 

0.3540 

(0.0189) 

53.6566*** 

(3.6764) 

27.6670*** 

(3.9528) 
GDPgr -0.0192*** 

(-3.0076) 

0.0035 

(1.0398) 

0.0060 

(1.5177) 

-1.3088 

(-1.2994) 

-1.5394** 

(-2.2933) 

-0.3818 

(-0.7313) 

-0.6122** 

(-2.4463) 
Dind -0.0030 

(-0.7615) 

-0.0030 

(-1.4210) 

-0.0080*** 

(-3.0955) 

-0.1408 

(-0.2130) 

-0.3903 

(-0.9356) 

0.7111** 

(2.0748) 

0.5133*** 

(3.1218) 

Notes: t-statistics are presented in parentheses; ***,**,* denote statistical significance at 1%, 5% and 10% levels, 

respectively.   

 

As the results given in Table 2 are examined, globalization has statistically significant ad-

verse impact on operating income of both SMEs and large companies at 1% significance level. 

However, with regard to the impact of globalization on sales, the findings provide contradictory 

results for SMEs and large companies. While sales of SMEs are found to increase, sales of large 

companies decrease with globalization at 1% significance levels. So, the significant adverse 
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impact of globalization on sales of Turkish firms reported by the results of Model 2 conducted 

for the whole sample actually reflects the dominance large companies. On the other hand, alt-

hough COGS of both SMEs and large companies decrease as globalization increase, this impact 

is found be statistically significant at 1% significance for SMEs whereas the impact on large 

companies is not significant at conventional levels (prob. 0.1589). When the results reported 

for CCC and its components are considered, globalization significantly increases CCC, ACP, 

DiI and APP of SMEs at 1% significance level. These findings are compatible with those ob-

tained for the whole sample. But, the findings obtained for the large companies indicate that 

although globalization lengthens the CCC, ACP and DiI with 1%, 10% and 5% significance 

levels respectively, APP of large companies, though statistically not significant, seems to 

shorten with globalization. An overall evaluation of the results points that globalization en-

hances the relative competitiveness of SMEs.  

 

5. Concluding remarks 

Through examining the impact of globalization on the operational efficiency of Turkish firms 

and searching for any potential differences that may prevail between the SMEs and the large 

companies, this study contributes to the previous literature in several aspects. First of all, though 

the majority of the previous work mainly addresses the topic subject at macro level, this paper 

concentrates on the effects of globalization on the performance of firms operating under this 

business environment, by using firm level data. In this respect, given the dearth of past empiri-

cal research on the firm level effects of globalization and the contradictory results obtained, 

how globalization actually affects firms still stays as an important puzzle to be solved. Besides, 

although the operational efficiency is the concern of all firms, since liquidity burden is among 

the most prominent obstacles faced by emerging market firms, it can be argued to be more vital 

for them. Yet, to the best of our knowledge, this question has not been addressed before. On the 

other hand, as firm size is generally argued to impact the effects of globalization on firm per-

formance (Hsu and Chen 2000), a deeper understanding of how globalization actually affects 

the performances of SMEs, especially in emerging markets, proves to be another critical ques-

tion. Although globalization has altered the global demand and supply conditions, the net effect 

of competition on the performances of SMEs is highly ambiguous.  

The findings indicate that as Turkey gets more globalized, contrary to what might be ex-

pected, the operating income of Turkish firms deteriorates. So, to get a deeper insight, the im-

pact of globalization on sales and COGS of Turkish firms are also examined. The results point 

that both sales and COGS significantly decrease with globalization, probably due to increased 

competition. This finding provides support for Kaplinsky (2004) who deemed that despite the 

wide diffusion of productive capabilities to developing countries during last several decades, 

the growing importance of global buyers has squeezed both profit margins and incomes for 

developing country producers. On the other hand, when the results obtained for SMEs and large 

companies are considered, although the operating income of large companies is observed to be 

stronger, no difference could be reported on the direction of this effect. Nevertheless, the weaker 

adverse impact obtained for SMEs can be regarded as a partial support for Asiedu and Freeman 

(2007) who argue that the increased product market competition may cause SMEs to reduce 

their price markups or the pressure to survive may speed up the adoption of new technologies 

and thereby enhance the productivity of SMEs. Or, it may stem from the probability that glob-

alization through increasing competition and dampening the operational efficiency of large 

home companies, may enhance the competitiveness of SMEs through reducing the pressure of 

the large companies in the home market accompanied with an increasing ability to expand into 

foreign markets. In fact, as the findings reveal sales of SMEs increase while sales of large com-

panies decrease with globalization providing support for this argument.    Globalization is also 
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found to significantly increase the CCC of Turkish firms. As the components of CCC are con-

sidered, the results signify a positive impact on all the three components of CCC. This indicates 

that although APP of Turkish firms also increase with globalization, since the combined effect 

on ACP and DiI dominates the shortening effect of APP, the CCC of Turkish firms gets longer 

with globalization. Besides, the findings on ACP and APP also imply that globalization enables 

Turkish firms to benefit from better terms of purchase while they seem to soften their terms of 

sales. Although these results obtained for CCC and its components hold for SMEs, the findings 

lack to provide a statistically significant impact on APP of large companies leading to the con-

clusion that the components of working capital of SMEs are more sensitive to globalization. 

Overall, the results indicate that globalization enhances the relative competitiveness of Turkish 

SMEs compared to large Turkish companies.  

These findings are very important for at least three reasons. First of all, SMEs and large 

companies should be investigated separately as the findings obtained for the combined sample 

may seriously be misleading. Next, it seems promising for policy makers to take this fact into 

account and carefully consider which group of firms they want to promote. Finally, considering 

that the industry dummy is found to be statistically significant for both DiI and APP as well as 

for COGS, these results may change considerably among sectors. Hence, future research should 

also focus on the industrial effects of globalization by either concentrating on a single sector or 

providing comparative analysis among different sectors as well. 
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