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Basic Motives For Escapes From Turkish Merchant Flet to Foreign Flags
(Tark Deniz Ticaret Filosunda Yabanci Bayrgga Kacisin Temel Nedenleri)
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Ozet

Ozellikle son on yilda sahibi Tirk olan gemilerimbanci bayrak altinda
calistinimalari giderek artngtir. 1999 yilinda Turk Uluslararasi Gemi Sicili’'nin
olusturulmasi bu kagi durduramamstir. 2007 yilh balarinda Turk Deniz
Ticaret Filosu'nun durumuna bakifinda gemilerin blytk bir kisminin
yabanci bayrak altinda cginldiklari veya Tirk uluslararasi gemi siciline
kayith olduklari gorilmektedir. Tark ulusal sicie kayith gemilerin blyuk
cogunlugu kabotaj hattinda camaktadir. Aratirmanin  amaci  Turk
armatdrlerinin yabanci bayia kacs nedenlerini sorgulamaktir. Bu amacla
yabanci bayrak altinda gemi gallan belli bali armatorlere yoénelik anket
calismasi gercekigirilmistir. Calisma sonunda Turk armatdrlerinin yabanci
bayrak altinda gemi catirmalarinin birinci nedeninin yabanci bagma
sggladigl kolayliklar, ikinci nedeninin ise yabanci bagma sa&ladigl finansal
avantajlar oldgu gordlmigtir. Literatir taramasi sonucunda elde edilen
bulgular da dier tlke armatdrlerinin yabanci bayrak tercih neeeyle, Turk
armatdrlerinin yabanci bayrak tercih nedenleri @des paralelik oldgunu
gOstermektedir.

Anahtar Kelimeler: Kolay bayrak, Acik sicil, Turk Deniz Ticaret Filosu

Abstract

It is observed that most of the ships owned by iBirkhipping companies have
escaped from Turkish merchant fleet to foreign laBuch escapes seem to
have increased even more particularly in the redenade. In order to prevent
the escapes, the Turkish International Ship Rgg{dtSR) was established in
1999, but even so the wants to escape kept goingAoroverall picture of
Turkish merchant fleet taken in 2007 reveals thasthof the fleet have been
flying foreign flags or registered with the TISRydaalso that most of those in
Turkish National Registry have been operated on dhbotage lines. The
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purpose of this research is to examine the acassans that force the Turkish
shipowners to prefer foreign flags. To reach this,aa questionnaire is
conducted through the leading Turkish shipownerte Tresults of the
guestionnaire reveal that the very first and predamt motive attracting the
shipowners is the easineasd the second one is certain financial facilities
provided by foreign flags. The results of the ralavliterature review also
reveal that the basic factors that cause the ownemsany other countries to
prefer foreign flags are similar to those attragtthe Turkish shipowners to
foreign flags.

Key words: Flags of Convenience, Open registers, Turkish keantFleet.

1. Introduction

The prevailing pecularities of the shipping indystould be highlighted into
two: the most convenient to be globalized and tlestropen to competition. It
is composed of a great variety of interest groigisipowners, one of these
groups, are mostly interested in increasing therket shares and keeping up
their competitive positions. To reach these aitmsy tseek the means of paying
less for labor, and taxes and having to comply Wétker rules. States, another
one of the interest groups, mainly aim at havirag fktates related controls
carried out properly and increasing the revenuesutih tax collections.
International shipping organizations, still anotheerest group, primarily try to
get the international regulations to be the prgpienplemented so as to prevent
environmental pollution and provide safety in slmgpactivities.

There are two ways for a ship to fly the flag ohaionality other than
that of her owner: either through a system calleden registers’ wherein the
state of the flag does not enforce any means 6€ulifies for those ships to fly
their flags but who in return gain certain reventiegsugh relatively reasonable
fees for registry and annual tonnage taxes or tiiroa means called
‘international registers’ wherein some states ¢eha ships from other states fly
their flags in return for certain serious advansaffem taxes but keeping the
registery requirements relatively strict. In order maximize their profits,
exploit the cheaper labor and lower tax advantages.avoid flag state controls
as much as possible, shipowners would rather et ships fly the flags of
those states who provide such facilities and easiriehe flags of those nations
ensuring these facilities are called Flags of Caierce (FOCs). Some of the
states whose flags are in this category confinathentages offered within the
limits of bureaucratic and financial issues whilpplging strict rules in
permitting the ships of other states to fly thérgé due to the international
pressures about the compliance with the requiresnéort environment and
safety concerns. On the other hand, however, séihe mewly emerging states
of FOCs still provide generous advantages in rggastd finance-related issues,
regardless of the ages of the ships demanding FOCs.
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2. Historical Background of FOCs
The practice of FOCs dates back to 16 th. cenyythe 20th. century, in order
to overcome certain political and economic diffieed encountered, many of
UK, ltalian, Greek, Irish, and US shipowners haperated their ships with the
flags of various other nations [1]. Sometime betw#ee two World Wars, in
the early 1920s, a treaty was signed between tha B8 Panama which
provided ‘exempting the revenues on shipping frames$’ which resulted in a
rise in ship crew wages. This forced some of thesbiSowners to operate their
ships under Panaman flags. During this period, rSpatually was the first
European state which let their ships fly Panamag, fivhich would enable their
shipowners to cope with high operating costs.,3tik concept FOCs was first
worded in 1948, when ‘International Transport WaoskeFederation’ (ITF)
arranged a campaign through the ‘World Congres€sto against FOCs [2].

In the 1970s, shipping industry experienced certaipredicted changes.
In paralel with the developments in the internaiotrade, new build ship
orders increased, and the ship sizes got enlargedidw of providing
economies of scale. Considering the profits to &ieaeyl in the near future, the
shipowners started to realize their orders by medrieans. In the meantime,
the state subsidies in shipbuilding increased stoastrengthen the national
fleets. By the early 1980s the surplus of shipth#nworld merchant fleet had
increased, freight rates had fallen down and thaisynshipowners had failed to
pay back the loans received. The results of sugkldpments was that most of
the ships changed their owners, being acquiredebiyaio banking and finance
companies. Besides, most of the companies in thandi steel industries who
had operated their own fleets had to sell thejppskb as to reduce their running
costs and had to meet their needs for ships froraineship management
companies with whom the banking and finance congzawho couldn’t operate
the ships they owned also cooperated. On the btoad, the ship management
companies, in order to minimize their operationasts, started getting their
ships to fly the flags of those states who hadbesn so strict in complying
with the international rules. Such practice woulsbamake it easy for these
companies to pay less for labor. And these devebopsneventually turned the
nature of shipping into getting ‘globalized’” whicpreviously had been
recognized as ‘internationalized’[3].

3. Legal Background and International Recognition 8FOCs
According to the definition recognized by ITF, ‘©€s ship is one that flies the
flag of a country other than the country of owngrstRelatively low registry
fees, low or no taxes, and the convenience of gnogilow-waged crew seem
to have encouraged shipowners to have their slyiplsef FOCs [4].

According to Article 91 of United Nation Convemtion the Law of the
Sea, 1982 (UNCLOS, 1982), ‘there has got to beaalmek between the ship
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and the flag state’ [5]. Despite this, still, FOGave kept their sound and
predominant place in international shipping.

In 1959 at the first General Assembly of the IrB@vernmental
Maritime Consultative Organization (IMCO) there epped a discrepancy on
the selection of eight states to be designated &vitivhe Safety Committe
(MSC). In accordance with the foundation principtésthis organization, the
eight members from those states whose mercharis fleere the biggest in
tonnage were elected from such states as the UAUK, Norway, Japan,
Italy, the Netherlands, France, and West Germaiberla, who had the third
biggest tonnage in the world merchant fleet and~téw@ama, who had the eighth
biggest, objected to the election, claiming thatytlshould have been elected
instead of France and West Germany respectivelg. Hiropean shipowners
claimed that the objection was unacceptable a® twas no real link between
the ships of the Liberian and Panama fleet ana flagj states, while the USA
and India favored Liberia’'s and Panama’s objectidine issue then was taken
up to the International Court of Justice, whileefigf the court members voted
against the Liberia’s and Panama’s objections, woted in favor of them, and
hence the FOCs were recognized in terms of intiemetlaws [6].

According to Desombre, the powerful states invdlirethe international
shipping can prevent FOCs if they want to. Suckestahowever, favor such
practises, while raising the environment and salfetits to certain extents, as
the benefits of lesser costly shipping would refler their citizens as well.
Besides, the citizens of these powerful statemateso willing to pay more to
prevent any environmental hazards likely to haremthin any far future [7].

4. FOCs at Present

ITF has recognized 32 states acting as FOCs. Arttiaghumber of states are
there not only open registers but also internatioegisters [8]. United Nations
Conference on Trade and Development’'s (UNCTAD) refar 2006 taking
into account the ships of and over 1000 grt revials 414 896 000 dwt of the
whole 960 000 000 dwt of the word merchant flees wze total fleet of the
FOCs covering 12 states, and almost 184 821 000adivthe whole world
merchant fleet constituted the fleet of internagioregisters. Besides, only 5 %
of the ships registered with the FOCs were ownetheystates of these flags.

Table 1 illustrates the total dwt of the shipsiseagyed with the open and
international ship registers as per 1 January 2006.

Table 1.

Open and International Ship Registers, Jan.01,2006
Ship registers dwt (1.000)
SiX major open registers 391172
Six minor open registers 23724
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Eight international registers 184 821
Total 599 717
Source: UNCTAD,2006.p. 34-36 compiled by author.

The data analysed on 1 January 2006, makes it #laalPanama, Liberia and
Bahamas had the first three biggest shares in @iheototal tonnage of the
FOCs; Singapore, Hong Kong, and the Marshall Idacaptured the first three
biggest shares in the tonnage of the internatimwasters [9]. Regardless of the
flags flewn, and considering only the ownerships, first five biggest shares in
the world Merchant fleet belong to Japan, Greeaxmany, China, and the
USA, as can be seen in Table 2 [10].

The data covering 2006 also reveal that 85 % padese fleet flying
foreign flags prefered Panama’s flag; the Greelpmliners operating their
ships under open registers prefered Malta's andryp the 31 % of the
German shipowners whose ships fly foreign flagsfepesl Liberia’'s, 12 %
chose the Marshall Islands’, 11.6 % chose Antigug Rarbuda’s, and 8.7 %
prefered Cyprus’; the 31.5 % of the US shipownelose ships fly foreign
flags prefered the Marshall Islands’ and 19.3 %heim prefered the Bahamas’
flag [11]. The percentages mentioned stand for uhkies for the leading
countries of flags of convenience; for the othbmsyever, no specific rates are
included.

Table 2.
Merchant Fleets of Top Five Countries in Terms of lte Nationality of the
Owner, Oct.01,2006

Owner state GT (1000) % of Foreign flag GT (1000)
Japan 94 576 87.61

Greece 89 386 64

Germany 54 966 79.75

China 41 567 47.57

USA 32 286 73.34

Total 312 781

World total 672 547

Source: Danish Shipping Figures, November, 2008;7p. ~ Percentages were
calculated by author.

4.1. The Performance of the Open Register States Rort State Controls
According to the updated list issued by Paris Btate Control Organization as
per October 2006 demostrating the performans gisflane of leading open
registers, Liberia, takes place in white list, amgbther well known open
register flag, Panama, takes place in the grey{12}f Table 3 illustrates the
achievement of 12 open register and eight intesnatiregisters listed in the
UNCTAD 2006 report.
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Particularly the performance of Liberia, who iag#d in the white list, is
striking. Having signed contracts with certain imionally recognized
security experts to train the security inspectonpleyed at their fleet, Liberia
considers doing the same thing for such issues nésrnhtional Safety
Management Code as well as the other quality-relédsues [13]. Another
striking achievement is observed with Malta and i@gpboth of whom have
Table 3.

Performance of Open Registers and International Rgsters at Paris MOU
Zone (October, 2006)

Performance | Open registers International
registers

Black List St. Vincent & the Grenadines

Grey List Panama, Vanuatu

White List Liberia, Bahamas, Malta, Singapore, NIS, Hong
Cyprus, Bermuda, Kong,
Antigua.&Barbuda Marshall Islands,

Cayman Islands, Luxembourg Netherlands Antilles,
Gibraltar Isle of Man

Source:UNCDAT, 2006. Review of Maritime Transpq36.Paris MOU.2006
Black- Grey-White Lists.

* French Antartic Territory and Danish Internatibi@&hip Registery were not
shown separately on Paris Mou List.

increased their performance following their joinitige European Union (EU)
and eventually risen up to the white list.

5. The Attitudes of Nations Towards Flags of Conveéance

One of the factors affecting the attitudes of maiotowards flags of
convenience seem to be the manning costs. Herlgeg ta look at the recent
market of world seafarers manpower could help tocgetain ideas about this
issue. The “Seafarers Manpower Report” issued 0620rough a cooperation
between BIMCO/ISF (The Baltic International MarignCouncil/ International
Shipping Federation) and Warwick University revetlle following items of
significance: The shortage in the world for quatifiofficers being 10 000
which corresponds to 2 % of all the officers emplibythe redundancy in the
crew being recorded as 135 000. As far as the wagesoncerned, considering
the monthly pay for an Indian Chief Officer 100abasis; a Norwegian Chief
Officer's being 191, a Chinese Chief Officer's &#kewise a Norwegian able
seamen’s monthly pay is 269 whereas a Chinese sddgnen’s is 81,
considering the monthly pay for an Indian able seani00 as a basis. As the
report reveals, there exist considerable differerinethe wages based on the
nationalities [14].
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Taking into account the wages, taxes, and cedtiar costs incurred to
meet the requirements of the relevant internati@oalventions as well as to
survive against the severe competition in the wahdpping industry, a
thorough analysis of the shipping policies employgdnations points to the
fact that while some nations take certain measturggevent the escapes from
their merchant fleet to foreign flags and to proentiteir competitive powers,
some other nations prefer liberalization and erageitheir shipowners to enjoy
benefits of flag of convenience.

The attitudes of certain nations as well as intéonal unions of great
significance and prominent roles in the overaleinational politics could be
highlighted as follows:

» European Union: Published two Community guidlioesState aid to
maritime transport, in 1989 and 1997, aiming tovpre: the escapes to flags of
convenience, which accelerated in the merchantsfleé the member states
particularly in 1970s and 1980s. The second ofettgggdelines, published in
1997, introduced second registers and “tonnage titexasystem”. This
guideline, of 1997, enforced the shipping compagi@$s of whose ships fly
the flags of member states to pay tonnage taxgmrakess of their profits.
Despite having slowed down the escapes to foréags fto a certain extent, the
measures such as financial facilities, promotingritmae education and
training, and encouraging to employ the EU membege<itizens on board the
ships could not bring firm and effective solutianthe problem. The failure in
this issue can clearly be seen through the figime$able 2 revealing the
number of the ships from merchant fleets of two dngnt member states,
Germany and Greece, flying foreign flags [15].

e The USA: As the overall policy adopted by USAelimany other
developed countries, focused more on the free mertvof goods through the
globalized merchant trade than the tonnages of theichant fleets, its tonnage
which used to fly the home flag got reduced mord amore, and despite
cabotage protection provided through the Jones tAet American shipowners
started to prefer to operate their ships with fgmeflags [16].

e Canada: Shipping activities in Canada have bdmndiized and no
state incentives are provided for this sector [17].

e China : Certain incentives are provided with thm af improving the
merchant fleet. The delivery terms CIF is practigadexport, and FOB in
imports; and certain measures are practiced toueage their international
maritime transports to be carried out with theitiorveal flag [18].

6. An Evoluation on Turkish Merchant Fleet: ThePast and Present
The critical decision made by the Turkish governtram January 24, 1980 to
restructure the Turkish economy introduced lib¢iizato the foreign trade,
which increased the Turkish foreign trade volumad dhis increase was
reflected to the tonnage of the Turkish MerchaeeElAs a consequence of this
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favorable reflection, the fleet which was 1 900 @@ in 1980 [19] kept rising
gradually and reached 7 295 000 grt by October0D62including the ships
flying foreign flags, and with this rise, it wasapked on the 18th row in the
world merchant fleet [20]. The similar increase waserved with the ratio of
the ships in the Turkish Merchant fleet flying figre flags. In the recent ten
years, this ratio which was 1.18 % in 1997 rosaaf33.98 % by January 1,
2006 [21]. Table 4 illustrates the dwt figures a@hd increase of the foreign
flags ratio in the Turkish Merchant fleet in theeat ten years.

Table 4.

Turkish Merchant Fleet Between Jan.01,1997 and Jadl,2006 (Vessel
1000grt and Over)

Year | Rank National flag| Foreign flag Total % of
(dwi) (dwi) (dwi) Foreign
flag
1997 19 8 997 546 107 859 9 105 405 1.18
1998 19 9 045 847 365 870 9411717 3.89
1999 18 8 595 095 706 575 9 301 670 7.60
2000 18 8 793 721 843 505 9 637 226 8.75
2001 18 7 767 491 1 062 064 8 829 5b5 12.08
2002 18 7 762 415 1516 449 9 278 864 16.34
2003 17 7 252 197 1684 970 8 937 167 18.8p
2004 19 6 471 308 2210 446 8 681 7b4 25.4p
2005 20 6 196 000 2 572 000 8 768 000 29.33
2006 20 6 793 000 3497 000 10 290 000 33.98

Source: UNCTAD, Review of Maritime Transport, 198066. (compiled by
autho)

6.1. The Legislative Steps Taken to Improve TurkistMerchant Fleet
Providing incentives to improve the Turkish MerchBleet dates back to 1963,
when the era of planned development initiated [B2]this part, the incentive
facilitating acts up to date will be briefed.

6.1.1. The Act Aiming to Improve the Turkish Merchant Fleet

Act no 2581 was passed in 19&3]. With this act, the customs tax was nulled
for the ships built or purchased from abroad, dreditnports of any equipment
used in shipbuilding at home. The application ab thct brought about a
considerable improvement in the Turkish MerchaeeElwhich increased from
1 900 000 dwt in 1980 up to 6 046 863 in 1984 [2@Espite various
ammendments made, this act has survived up torésept with the main body.
became possible for the equipment to be used éoships built at home and for
the ships imported, provided that they are new.[25]
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6.1.2. The Act on The Turkish International Ship Reistry

Act no 4490 was issued in the Official Gazetteeedddecember 21, 1999 and
was put into effect onward the same day [26]. Tdwetents of significance are
as follows:

eThe individuals resident in Turkey, regardless kit nationality, and
the companies established in Turkey in compliangé tine relevant Turkish
regulations can register their ships under the iSbrkaternational Ship Registry
(TISR).

e During the registery of ships, a total fee of UBIDO00 and USD 1 for
each net ton is charged.

e USD 1 per each net ton shall be charged annually.

e The ships registered under the Turkish Lloyd spail the registry fee
and the annual charges at a 50 % reduction.

e The revenues gained from the operation, saleramister of the ships
registered under TISR are exempted from all sdrtaxes and fees.

e The earnings of the crew employed on board thessheing operated
under the TISR are exempted from any means of @ixtes.

e On board a ship whose owner is a foreigner theanasto be Turkish.

e On board a ship whose owner is a Turkish the maste 51 % of the
crew is also to be Turkish.

e The social insurance premium deduction for thekiBhr crew is to be
met by shipowner. If the foreign crew are under timbrella of any social
insurance organization in their states, no premdeduction for their social
insurance is in question.

6.1.3. The Turkish Corporate Income Tax Act
According to the most recent act put into effectlime 2006 [27], Article 5
shall involve those Turkish shipowners whose sfijpforeign flags as the head
office of their companies are legally reported o lbcated abroad while the
ship management offices are reported to be in Wir&ed as they are declared
to be organizations operating one single ship eabtis Article clarifies the
terms that are used to exempt the revenues ofitartenpanies from being
taxed. According to the specifications of this &lgi the following companies
are exempted from being taxed:

The corporates or limited companies whose offigidéclared offices are
not in Turkey provided that

* the capital of the Turkish partners amount teeast 10 % of the capital
of the company abroad,

« the profits of the companies with head officesoaldrare taxed at least
15 % in their home states,

* the profits of the Turkish partner, gained throtigh sales of the stocks
abroad, provided that such profits are kept in fandt least two years.
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Nevertheless, Stopford’'s viewpoint running as teneral the only
companies that pay taxes are those who have soeefisgpeasons for doing
so’ [28] is still true all over the world includinfurkey as well.

7. The Motives Attracting Turkish Shipowners to Forign Flags
This part of the study is devoted to a researcimexag the reasons why the
Turkish shipowners would rather have their shipddreign flags than Turkish.

7.1. The Aim and Extent of the Research
The basic aim of the research is to determine #msans forcing and
encouraging Turkish shipowners to operate thepsshinder foreign flags. Still
another aim is to list the causes in accordanck thi¢ responses gained from
the participants, the leading Turkish shipownergheir represantatives, and to
evaluate them and comment on them, which could $@ige the problem.
Having determined the prevalent causes for thapescin the Turkish
merchant fleet to foreign flags, the research aistudes a thorough literature
review to analyze the basic causes attracting thicimant fleets of some other
leading nations to foreign flags. An eventual corigman is expected to reveal
certain basic common points in such escapes anéerpnees. Such a
comparison is thought to be important in terms miviging more meaningful
evaluations.

7.2.Conceptual Model of the Research

Conceptual model of the research can be seen urd~iy The overall target

aimed through the conceptual model is to find dwet &ctual causes for the
Turkish merchant fleet to escape to foreign flags.reach this aim, a data
collecting instrument was formed through reviewthg relavent literature and

fulfilling certain face-to-face interviews. Then kiiag use of the data collected,
a questionnaire was formed and sent to samplingpgréhe responses received
were analyzed and commented on.
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Comments and conclusions

Figure 1. Model of the Study

7.3. The Methodology of the Research
The steps of the research, which is indicated abovEigure 1, comprises
preparing the data collecting instrument, sampteogh and data analysis.

7.3.1. Preparing of the Data Collecting Instrument

The research was carried out through a questianBiior to preparing the

questionnaire, however, the relevant literature wgasutinized, qualitative

research aimed face-to-face interviews were dedigamd the author

interviewed the top managers of the folamir-based ship management
companies whose ships fly foreign flags. Followithge completion of the

questionnaire items, the fleet managers of twomhgpcompanies were asked
to evaluate and comment on the questions to balaske

7.3.1.1 The Contents of the Questionnaire

Based on the data collected through the literatakgew and interviews, a
questionnaire covering 15 questions was preparddsiikert skalas as (1) ‘I

strongly disagree’ and (5) ‘I absolutely agree’rdugh the questionnaire items,
the reasons for escaping to foreign flags were topre=d. The statements
representing the causes for the Turkish shipowtemscape to foreign flags
used in the questionnaire are as follows:

(1) The ships flying Turkish flag are the targets tog port state controls

abroad.

According to the list updated as per October 10062by The Paris
Momerandum of Understanding on Port State Conati€ MOU), the Turkish
flagged ships are placed in the black list takilag@ among the mid risky flags,
which makes the ships flying Turkish flag a tarfmt the port state controls
abroad [29].
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(2) The projects for the Turkish flaged ships encoumtificulties in

receiving credits.

The banks in Turkey are not readily willing to deloans to the shipping
industry. Likewise, foreign banks (banks abroad) atso reluctant to lend
credits for the ships flying Turkish flag.

(3) The wages of the crew, insurance pay, andstiorethe Turkish flaged
ships are too high.

(4) The number of the crew to be employed reguiineTurkish Manning
Certificate on board the ships flying Turkish figagoo high.

(5) There are too many bureaucratic obstaclesawiging foreign crew
for the ships operated under TISR.

Although the ships operated under TISR are alloteemploy crew
other than Turkish to a certain extent, there exisio many bureaucratic
difficulties in providing visas and work permitsrfeuch crew.

(6) The Turkish flagged ships have to pay valudeddtaxes (VAT) for
the expenses incurred for repairs at shipyards.

The ships flying Turkish flag are obliged to paghhamounts of VAT for
the repair for spare parts and equipment used ipyasis. Although labor
expenses are exempted from this obligation, itedilises the repair expenses to
increase to a great extent.

(7) Shipowners suffer from certain difficultiesntering the sales and
export of their ships operated under TISR.

Although according to the act concerning TISR, shigps operated under
this register are exempted from any means of fe¢axes during their sales or
transfers, 0.05 % of the sale amount has got tgpdid to the Exporters’
Association and the permission of the Undersedegtef Treasury and Foreign
Trade has got to be received prior to any sales.

(8) The level of ship depreciation determined g Ministry of Finance
for the ships flying Turkish flag is too low.

Due to such low depreciations, shipowners areabt# to make use of
such an important source which otherwise could faroonsiderable amount of
the overall expenses declared.

(9) The corporate income taxes in Turkey are igh.h

The shipowners whose ships fly Turkish flag has tgopay 34 % of
(effective tax ratio) his/her revenues as income .téAlthough the recently
adopted act for corporation taxes has decrease@ftbetive tax ratio to be
charged from 44 % to 34 % it, at the same time,hdsan end to invesment
reduction exempts. Consequently, in case of a ineastment made by the
company, the effective tax to be charged has dgtbaken decreased by 0.4
only and hence the overall tax charged has beeealsed from 34.4 % to 34 %
[30].

(10) Flying foreign flags provide certain advamsgand bureaucratic
facilities.
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The ships flying foreign flags enjoy the advantaged facilities provided
in such issues as renewing the certificates ofsshpwell as crew while the
ships flying Turkish flag can not.

(11) Turkish Commercial Code enforces the stockscerning the
shipping compannies to be issued to names.

According to Turkish Commercial Code, in order fhie companies
operating Turkish flagged ships to be regarded ibrkompanies, at least 51 %
of the stocks of such companies have got to beloAgirkish citiziens and they
also have got to be issued to names. Such a mrantges it difficult for the
stocks of the shipping companies to be negotiatelda market [31].

(12) The exlusive exemption of the Turkish flagghips from corporate
income taxes based on the relevant incentive watiE has been withdrawn.

The new Turkish Corporate Income Tax Act, whiclsygat into effect in
2006, has withdrawn the exemption through incentedificates from being
taxed [32].

(23) The ships flying Turkish flag suffer from teds inspections by the
Administration prior to leaving for abroad.

Considering the frequent failure encountered leyTbrkish flagged ships
at the port state controls in the Paris MOU regtbe, Turkish Prime Ministry
Undersecretary of Maritime Affairs has started sidone 2004 presurveys on
these ships to determine the deficiencies and tieara corrected before sailing
abroad [33].

(14) There have been difficulties in finding Twkiship engine and deck
officers for the ships flying Turkish flag.

The two-year vocational higher school or four-yaaiversity graduates
who eventually become deck or engine officers,roftg to find jobs on land
after having worked on ships for a short periodtfesemployment facilities on
land at the shipping industry in Turkey have ineezh even more in recent
years, it has become more difficult to find Turkéhip officers.

(15) FOCs states are not too strict in makingdhigs flying their flags
comply with the safety-environmental protectionuiegments.

7.3.2. Sampling Procedure

The elements of the population of the research thee Turkish shipping
companies whose ships fly foreign flags, and thapsiag units being all the
Turkish shipping companies who operate in Turkepsshinder foreign flags.
The extents of the research comprise the Turkigiogmers. The research was
carried out on Feb.02, 2007 through Apr.01, 200%otligh the research, a full
list of the shipping companies operating ships uifoleign flags was carefully
prepared to form the population, and all of the pames included in the list
were reached. Therefore, the population aimed lamdampling units are equal
to each other. Besides, the sampling proceduréhefstudy, nonprobability
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sampling procedure, is thought to be compliant wlith concept of judgment
sampling[34].

7.3.3. Data Analysis Method

The data gained through the questionnaire was a&teaduby using Statistical
Package for the Social Sciences (SPSS-11). The snefathe responses was
gained; listed in a series from the lowest meathéochighest, and supplemented
by defining explanations.

General information was gathered from various sesiincluding internet
about the Turkish shipowners whose ships fly fardiiggs. The information
collected comprised certain key points about ndy dme companies but also
their ships operated under foreign registers. Altof 48 companies were
determined and all of them were sent the questicesahrough internet and
were asked to complete them. 24 of the compansgsoreled to the request.
The questions asked in the questionnaire, in anfdit the ones specified in
7.3.1.1., aimed to gather some further informatibout the company structure,
management office; the position, sea experienat campetency of the person
answering the questionnaire; the types, tonnage, g, and the classification
societies of the ships owned by the company.

7.4. Results of Research

While analysing the results of the research, firstprofile of the sample group
is studied, then the means of the responses tquéstions asked through the
questionnaire are considered and commented on.

7.4.1. The Profile of Companies which Operate Shigdnder Foreign Flags
The total number of the ships owned by the comattiat have responded is
81 and the total tonnage is 2 222 324 dwt. As thal tonnage of the ships
owned by Turkish shipowners but flying foreign #ags 3 497 000 dwt
according to the UNCTAD 2006 report, the samplem@red are thought to be
adequate in terms of tonnage [35].

As for the types of the ships included in samplingerms of number and
tonnage, by a majority they are general cargo apddlk cargo carriers. This
result is attributed to the fact that the quest@res sent to the companies that
own container fleets have not been responded.lelieved that the choice of
foreign flags should not differ greatly based oip sipes.

As can be seen in Table 5, of the shipping congsanvho have
responded the questionnaire, 10 corporate, 14€eni20 have management
offices inistanbul and four in 1zmir.
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Table 5.
Profile of Companies.

Types of | Frequ. % Location | Frequ. %
Company

Corporation 10 41.7 Izmir 4 16.7
Limited company 14 58.3 Istanbul 20 83.3

The information about the questionnaire responiddrsefed in table 6.

Table 6.
Profile of Responders
Function Frequ. % Proficiency Frequ. %

Accounting manager 1 4.2 Radio officer 1 4.2
Deck superintendent 1 4.2 Unlimited chf.off. 2 8.3
Assistant manager 4 16.7 | Master 3 12.5
Operation manager 8 33.3 | No proficiency 7 29.2
Crewing manager 10 41.7 | Unlimited master 11 45.8

An overall examination of the Turkish ships flyifmyeign flags reveals
that particularly the well-established (institutédized) shipping companies
prefer to employ Turkish officers and crew; whilenge do so to a certain
extent, still some totally prefer to employ perseinfrom abroad. Of the 81
ships owned by a total 24 responders, 32 fly Mdlidg; St.Vincent and
Grenadines and Marshall Islans flags take the skcand third row
respectively. Table 7 illustrates the nationalitéshe crew and flags flown by
the Turkish ships flying foreign flags.

The types and the ages of the ships involvederré¢isarch and owned by
the companies who responded the questionnairedieated in table 8. As can
be seen in the table, 55.6 % of the Turkish sHipsd foreign flags are over 20
years of age.

The performance of the classification societiesennehich the Turkish
ships flying foreign flags registered are as fokpvaccording to the recent
three-year performance listed in 2006 by Paris M@iternational Register of
Shipping (IRS): very low; Hellenic Register of Spipg (HRS), and
International Naval Survey Bureau (INSB) :low; amdrkish Lloyd (TL) :
middle. The three-year performance of the othessctcieties under which the
Turkish ships flying foreign flags are registerad high [36]. Table 9 illustrates
the class societies under which the Turkish shipmd foreign flags are
registered.
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Table 7.
Crew Nationality and Flag of Turkish-Owned Sships

Nationality of Frequ. % Flag of Ships Frequ. %
Crew
FJO®-FC* 1 4.2 | Comoros 1 1.2
FSO# 2 8.3 | Jamaika 1 1.2
Turkish.owned Slovakia 2 2.5
Fcc 2 8.3 | Bahamas 2 2.5
FSO-FC 4 16.7 | Georgia 3 3.7
FSO-FJO-FC 5 20.8 | Liberia 5 6.2
Turkish® 10 41.7 | Panama 9 11.1
Marshall Islands
St.Vincent and 12 14.8
Grenadines
Malta 14 17.3
32 39.5
*1 Foreign junior officers. * Turkish crew and officers

*2 Foreign crew.

*3 Foreign senior officers

*4 Crew and officers areTurkish but they have foreiprtificates of
competency.

Table 8.
Types and Ages of Turkish-Owned Foreign Flag Vessel
Types of Ships Frequ. % Ages of | Frequ. %
ships
Veg.O/Wine 1 1.2 0-5 23 28.4
Tanker 1 1.2 5-10 8 9.9
Ro-Ro Passanger 1 1.2 10-15 2 2.5
Multipurpose 1 1.2 15-20 3 3.7
Container 7 8.6 20-30 25 30.9
Chemical Tanker 3 3.7 | 30-more 20 24.7
Ro-Ro/Heavy Lift 9 11.1
Oil Tanker 24 29.6
Bulk Carrier 34 42.0
General Cargo
Table 9.
Classification Societies to which Turkish-Owned Fagign Flag Vessels are
Registered
Classification Frequency Percent
Societies
GL 1 1.2
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RMRS
UK.Register
HSR
IRS
ABS
LR

TL
INSB
RINA
DNV
NK
BV

[ =Y
HERoooabbdONN

2.5
2.5
2.5
25
4.9
6.2
7.4
7.4
9.9
14.8
17.3
21.0

7.4.2. Comments on flagging out
The order of the responses based on the meandsrélraithe primary reason
for Turkish shipowners whose ships fly foreign 8ag the bureaucratic
facilities provided by foreign flags (table 10). lpractice, this is indeed
meaningful and reasonable as utilizing the burediecifacilities takes the
primary role in the choice of companies, not omlyfurkey but also all over the
world, that are well established with sound repaitatA spesific example worth
of mentioning with respect to this priority appehuring the interviews prior
to forming the questionnaire: The company managave an interesting

Table 10.

Means of the variables

variables | n minimum | maximum | mean | std.deviation| variance
VAR15 |24 1.00 5.00 2.4167 1.41165 1.993
VAR11 |24 1.00 5.00 3.1250 1.03472 0.071
VARS8 24 2.00 5.00 3.1667 0.76139 0.580
VAR4 24 1.00 5.00 3.2917 1.39811 1.955
VAR2 24 1.00 5.00 3.3750 1.20911 1.462
VAR12 |24 2.00 5.00 3.3750 0.71094 0.505
VAR7 24 1.00 5.00 3.5833 0.97431 0.949
VAR9 24 1.00 5.00 3.5833 1.13890 1.297
VAR1 24 1.00 5.00 3.6250 1.13492 1.288
VAR14 |24 1.00 5.00 3.6250 1.40844 1.984
VAR13 |24 1.00 5.00 3.6667 1.37261 1.884
VARG 24 2.00 5.00 3.7500 0.84699 0.717
VAR3 24 2.00 5.00 3.7917 0.93153 0.868
VAR5 24 1.00 5.00 3.9583 1.19707 1.433
VAR10 |24 1.00 5.00 4.3750 0.92372 0.853

VAR15 FOCs states are not too strict about the tga&evironmental

protection
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VAR11 Turkish shipping companies stocks to be iddnenames.
VARS8 The level of Turkish ship depreciation i® tow.

VAR4 Turkish Manning Certificate requirement flginTurkish flag is tog
high.

VAR2 Turkish flagged ships encounter difficultiasreceiving credits.
VAR12 The tax exemption of the incentive certifeclias been withdrawn.
VAR7 Owners encounter difficulties in the sales shfips operated under
TISR.

VAR9 The corporate income taxes in Turkey arehigi.
VAR1 The Turkish flagged ships are the targetstfar port state controls
abroad.

VAR14 The difficulties in finding Turkish officers
VAR13 The Turkish flagged ships suffer from tediomspections by the
administration prior to leaving for abroad.
VAR6 The Turkish flagged ships have to pay valddeal taxes (VAT) for the
expenses incurred for repairs at shipyards.
VARS3 The wages of the crew, insurance pay, andstéxethe Turkish flaged
ships are too high.
VAR5 There are too many bureaucratic obstaclgsraviding foreign crew
for the ships operated under TISR.

VAR10 Foreign flags provide certain advantagestaum@aucratic facilities.

example for such a bureaucratic ease: the crevhefships flying Marshall
Islands’ flag were not required to take visa durihgir call to the USA ports
and such ships are allowed to carry empty contaiagrong the USA ports.

Another interesting example given by another camgpaanager: When
the five-year period of the Standards of TraininGertification and
Watchkeeping (STCW) certificate of any one of thewcworking on board a
Turkish ship expires, that crew has got to retwnTurkey to renew the
certificate. When such a need arises on a shipglgi foreign flag, on the other
hand the expired certificate can be renewed thraggtain refreshing training
provided by the master of the ship. Variables 10 five with the two higest
means are both related with the bureaucratic esbenarass.

Following the bureaucratic ease, financial issa&e the second primary
role in the choice of the shipowners, as can be séth the means of variables
three and six. Within the operating costs of thpmhg companies, crew wages
covers one of the biggest parts, with 32 % [37].

The picture observed with the Turkish ships flyfogeign flags regarding
this particular issue looks rather different thoudte well-established and
institutionalized companies, as declared duringnnéws, prefer to employ
Turkish crew, pay them satisfactory wages, and nteetrequired insurance
fees on the actual wages paid. Concerning the wagéas the mid-sized
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companies whose ships call the ports of develomaohtdes and of Europe
declared during the interviews that they were aliousign agreements with
ITF. Thus, the crew of such companies are thoughbe granted certain
advantages. It is also believed that the compagristing their crew wage and
insurance advantages are small-sized companiesewsiogs call the ports of
those countries where the port state controls atesa strict and ITF is not
organized.

The variable with the lowest mean is 15. Mosthaf $hipping companies
involved in this research do not agree on the tthleah ‘FOCs states are not so
strict in the compliance of the ships under thegisters with the requirements
concerning safety-environment protection’. That einational Maritime
Organization (IMO) and the developed countries quée sensitive in full
compliance with safety and environment protectiequirements has recently
forced the FOCs states to raise their standardzdeg these issues. A good
example proving this fact is the recent three-ygenformance list issued by
Paris MOU, where such flags as Malta, Liberia, Malisislands, Bermuda,
Bahamas, Antigua and Barbuda, Barbados, and Cajsteards have appeared
in the white list. And except a few shipping comiga whose ships do not call
the ports of the developed countries including parand the USA, most of the
Turkish shipowners seem to have chosen the registetler which they can
carry on trade and the prestigious classificatmrieties.

Although variable two concerning ‘the difficultieencountered in
providing loans for the project of ships flying kigh flag’ was often talked
about during the interviews prior to the questiormdormation and it often
appears in the relevant literature as one of timagoy causes for escaping to
foreign flags, it unexpectedly gained lower scomenieans. This could be
attributed to the fact that those well-establistet well-known Turkish
shipping companies do not at present encounter sanipus difficulties in
providing loans, and the ones that suffer suchoalpm are the small-scale or
middle-scale shipping companies. Besides, thatbbgitwo has a high standard
deviation could mean that the views on this paldicissue widely differ.

Conclusion

This study aimed to examine the reasons why th&iJushipowners prefer to
have their ships fly foreign flags, which has béeran increase in the last
decade. To do this the relevant literature wasufiinty examined and a
guestionnaire was perepared following certain iésvs made by the leading
shipping companies located immir whose ships fly foreign flags. The overall
evaluation of the results gained through the resg®no the questionnaire
reveals that the primary reason why the Turkisip@liners would sooner that
their ships fly foreign flags is the bureaucrascifities provided by these flags
and the second basic reason is the financial adgastforeign flags grant.
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Following the 1970s when oil crisis broke out,ta&r ease in providing
cheap manpower due to the globalization movements dccelerated the
decrease in the Merchant fleets of the traditiamakitime nations. Making
good use of this advantage of providing cheap marpothe developing
nations have promoted their Merchant fleets withiows incentives; the
developed nations, on the other hand, have triedetease their operation
costs by operating their ships under foreign flsgss to keep their competitive
powers.

A comparison between the data collected throughrétevant literature
review and the overall findings of this researchesds a similarity in the
reasons why the Turkish shipowners shift to fordlggs and why many other
shipowners from other nations do so. Besides, anativanalysis of the foreign
flags mainly preferred, reveals that except Panalindnese flags are recorded
in the “white list” of the Paris MOU port state ¢owi organization. The overall
picture also reveals that the shipowners who ptefeperate their ships under
foreign flags are inclined to choose the flags ladse nations who meet the
requirements of the relevant international requéets, at the minimum rates at
least, as well as the requirements favoring tharenmental protection and
safety and who also provide them with certain bucestic and financial ease
enabling them to carry out their shipping actiataes smoothly as possible.

The limitation of research

Due to the inadequate number of responses, categprihe responders in
terms of their institutionalized positions and campg the views of such
categories could not be managed. Hence, variotistital analysis could not
be made. Instead, only a descriptive statisticahowcould be employed.
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