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ABSTRACT

FINANCIAL FRAGILITIES OF TURKISH NON-FINANCIAL SECTORS

Kili¢, Abdurrahman
Master of Sicence, Department of Economics
Supervisor: Prof. Dr. Erdal Ozmen

November 2014, 93 pages

This thesis investigates financial structure of Turkish non-financial sectors and the
impacts of their financial fragilities on profitability using the Central Bank of the

Republic of Turkey (CBRT) sector level company accounts data base.

The results suggest that corporate sector leverage dramatically increased after 2009.
Despite the improvements in maturity and liability dollarization of the corporate
sector, fragilities still appear to be substantially high. Foreign currency denominated
assets have become far from being adequate to hedge dollarized debts. Liability
dollarization of the corporate sector is funded heavily by domestic banking system

and external loans.

Empirical results from the dynamic panel data GMM models suggest that corporate
sector’s profitability decreases with indebtedness and real interest rates and increases
with export share for non-financial sectors. Real exchange rate appreciation tends to
increase profitability for non-financial and manufacturing sectors with lower export
ratios due to the availability of foreign exchange denominated funds with lower
costs. The impact of appreciation is, however, negative for the sectors with higher
export ratios suggesting that the trade and competitiveness channels dominate. The
negative impact of leverage ratio tent to decrease and positive impact of appreciation

tend to increase with the average firm size of the sectors.

Keywords: Fragility, Corporate Sector, Dollarization, Currency Risk, Interest Rate
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TURKIYEDE FINANS DISI SEKTORLERIN FINANSAL KIRILGANLIKLARI

Kilig, Abdurrahman
Yiiksek Lisans, Iktisat Bolimii
Tez Yéneticisi: Prof. Dr. Erdal Ozmen

Kasim 2014, 93 sayfa

Tez’de finansal kesim disindaki sektorlerin finansal yapilari, kirilganliklar1 ve bu
kirilganliklarin karlilik iizerindeki etkilerinin sinirlari, Tiirkiye Cumhuriyet Merkez

Bankasi’nin sektor bazli sirket hesaplar1 veri seti kullanilarak incelenmistir.

Bulgular sirketler kesimi borglarinin 2009 yili sorasinda 6nemli 6lgiide arttigin
gostermektedir. Sirketler kesimi borglarinin vade yapisi ve dolarizasyon oranindaki
iyilesmelere ragmen, kirilganliklarin halen yiiksek diizeyde oldugu goriilmektedir.
Yabanci para cinsinden varliklar, dolarize olmus borglarin riskinden korunmak igin
yeterli olmaktan daha da uzaklagmistir. Sirketler kesiminin borg¢ dolarizasyonu

cogunlukla yerel bankacilik sistemi ve yurt dis1 kredilerle fonlanmistir.

Dinamik panel data GMM modellerinden elde edilen ampirik sonuglar, sirketler
kesimi karliliginin bor¢luluk ve reel faiz orani ile diistiigiinii ve finans dis1 sektorlerin
ihracat yogunlugu ile arttigin1 gostermektedir. Yabanci para cinsinden disiik
maliyetli fonlarin erisilebilir olmasi nedeniyle ihracat oran1 daha diisiik olan finans
dis1 sektorler ve iiretim sektdrlerinde reel kur artisi karliligr artici etkiye sahiptir. Ote
yandan daha yiiksek ihracat orana sahip sektorler icin kur artisinin etkisinin negatif
olmasi, ticaret ve rekabet kanallarinin dominant etkisini gostermektedir.
Sektorlerdeki ortalama sirket biiyiikliigiine gore borgluluk oraninin negatif etkisi

azalmakta ve kur artisinin pozitif etkisi artmaktadir.
Anahtar Kelimeler: Kirilganlik, Sirketler Kesimi, Dolarizasyon, Kur Riski, Faiz
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CHAPTER 1

INTRODUCTION

The term financial fragility originates from the ideas of Shumpeter, Fisher and
Keynes and embodied mostly by Minsky (1977). In recent years the term became
more popular due to FED policies which can stimulate capital outflows from
emerging markets and cause currency depreciations (Aizenman, Binici, and
Hutchison, 2014).

In fact, the concept fragility is used to refer risky positions in balance sheets which
can increase probability of defaults in the whole economy (Davis, 1995). In this
sense, we try to assess Turkey’s corporate sector fragility and draw extends of it via
empirical analysis. Corporate sector fragilities are essentially important to economy
to extend that can transform ordinary economic cycles to financial crisis (Friedman
1986, Kaufman 1986, Kiyotaki and Moore 1997).

In section two, before describing the corporate sector fragilities, development of the
fragility concept is comprehensively explained and its manifestations in the literature
of economic theories, applied economics and game theory economics are illustrated.
We then discuss the impact of macroeconomic fragilities on economies in the context
of two very recent examples. First, Central and Eastern Europe, the region which
includes also Turkey, is compared with other regions with their fundamental fragility
indicators such as high current account deficits and dependence on capital inflows in
the years before global financial crisis and under performance of the economy of the
region displayed with the rupture of inflows. Secondly, recent studies on country
fragilities are mentioned briefly to explain how fragility perception of investors leads
to currency depreciations especially in “The Fragile Five” countries.



In section three, financial environment in Turkey is discussed via international
comparisons to underline fragilities in Turkey. It is shown that financial depth in
Turkey still behind the comparable countries but there is an improvement. Credit
generation performance of the financial system is also gradually improved compared
to 2007. Profitability and liability analysis of non-financial sectors included a few of
developed countries to compare since there is limited data available. Nevertheless, it
can be observed that bank liabilities of Turkish firms are comparable to developed
countries. US and German firms appear to be strong with higher equity-asset ratios
with above 60 percent where the ratio is nearly 40 percent in Turkey. Liability
composition of Turkish firms differentiates from other countries with high trade

credits rate and debt securities market is still very small.

Section four is dedicated to investigate financial fragilities of non-financial sector
firms. It should be noted that, the liability data included in this section may differ
across tables because of different sources. Some of the data for debts are derived
from CBRT sector level company balance sheets whereas others derived from
aggregate risk tables where maturity and dollarization of debts are illustrated clearly.
One more point to be mentioned, it is possible to distinguish sector level data only
for small, medium and large firms for manufacturing sectors but neither for non-
manufacturing sector nor all non-financial sector. Therefore, size related matters are

depicted only for manufacturing sector.

Descriptive analyses have shown that debts of non-financial sectors are observed to
increase considerably in 2010 and 2011. Debt structures in terms of maturity and
dollarization gradually improved from 2003 to 2012 but are still weak. Asset
dollarization far behind to hedge liability dollarization and that imbalance has
worsened in recent years. The dollarization of liabilities of non-financial sector is
mainly funded by domestic banks loans and external loans. Any turmoil caused by
currency depreciation affecting corporate sector can spread to domestic financial

sector and foreign lenders via underperformance of those loans.



Empirical analysis included in section five in order to observe extension of effects
fragilities on corporate sector profitability performances. Analyses are conducted
using dynamic panel data Generalized Method of Moments (GMM) methods.
“Sector level data” and “sector and size level data” are used for sector specific
variables from 2003 to 2012. Sector specific fragility factors and exogenous
macroeconomic variables that can trigger economic crisis if there exists balance
sheet fragilities of corporate sector are included in to model. For the “sector level
data” all the sector specific and macroeconomic variables are found to be significant.

Results are presented and discussed in detail in this section.

The dynamics of corporate sector profitability with fragility factors are portrayed.
Bearing debts are found to restrain profitability. Exports are found to be helpful for
raising profits. Also, hedging side of the exports (Echeverrya et al. 2003), defined in
this study as robustness against depreciations via exports, sound to support
profitability. Real exchange rate depreciations are found to have negative effect on
corporate profitability in contrast to Mundel-Fleming model and findings of Rodrik
(2009). Real interest rate variable has negative coefficient pursuant to economic

theory and empirical findings by Ozmen et al. (2012).

In the conclusion part, noteworthy remarks for the previous sections summarized.
Summary of empirical analysis is given and also further conclusions, comments and
recommendations for further research added. In this section, empirical results are
reevaluated to discuss fragilities and effects of them on income statements. The
results yielded that indebtedness creates profit loses and fragility for Turkish
corporate sector. Despite the Mundel-Fleming model, arguments and empirical
finding of Galindo et al. (2003), Frankel (2005), Montiel and Serven (2008); Levy-
Yeyati and Sturzenegger (2009) who suggest that liability dollarization and
dependence of industries on imported inputs can reverse counter cyclical profit
increasing effect of depreciations, are confirmed by the empirical study which
indicates that real exchange rate depreciations have reducing effect on corporate
profitability.



CHAPTER 2

FRIGILITIES AND CRISES

2.1 The Concept Fragility in Economics

Financial fragility refers to vulnerability of financial system allowing modest and
everyday economic turmoil to cause large-scale financial and economic crisis. The
term originally depends on initial theories of Fisher and Keynes both developed in

nineteen thirties after great depression (Davis, 1995).

Fisher (1933) mentions the following nine items related to fragility: i) debt
liquidation, ii) distress setting and contraction of deposit currency, iii) fall in the level
of prices, iv) fall in the net worth of business, v) fall in profits, vi) reduction in
output, in trade and in employment, vii) pessimism and loss of confidence, viii)
hoarding and slowing down still more the velocity of circulation, ix) complicated
disturbances in the rates of interest. According to Fisher (1933) these nine
phenomenons are all correlated and there are many interrelations between them.
Those interrelations both rational and empirical are yet to be clearly formulated. He
also suggests that a combination of the debt disease and precipitating the currency

disease leads to a catastrophe.

As presented by Minsky (1982), Keynes (1936) also describes how the financing of
investment through debts, a characteristic activity of that modern capitalism can be
destabilizing. An increase in over optimistic investments can trigger a boom or a
boom in consumption can trigger over investments in the economy and increase in
interest rates as demand for money increases. By increasing interest rates or perhaps
in a solely independent way, marginal efficiency of capital may decrease over the

time and an economic catastrophe takes place together with pessimism. At that time,
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even reductions in the interest rate by monetary authorities may not be enough to
recover the economic activity. Yet, he suggests not keeping interest rates high to
inhibit booms and create recessions since high interest rates may not be efficient way
of pressuring investments and deepen the severity of turmoil. In contrast, set the rates

low to keep economy in a semi-boom state.

In fact, how to avoid from financial fragilities or mitigate with effects of them during
crisis is a debatable issue in the literature. The term is generally accepted as a natural
part of dynamic capitalistic economy and its sources are suggested to be unavoidable
by the government intervention. Moreover; such interventions can bring more
instability than expected to prevent (Calomiris, 1995). There is no general accepted
model for financial fragility as Meltz (1982) expressed: “If [someone] would only
fully specify any one financial-fragility model ..., perhaps we could think more
clearly about the potential scope of the argument. As things now stand, we are in the
dark...”

Nevertheless; Minsky’s “The Financial Instability Hypothesis” put much on effects
of fragilities stem from debt financing. He re-modified Schumpeter’s idea of the
innovating entrepreneur to the idea of financial innovations produced by financial
institutions, thus; his main success was to link financial market fragility with

speculative financing of investments. (Knell, 2012)

Knell (2012) noted that, in “The Theory of Economic Development” Schumpeter
(1912) presented determined equilibrium prices of all factors under free competition.
Profits are maximized when there remain no profits in the economic system and
agents reach that equilibrium via cost minimizing activities. At this point Schumpeter
(Shumpeter, 1939) takes innovation as an endogenous process. Innovation creates
surplus over costs for economic agents and provides entrepreneurial profit. Thus; the
resulting disequilibrium alters and displaces the previous equilibrium state constantly
(Schumpeter, 1912). In contrast to Schumpeter who suggested that innovation was

the main source of stability, Minsky suggest innovations mainly comes from profit



seeking financial sector and financial innovations create fragility, crisis and
instability (Knell, 2012).

The “Financial Instability Hypothesis” of Minsky (1975, 1992) accepts banking as a
serious profit seeking activity. To make more profits, bankers seek for innovative
financial ways of to provide liability or acquire assets. Thus; velocity of money
becomes linearly related to price levels of financial assets in contrast to be constant
as quantity theory of money suggested (Minsky, 1992). Where that price levels of

assets are determined by future developments and expectations (Minsky, 1975).

During optimist stability periods, as stock prices rises higher than interest rates
investors take more risks and borrow more and over pay for assets. As understanding
of risk and proper liability structure change, debt levels increase, proportion of short
term debts rises, financial system becomes more fragile and number of speculative
and Ponzi firms increase. Minsky (1977) defined Ponzi firms as borrowers who can
neither repay the interest nor the original debt from their investments, and solely rely
on increasing asset prices to allow them continually to refinance their debt.
Speculative firms refer borrowers who can meet their interest payments via their
investment, but need refinancing to pay back the original loan. He lastly described
hedge firms, who are borrowers can meet all interest and principle debt payments
with the help of their investments. In such optimistic circumstances increases in
interest rates also leads the number of speculative and Ponzi units to increase as cash
flow commitments of firms rise without increasing forecasted receipts (Minsky,
1986).

As the number of Ponzi firms and financial institutions become more prevail,
fragility of the system increase and short-falls in payments create crisis. Crisis began
with a “not unusual” event such as a bankrupt of a bank or large firm, than assets
prices sharply declines as everybody raise cash to pay their debts (Minsky, A Theory
of Systemic Fragility, 1977). This mechanism explains how an economy does have

stable and unstable periods and how the stable periods do create unstable ones. Thus;



he claims cyclical behaviors of capitalist economies are their intrinsic parts due to
sophisticated and profit seeking financial systems (Minsky, 1992).

Later Wolfson (2002) extended Minsky’s financial crisis theory for a domestic
economy to a global scale and explain his ideas in the context of the East Asian
crisis. He added on Minsky’s Ponzi financing of short term debts and interest rate
risk by introducing Ponzi financing of “carry trade” which leads foreign exchange
rate risk via foreign currency denominated debts, since Asian banks acquired short-
term debts with low interest rates especially from Japan in dollar and yen and lend
them to Asian countries in long term loans during the stable period in Minsky’s
definition. As Japan began to raise interest rates, not the local central bank in
Minsky’s theory but an internationally strong one, countries had difficulty in
defending their currency pegs and in paying the foreign exchange dominated debts.
Thus; the crisis began in Thailand and spread to other countries as investors fled
from all of them, this over all fled of investor called “contagion” which can be

accepted as “not unusual event” of Asian crisis.

On the other hand; economic theorists who focus on asymmetric information has
developed models of financial and credit market imperfections and their effects on
economy (Bernanke and Gertler, 1987). Some of the main sources in this field are
studied by Akerlof (1970), Jaffee and Russel (1976), Stiglitz and Weiss (1981),
Prescott and Townsend (1984). In that the literature on financial crises are originated
from asymmetric information between borrowers and lenders where borrowers are
assumed to have more private information about the investment projects they wish to
conduct, resulting in an adverse selection problem (Mishkin, 1991). Mankiw (1986),
for example revealed that in the case of asymmetric information wholly collapse of
credit markets can stem from a little increase in interest rates. Kiyotaki and Moore
(1997) show that collateral value has influence on credit limits; thus on investment

demand and severity of macroeconomic fluctuations.

Applied macro economists also underlined the effects of financial conditions, such as

aggregate and sector level balance sheets, on the characterization of economic cycles.
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For example; Eckstain and Sinai (1986) claimed that pro-cyclical changes in the ratio
of net worth to liabilities of barrowers feeds up the real output and this is an
important mechanism to describe volatility of economic activity. Likewise Friedman
(1986) and Kaufman (1986) also stressed the dark side of the debts by expressing
that creating debt lead to economic and financial exhilaration and discussing

implications of aggregate and business-sector debt on the economy.

Depending on asymmetric information theories Bernanke and Gertler (1987)
developed a model where they characterize a "financially fragile" situation as
balance sheets are too weak and the economy experiences substantial
underinvestment, misallocation of investment resources, and possibly even a
complete investment collapse. Later, Lagunoff and Scherff (1999) created a game-
theoretic, dynamic, stochastic model for financial fragility. They develop the model
depend on existing financial linkages and breakage of the linkages by routine
economic shocks that spread through the linkages as in the previous models to
explain financial crisis. However, their model is the first in defining and
characterizing fragility. In the model financial positions of agents are linked through
the diversified portfolios they hold and the payment commitments that emerge from
credit market. According to the model, only if, agents have foresight about default
propagating on them and there will be contagion, then fragility can be characterized
as speed of overall collapse of financial system. The model yields larger economies
experience such financial system collapses earlier which means they are more
fragile. Also, greater diversity, holding degree of financial linkages fixed, delay
collapses; in other words, reduces fragility. Yet, Lagunoff and Scherf (1999) accept

that their model is very simple and have some highly specialized assumptions.

To sum up, concerns over financial fragility has roots in the studies of Fisher (1933)
and Keynes (1936) and fragile economies has more attention in recent years due to
FED policies that can stimulate out flows from emerging economies (Aizenman,
Binici, and Hutchison, 2014). Although there are number of works stimulating the

studies on financial fragility, there are still a limited number of researches on this



area to provide a fully consistent model providing some insight about the nature of
fragility and its implications. (Lagunoff and Schreft, 99) Yet, we should mention a

last explanation of the fragility:

“Financial fragility is defined as a state of balance sheets offering heightened

vulnerability to default in a wide variety of circumstances” (Davis, 1995).

2.2 Macro-Economic Fragilities and Global Financial Crisis: The
Case of Central and Eastern Europe

Current account deficits and high dependence on capital inflows can be a source of
fragility besides high inflation and weak growth (Lord, 2013). A global liquidity
boom started in 2003 and reached to a peak level in 2007 as the liquidity receiving
countries took liquidity easing measures. This huge amount of capital inflow added
upward pressure on asset prices while the concerns over vulnerabilities to sudden

stop of inflows upraised.

In 2008 countries with high capital inflows were heavily affected from the global
financial crisis although they were not the origin of this crisis. IMF’s studies reveal
that net capital inflows to 41 inflow receiving countries turn to negative in 4rd
quarter of 2008 as the risk expectations of the investors changed. Bank loans and
portfolio investments on bonds and equities exhibit net outflows contrary to foreign
direct investment which is decreased but stayed as a net inflow term. (IMF, April
2010)

To observe what type of inflows pose financial fragility, the global financial crisis
presented an experimental field. During the crisis emerging market economies with
larger “debt liability” or “financial foreign direct investment” to GDP ratios
displayed worse growth rate reductions empirically. However, those with larger
“non-financial foreign direct investments” performed better during the crisis. Also no
empirical relation is found with GDP growth reductions and equity liability to GDP
ratio. Those empirical observations comply with the common understanding: debt is

an obligation to barrower; however foreign direct investment is not prone to flee in a
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crisis, it can also be source for fresh financing. The one interesting point is fragility
effect of financial foreign direct investments. It represents a debt flow characteristic
rather than foreign direct investment. (Ostry, Ghosh, Habermeier, Chamon, Qureshi,
and Reinhardt, 2010)

Table 2.1: Current Account, Net Capital Inflow and Growth in Country Groupings
before and during the Recent Global Crisis

Savings CAB Net Inflows |Net Inflows |Net Inflows| Growth Growth [ Impact On

(2003-07) | (2003-07) | (2003-07) | (2008) (2009) | (2003-07) | (2009) | Economy
Advanced Economies 21.23 -0.86 - - - 2.78 -3.43 -6.22
Central and Eastern Europe 16.24 -6.02 8.64 9.23 5.04 5.97 -3.61 -9.59
Commonwealth of Independent States 29.64 6.87 3.10 -5.38] -1.28 8.07 -6.45 -14.52
Developing Asia 40.82 4.26 3.03 0.44 3.04 9.72 7.70 -2.02
Latin America and the Caribbean 21.73 0.85 0.91 1.95 2.61 4.82) -1.22 -6.05
Middle East and North Africa 37.55 12.19 -2.38 -3.89 0.24 6.68 2.99 -3.69
Sub-Saharan Africa 20.67 0.09 0.77 3.42 3.79 6.30 2.64 -3.67
World 23.59 4.82 -0.38, -5.20

Source: IMF, World Economic Outlook Database — October 2013. Savings, Current Account Balances
(CAB) and Net Inflows are as % of GDP. Central and Eastern Europe countries: Albania, Bosnia and
Herzegovina, Bulgaria, Croatia, Hungary, Kosovo, Latvia, Lithuania, FYR Macedonia, Montenegro,
Poland, Romania, Serbia and Turkey.

Table 2.1 presents current account balance (percent of GDP), net capital inflow
(percent of GDP), saving (percent of GDP) and GDP growth rates for groups of
countries before the recent global financial crisis (2003-2007) and the crisis (2008)
periods. From 2003 to 2007 Central and Eastern Europe including Turkey was the
region that has minimum saving rate, maximum current account deficit and net
inflow to GDP ratio. As the crisis began by 2008 and severely hit the economies in
2009, net capital inflow figures converged towards to zero as liquidity providing out
flow countries invest less to abroad and receiving inflow countries encountered with
difficulty for financing investments. In fact, private inflows to Central and Eastern
Europe reduced from 157 billion USD in 2008 to 31 billion USD in 2009 but the
reduction is compensated by official inflows which are reached to 49 billion $ from
20 billion $ during same period. (WEO Database, October 2013)

Before the crisis, loans received from Western European parent banks to Central and

Eastern Europe was the main part of the net inflow. In this period, increasing

domestic demand bring more inflows to those countries. The entry of large amount

of capital formed macroeconomic and financial sector fragilities such as high current
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account deficit, accelerated credit growth, poorer fiscal positions and excessive
indebtedness of households. Because of these fragilities and vulnerability of credit
growth due to financing restrictions of the parent banks, emerging Europe
experienced a deeper decline then other emerging regions during the crisis.
(Mathisen and Mitra, 2010)

High level of current account deficit, the signaling macro level fragility,
compensated with capital inflows boost the economic growth in Central and Eastern
Europe before 2008 (Figure 2.1). But, as the crisis began, the region faced with a
constant economical disturbance while the world economy entered a recovery period.
Although none-of those countries in the region included in euro area, long lasting
Eurozone crisis may also affect those economies. In the five years period of the
crisis, from 2003 to 2007 average growth rate for the Central and Eastern Europe was
5.97% whereas world economy grew 4.82 % percent on average. According to IMF’s
data and expectations, for the 5 consecutive years after the crisis, from 2010 to 2014
average growth rate for Central and Eastern Europe reduces to 3.3% on average
which is below the world’s average economic growth rate of 3.75% for the same

period.
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Figure 2.1: Current Account Balance and GDP Growth in Developing Country Regions

2.3 “The Fragile Five” and Turkey’s Vulnerability

“Fragile Five” is the concept first defined by Morgan Stanley in August of 2013 to
refer five financially fragile economies: Brazil, Indonesia, South Africa, India and
Turkey. High inflation, weakening growth, large current account deficits and high
dependence on capital inflows are reported to leave these country currencies
vulnerable and there is an expected depreciation for those currencies in the medium
term. Turkey has the highest current account deficit and second highest expected
inflation for 2014. There are very high real exchange rates in Brazil and Indonesia
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that gives a signal of devaluation for a correction as Turkey and India are expected to
join them with high inflation rates.

A new type of fragility is also described as fragility of currencies against slowdown
of Chinese economy. Countries providing industrial metal are sensitive to Chinese
demand. In that sense Chili, Peru, South Africa and Indonesia seems to be dependent
to China’s performance. Mexico, Poland, South Africa and Turkey and Czech
Republic are the top five who benefitted from inflows via fixed income securities
since 2009 to 2013 as percentage of GDP. In fact, those countries are vulnerable

against a shortage of debt security inflows.

It is expected that countries with high requirement of foreign inflows, which can be
measured by current account deficit, will have to struggle with more difficulties in
their currency policies. On the other side, funding is also crucial to external debts.
Total funding requirement of an economy can be calculated as current account deficit
and total external debts that are due in next twelve months. The ratio of this total
funding requirement to foreign exchange reserves of Central Bank is defined as
“External Coverage Ratio”. Turkey’s external coverage ratio was 1.06 the indicating
the highest risk among emerging markets. South Africa closely follows with 0.92 and
it and Indonesia having 0.66 not far behind. Except from exposure to China and real
exchange rate Turkey was among the most fragile countries with its inflation, current
account deficit, dependence on fixed income flows and external debt payable in short
term to foreign exchange reserves ratio as of August 2013. (Lord, 2013)

There have been many references to “The Fragile Five” in newspapers but little in
the literature. In fact concern over fragile economies increased in the last quarter of
2013 (Aizenman, Binici, and Hutchison, 2014) after FED Chairman Ben Bernanke’s
congressional testimony on May 22, 2013. In his speech Bernanke mentioned the
possibility of gradually reducing of purchases of government and asset backed
securities. Those purchases carried out during the crisis and recession of 2007-2009
by FED to lower the longer term interest and stimulate the economy. Those

reductions in the security purchases is take place in the literature as “tapering” let
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financial market participants to consider on when that highly expansionary monetary
policy will change to normal and when short term policy interest rates will rise.
(Bauer and Rudebusch, 2013)

As the financial market participants become more sensitive to tapering news;
emerging market currencies become more vulnerable to FED announcements. After
May 2013, many emerging market economies experienced currency depreciations.
There were significant differences in the depreciation levels since investors appear to
have responded in different ways to FED tapering news from country to country
while the fragile five was having larger depreciations than other emerging
economies. Dependence on capital inflow and high fiscal and current deficit of the
fragile five seems have effect on those depreciations (Nechio, 2014).

On the other hand an empirical study using daily panel data from November 2012 to
October 2013 have shown that emerging markets with “robust” fundamentals (Peru,
Israel, South Korea, Malaysia, Philippines, Thailand, Bulgaria, Russia, Hungary),
which satisfies at least two of those three criteria: current account surpluses, high
foreign exchange reserves and less external debt, are more severely affected by the
tapering news of FED especially to those from Bernanke’s speeches compared to
fragile economies (Turkey, South Africa, Argentina, Brazil, Chile, Columbia,
Mexico, India, Indonesia, Pakistan, Ukraine, Czech Republic, Latvia, Lithuania,
Poland, Romania) including The Fragile Five. Not only exchange rate depreciation
but also increases in CDS’s were larger for robust countries. Additionally,
quantitative easing news also boosted fragile country stock markets more

significantly.

Although daily data studies have shown that “robust” countries were more vulnerable
to FED decisions and announcements, this is probably stem from the fact that those
fragile countries received less inflows during the quantitative easing years of crisis

and were more resistant to outflows.
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Despite the results depending on initial daily responses, it is a described fact that in
terms of the dynamics of financial markets in robust and fragile economies, emerging
markets with more fragile international positions especially the ‘fragile five,” were
affected more adversely by FED policy over the period of November 2012 to
October 2013. After May 2013 currencies of countries with fragile fundamentals
performed worse in currency rate depreciations and CDS increases from those with
strong fundamentals in terms of current account, external debt and exchange
reserves. Yet, fragile countries still outperformed in equity market index level
especially after a new tapering announcement in 19th of June 2013, until October
2013. (Aizenman, Binici, and Hutchison, 2014).
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CHAPTER 3

INTERNATIONAL COMPARISONS TO UNDERSTAND
FINANCIAL STRUCTURE OF TURKEY

3.1 International Comparison for Financial Depth

A study by Kaplan et al. (2006) has shown that non-financial sectors in Turkey have
constrained financial access. Financial crowding out effect strengthened those
constraints since domestic debts of public sector heavily financed by banking system.
However, debt requirements of government decreased and macro-economic stability
attained and bank credits to private sector boosted after 2003. Nevertheless; to judge
private sector’s bank loan liabilities as financial fragility, we have to compare
financial system activities as a whole with the international benchmarks (Ozmen and
Yalgin, 2007). Total assets of financial system as a percentage of GDP is described
as a measure of financial depth. The financial system includes assets of Central
Bank, Deposit Money Banks and Other Financial Institutions (Beck, Demirgii¢-Kunt,
and Levine, 1999). In our analysis for financial depth we use World Bank data which
includes year 2011 at last. Inspired by Yalgin and Ozlii (2010), “credits of financial
system to private sector as a percent of GDP” and “credits to private sector over total
assets of financial system” which can be indicated as “Credit Allocation Index” or
shortly CAI were also included from the data. We examine 50 largest economies
which have data for both years 2006 and 2011. Those 50 countries represent 88
percent of world economy and among the major economies only Canada is not
included since it does not have data for 2011. Since the first three countries, Japan,
USA and South Africa, with greatest total financial system asset to GDP ratios are

have far more financial depth ratios; we described them in Table 3.1: Financial
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depth measures of Japan, USA and South Africa are discarded from the figures 3.1

and 3.2 to achieve a better appearance for the analysis.

Table 3.1: Financial depth measures of Japan, USA and South Africa

. Fin. Sys. Credits to Fin. Sys. Credits to
Countries Assets/GDP | p.s/Gpp | A Assets/GDP | p.s/cpp | CAl
South 277% 140% |51% 275% 142% | 51%
Africa © -

United S . . .| = . . .
States S 369% 193% [52% | & 374% 188% | 50%
Japan 461% 180% | 39% 457% 178% | 39%

Source: World Bank

We can conclude that the top three saturated financial depth countries did not have

noteworthy changes from 2006 to 2011. On the other hand, financial depth has
deepened more for the rest of the world from 2006 to 2011 (Figure 3.1).
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Figure 3.1: Financial depth in 2006 and 2011: An International Comparison
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For the 47 countries represented in Figure 3.1 average of financial system assets to

GDRP ratio climbed from 82 percent in 2006 to 105 percent in 2011. Fi

nancial System

credits to private sector over GDP ratio also increased from 67 percent in 2008 to 84

percent in 2011. Credit Allocation Index (CAI) remained constant around 76 percent

on average for those 47 big economies during the same period.

In parallel with these economies, Turkish financial system depth also

improved from

2006 to 2011. Despite the great enhancements in all indicators, Turkey’s rank in

financial system assets to GDP ratio reduced by one and still remains behind the

many countries with same level of economic development. On the other hand, credits
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to private sector over GDP ratio rank of Turkey is performed better for the period.
Which implies, relatively to GDP, credits to private sector grew faster from the
comparable financial systems. Thus; Turkeys CAI, credits to private sector over
financial system assets ratio, rank was also improved. Turkey was among the worst
CAl rank in the list in 2006, as the credits to private sector increased more than total
financial assets credits to private sector, the two indicators in Table 3.2. enhanced
and Turkey’s rank in categories which are related to loans to private sector reach-up
the comparable levels with financial depth rank. Nevertheless; there is still room for

a growth in financial depth.

Table 3.2: Turkey’s rank in financial depth figures

Indicator: % |Rank % |Rank
Fin. Sys. Assets/GDP o |46%| 34 | _ 165%]| 35
Fin. Sys. Credits to P.S./GDP (% 23% | 41 § 43%| 34
CAl 49% | 44 66% | 36

Source: World Bank Data

In Figure 3.2 Turkey’s financial depth described by financial system assets to GDP
and growth in loans to private sector as a percent of GDP is given for years 2002 to

2011 to compare with different income levels of groups of countries.
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Country Groupings

As the income group level decreases, both financial depth and credits to private
sector as a proportion of GDP decreases. Although, financial depth in Turkey was
close to its peer group income level countries, upper-middle, credit loans to private
sector was lower than that of “lower middle income” countries. By the time, weight
of loans to private sector in the economy catches up the “upper middle income”
countries. It can be also observed that low income countries performed less than in
financial depth and private sector loan growth. On the other hand, upper middle

20

—4#— High income

—— Upper middle income
=i Turkey

—&— Middle income

—— Lower middle income

Low income




income countries outperformed in financial depth and private sector credit growth
from lower income groups, as the differences on the figure 3.2. widened from 2002
to 2011. Response to the crisis in 2009 can also be observed. As GDP growths
impacted, financial system assets and private sector loans reached relatively higher
rates in 2009.

3.2 Non-Financial Sector Liability Comparisons

There is limited data and investigation on international non-financial sector
comparisons for Turkey. One detailed study on investment climate in Turkey by
World Bank (2010) has included some comparisons between Eastern European
countries and Turkey. The study, depending on Enterprise Financial Crisis
Assessment Survey conducted in the summer of 2009, has shown that Turkish
corporations have high rates of debts with a less than one year maturity and high
foreign currency domination in their liabilities. Short term debt maturity and foreign
currency exposure create a potential risk for corporations in countries like Turkey,
Hungary, Lithuania, Romania, Bulgaria and Latvia. In Turkey, approximately one
third of the responded firms delayed their tax payments or commercial debts more
than one week. The situation is similar in Romania, Bulgaria and Hungary. Those
payment delays occur for about half of the firms in Latvia and Lithuania. In Turkey
and Lithuania, almost half of the enterprises restructure their debts for survival. Debt
restructuring is more prevail among Hungarian and Latvian corporations. Another
strategy to survive for firms is to benefit from state aids. According to the survey
nearly a quarter of Turkish firms apply for government aid from summer of 2008 to
summer of 2009. State aids applications are more prevailed in Turkey than any of
other five countries. On the other hand, similar to the other countries Turkish firms

was mostly complainant about access to credit.

As we described in previous section, Turkish financial system credits to private
sector grew from 23 percent in 2006 to 43 percent in 2011 with a very high growth
rate, non-financial sector balance sheets changed over time. To understand the effect

of private sector credit boom, on balance sheets of corporations, we examined non-
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financial sector liabilities from IMF’s FSI data. FSI data covers a limited number of
countries including Turkey. For some countries there only exist data for year 2005.
Nevertheless, the data represent comprehensive information for included countries
while revealed data cover trillions of dollars or euros of assets that belongs to non-
financial sector firms. We included all available data to our graphs. Countries with
data over years after 2008 are described in annual line charts and the rest is depicted

in pie charts.
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** Total balance sheet, loans, capital reserves and debt securities data is used as provided. Since trade
credit and other liabilities values are given as the same in FSI data, one of them is used and assumed
to be total of both to do not have excess value over total balance sheet data.

Figure 3.3: Liability composition of non-financial sectors (2005-2012): Turkey, Korea, Spain
and Germany
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Figure 3.4: Liability composition of non-financial sectors: Belgium, Hungary, Greece,
Singapore, UK and USA
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According to IMF’s soundness indicators, US and German non-financial sectors
sound well with a strong and stable liability composition. Capital and reserves in
liabilities stay above 60 percent. The main in those two countries appears in debt
security usage, bank loans stays around 22 percent and debt securities around 2
percent for of liabilities for German firms whereas they are 10.3 and 15.1 percent
relatively for US firms.

The two PIGS countries, Greece and Spain are remarkable with their high loan
liabilities of non-financial corporations. In Spain, loans have worth even more than
capital and reserves for several years. Non-financial sector balance sheet fragilities of
those countries and their impact during the global financial crisis would be a
noteworthy field for detailed investigations.

Trade credits to whole balance sheet values are highest for Turkish non-financial
sector. On the other hand, IMF data implies that loans increase their share in
liabilities as rate of capital and reserves shrank over time. Share of bank loans
increased from 17.4 percent in 2005 to 26.9 percent in 2011. Capital and assets’ ratio
was 47.9 percent in 2005, reached up to 51.3 percent in 2007 and dropped down to
40.1 percent in 2011.

To understand if those changes and differences have impact on profitability, we also

portrayed profitability analysis of those countries and some others.

As weight of loans to private sector raised more than developed countries such as
Korea and Germany, especially after 2008, Turkish non-financial sectors become
noteworthy for detailed study to understand if corporations are financially fragile or
not. We examine more details in this issue depending on the CBRT and Banking
Regulation and Supervisory Authority statistics including years 2012 and 2013 in the

next chapters.
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3.3 Corporate Sector Growth and Profitability Comparisons

To discuss corporate profitability, we use IMF’s FSI data for consistency. There
exists data for only six countries including Turkey for multi-year analysis from 2005
to 20011. The rest of the five countries are all developed economies: Belgium,
Germany, Republic of Korea, Spain and United States. Data for United States covers
years from 2005 to 2008. For Republic of Korea, data points for 2006 and 2007 are
missing. Belgium’s non-financial corporate assets are also not available whereas total

revenues from sales exist. We include whole available data in Figure 3.5.
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Figure 3.5: Non-financial sector profitability (2005-2012): Turkey, Korea, Spain and Germany
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Turkish firms achieved better profit over assets rates than Spain and Korea in
general. However, volatility of profitability of Turkish non-financial sector inspires

us for further investigations on the dynamics of it.

EBIT (Earnings before interest and taxes) /sales revenue ratio is higher for non-
financial corporations in United States. Which implies high added value exists for
US firm’s products and services. Decrease in profitability of US firms in the all
measure type of profits also notable from 2005 to 2008. On the other hand, German
non-financial sector performs better in net profit over revenues and profits over
assets measures. Due to lower interest expenses and income tax constraints German
firms achieved better profitability ratios (see figure 3.6). Korean corporations had

lower profit margins from the sales compared to other countries.
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Figure 3.6: Interest expenses and taxes: an international comparison

Interest expenses over assets are for Turkish non-financial sector compared to

counterparts in developed economies such as Germany, United States, Korea and

Spain.

Although net profits over assets ratio in Turkey is higher than examined countries

except Germany, we need further analysis to understand profit and growth
performance of Turkish firms. The World Bank study (2010) has distinguished
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SME’s and large firms in terms of profit and growth performances since they have
different constraints for growth. SME’s represents 79 percent of employment, 67
percent of total sales and 57 percent of added value and 45 percent of investments in
Turkey. Besides being essentially important to economy, Turkish SME’s grow lower
than large firms contrary to international experience and comparer countries such as
Russia, Romania, Ukraine. Additionally, SME growth rates in Turkey are lower than

those comparer countries and the weighted average of Europe and Central Asia.
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CHAPTER 4

FINANCIAL STRUCTURE OF NON-FINANCIAL SECTORS IN
TURKEY: DESCRIPTIVE ANALYSES

“A high ex post corporate failure rate might be evidence of a financially fragile
corporate sector, which may have important macroeconomic consequences (Vlieghe,
2001)

4.1 Effects of financing strategies on corporate growth

An IMF (2009) study has been revealed that in countries with more primitive
financial markets, corporate savings are more sensitive to financial sector reforms.
Reforms improving credit access diminishes corporate savings in those countries
where as they help to increase saving rates in countries with well-developed financial
markets. For Turkey, a World Bank (2010) study on access to finance and investment
climate based on data for 2003 to 2007 suggest that small and medium sized
enterprises (SME’s) had grown more slowly compared to SME’s in comparable
countries. On the other hand, large firm growth rates are comparable to counterparts
in other countries. One probable reason for this is being financially constrained,
which means SME’s in Turkey cannot access external financing such as bank loans,

commercial credits and equity investment adequately. (World Bank, 2010)

Financing structure of non-financial sectors has changed after the crisis of 2001 as
structural reforms and huge amount of capital inflows supported domestic demand.
Economic stability and improvement of investment environment boost the profits
and investments on efficiency and capacity enhancing are financed by those profits.
Thus, share of equity in liabilities climbed from 35 percent in 2002 to approximately
50 percent in 2004 and remedied stable until 2007 just before the global financial
crisis. On the other hand percentage of bank loans dropped from approximately 30
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percent to 14 percent in 2004 when it reached one of its historical deeps (Ozmen,
Sahindz, and Yalgin, 2012).

The main external financing system in Turkey is the banking, nearly half of non-
equity liabilities are bank loans and market financing is almost negligible. Also,
share of trade credits in balance sheet liabilities are higher in Turkey compared to
other countries. (Ozlii and Cihan, 2010) In the last decade access of corporate sector
to banking enhanced. Bank loans to corporate sector to GDP ratio more than doubled
from 2002 to 2008. (Ozmen, Sahindz, and Yalgin, 2012)

Improving access to banking system in the first decade of new millennium verified

also by our analysis (see figures 4.1 and 4.4).
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Figure 4.1: Liability Composition of Non-financial firms:

Although, CBRT data include different number of firms for different years, it
exhibits a snap shot of thousands of firms in Turkey. In fact, any firm may switch
from small to medium scale or it may change its sector overtime; therefore, it could

be difficult to track growth rates of different aspects of sectors by using the data.
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However, CBRT data provides a strong and detailed picture of balance sheet and
income assessments of specific sectors, for given years and for different size of firms
in a comprehensive manner. Depending on the CBRT data after the crisis of 2001, in
2004 Turkish non-financial sectors were financially strengthened with above 50
percent equity to total liabilities/assets ratio and very lowered bank liabilities. After
2004, it can be observed that share of equities in liabilities began to drop as the bank
loans entered a growing period where the weight of other type of liabilities is stayed
stable. Share of bank loans reached to 23% in 2011 as the equities reduced to 43
percent. The year 2009 was the very clear exception on the trends of improving bank
loan access and growing fragility on balance sheets. According to CBRT data Bank
loans shrink and trade credits stayed stable nominally in TL terms in 2009. This
indicates access to credit is stopped for a while and trade credits, traditional way of

financing, could not replace the financial shrinkage.

Growing share of bank loans since 2004 and effect of global financial crisis for the
year 2009 can be observed both for manufacturing and non-manufacturing sector’s

balance sheets.
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Figure 4.2: Liability composition of manufacturing and non-manufacturing firms
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Bank loan access or financing with bank loans seems to be more prevailed among
manufacturing firms. For non-manufacturing firms, it can be interfered that, growing
share of bank loan financing not only replaces share of equities but also other

liabilities.

There exists sector level balance sheet information for large, medium and small scale
firms only for manufacturing sector in CBRT data base. Since large firms represents
the three quarters of total assets/liabilities of whole manufacturing sector, their
liability composition can be interfered from figure 4.2. For medium and small sized

manufacturing firms we can observe additional noteworthy aspects of debt

composition.
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Figure 4.3: Liability composition of medium and small sized manufacturing firms

Medium scale manufacturing firm’s liability composition is not much differ from the
large ones for the last decade. For small manufacturing firms, percentage of bank
loans in liabilities does not differ from that of medium and large firms. Only a few
percent up or down side differentiation may exist but it can be observed that bank
loans are the main source external financing for manufacturing SMEs as well as large

firms. It confirms the World Bank survey in Turkey:
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“Other indicators in the survey confirm that Turkish SMEs are dependent on bank
finance but their applications for bank credit are faced with onerous collateral

requirements and high rejection rates.” (World Bank, 2010).

One observation from Figure 4.3 is that share of trade credits for small
manufacturing firms reduced from 21 percent in 2003 to 13 percent in 2012. This
implies another changing behavior of Turkish small manufacturing firm’s financing

strategies.

Boosting credits to corporations can also be observed from the Banking sector data:
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Figure 4.4: Bank credits to SME’s and Large Corporations as a percentage of GDP

During the years of crisis, 2008 and 2009, SME credit growth under-performed from
that of the large corporations. (Ozmen, Sahindz, and Yal¢in, 2012) However; SME
credits also enlarged as well as large corporations during the post-crisis period. Both
credit to GDP ratios of SME’s and large corporations almost doubled during the
2006-2013 period. Credits to SME’s reached to 15 percent from 8 percent of GDP

and credits to large corporations increased from 12 percent to 25 percent of GDP.

34



It can also be observed from the figure 4.5 annual average growth rate of credits to
small and medium scale corporations does not differ much from the growth rate of

credits to large corporations during the pre and post crisis period, 2006-2013:
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Source: Banking Regulation and Supervisory Authority Statistics

Figure 4.5: Average annual growth rate of credits to small, medium and large corporations
(2006-2013, in nominal USD terms)

When the dividend ratio is high and availability of external finance is constrained,
firm growth becomes restrained by only internal funds. The restriction can only be
moderated partly by boosting profitability and reducing the dividend payouts to
enhance saving rate. To boost to economic growth, a financial system that provides
required funds for highly profitable projects is necessary. Accessibility of funds
foster profits through high return investments and retaining earnings. (Ozmen,
Sahinéz, and Yalg¢in, 2012)

Although they are generally profitable, smaller firms have been under performed in
growth than large firms. There are two main reasons for that: inadequate access to
finance and corporate governance. The access to finance is crucial for rapid growth.
(World Bank, 2010) From the banking regulatory authority statistics, we can

calculate that aggregate annual average growth rate of bank credits to micro and
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small sized firms 13.7 percent annually and below the credit growth rate of medium
and large firms. However, when we distinguish small and micro firms, the small
firms seems to have a well growing credit access environment especially in 2011 and

2013. Lack of access to credits remained as a problem for micro level firms.

On the other hand, not only available funding but also policies that encourage firms
to use internal funds for growth are important. Turkish small sized firms were less
likely to invest in fixed assets to generate growth. Macroeconomic turmoil that
affected Turkey especially in the second half of the 1990s led firms to invest more in
liquid interest earning assets such as government securities and cash. After 2001, as
the reforms raised confidence and those trends began to change (Ozmen, Sahindz,
and Yalgin, 2012). How fixed investments of firms are changed can be assessed by
tangible fixed assets to total assets ratio. Figure 15 shows how tangible fixed assets

to total assets of manufacturing sector firms in different sizes are changed over time:

38%
36%
34%
32%
30%
28%
26%
24%
22%

20%
2003 2004 2005 2006 2007 2008 20059 2010 2011 2012

—— Non-Manufacturing —— Manufacturing - Large

—k— Manufacturing - Medium =< Manufacturing - Small

Source: CBRT Balance Sheet Data

Figure 4.6: Tangible fixed assets to total assets ratios non-financial sectors

Small sized manufacturing firms keep their tangible assets to total asset ratios over

30 percent for the last decade but it can be observed that the ratio is decreased by the
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crisis. It can be explained by a reduction in new tangible fixed asset investments.
Nevertheless, a mall recovery observed in 2012. On the other hand, tangible fixed
assets to assets ratios decreases both for large and medium sized manufacturing firms
since 2004.

To sum up the descriptive analyses of financial environment we can conclude that
banking is the main source of financing and banking sector credits to corporations
increased from 20 percent of GDP to 40 percent of GDP from 2003 to 2012. Banking
sector credits to almost doubled both for SME’s and large firms. Especially for the
manufacturing sector, bank loans became a bigger part of the total liabilities since
2004 and weight of bank loans in balance sheets of small, medium and large firms
climbed to 27, 27 and 24 percent in 2012 respectively. The information derived from
CBRT and Banking Regulation and Supervision Authority (BRSA) makes the
previous conclusions of World Bank (2010) and Ozmen at all. (20012) depending on
the data for before 2009 that SME’s are more constrained financially is questionable
for manufacturing firms especially after 20009.

Since we only have publicly available CBRT data for the same sample of firms for 3
year periods, we can enlighten the above question using the CBRT data revealed in
2011 that include sector level balance sheets for years 2008 to 2010 regarding
consecutively reported 8,576 firms to observe effect of crisis and data revealed in
2013 regarding the years 2010 to 2012 regarding consecutively reported 9,468 firms.
(See figure 4.7)
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Figure 4.7: Asset and Bank Loan Growth of Non-Financial Sectors (2009-2012)

In 2009 as the economy declined 4.83 percent, asset growth slowed down and bank
loan growth turned to negative. Asset growth rate in constant 2008 TL values was
positive 2.8 percent for non-manufacturing non-financial sector whereas
manufacturing sector total assets severely decreased by the crisis. Assets of large
manufacturing firms decreased by 2.2 percent and assets of small manufacturing
firms by 3.5 percent. Bank loan liabilities shrank for all non-financial sectors as a
whole. According to CBRT data, bank loan volume was having a lowering growth

rate for non-manufacturing sector but was having drop-down for manufacturing
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sector in both real and nominal terms. Bank loan liabilities of large manufacturing
firms reduced by 14.5 percent and bank loan liabilities of small manufacturing firms
by 6.7 percent. The shrinkage in bank loans observed also nominally for large and

small manufacturing firms.

The year after crisis when the economy grew by 9.16 percent, asset growth rate for
manufacturing sectors lead to over-all increase in asset growth in real terms. Asset
growth rates of all large, medium and small scale manufacturing firms were close to
each other. The growth rate of bank loan liabilities recovered to about 12 percent
both for manufacturing and non-manufacturing sector. Bank loan liability growth of
small manufacturing firms was 16.1 percent, 3.8 percent higher than that of large and

medium scale manufacturing firms.

In 2011, economy grew by 8.77 percent and asset growth rate of all firms more than
doubled and reached 26 percent. Again manufacturing firms were the locomotive of
the asset growth. Small manufacturing firms underperformed in asset growing but

kept bank loan growth rate above the medium and large firms.

In 2012, Turkish economy grew only by 2.17 percent. Asset growth for all non-
financial sectors declined and bank loan growth is almost diminished. Whereas non-
manufacturing sectors affected moderately, manufacturing sector’s asset and bank
loan growth nearly stopped in real terms. When we look deeper in to manufacturing
sector, affection on medium and small firms seems to be milder. Bank loan growth

rate for small manufacturing firms was still above the medium and large ones.

Depending on the CBRT data for the crisis and post crisis period, we can conclude
that Bank loans are severely volatile and access to banking depends heavily on the

macro-economic conditions.

Over-all non-manufacturing sectors are more stable compared to manufacturing
sector in terms of asset growth and bank loan liability growth. Although asset

growths are not sounding, bank loan liabilities of small sized manufacturing firms
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grew faster compared to medium and large sized manufacturing firms in three

consecutive years after the crisis.

CBRT data for years 2003 to 2012 also provide that (see figure 4.3) bank loan
liabilities to assets ratios are close to each other for small, medium and large firms.
Additionally; BRSA data for 2006 to 2013 (see figure 4.4) exhibits that SME’s
seems to have bank loan growth similar to large firms. Therefore we can conclude
that access to financing for SME’s is not a serious difficulty as it has been in before.

Nevertheless; this claim needs to be supported by more studies in this field.

4.2 Profitability
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Figure 4.8: Profitability of corporate sector

Corporate sector profitability in Turkey decreased from 2003 to 2005 and increased
until 2007, then went down to the lowest rates in 2008 during the period 2003 to
2012. Year 2011 is also a drop down year for profitability against assets. One
interesting observation is that EBIT is smoother for non-financial sectors and both
decreases in 2008 and 2011 are due to financial expenses that can be observed from
difference between EBIT and EBT curves. 2008 was an interesting year as financial
expenses worth 4.29 percent of all assets by reaching highest level during the last

decade. Financial expenses to assets ratio was 2.44 percent on average from 2003 to
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2007 and 2.46 percent from 2009 to 2011 on average. In fact, we observe no
common exceptional changes in nominal and real interest rates for commercial
credits or real exchange rate in 2008 and 2011. We expect the sudden change in

profitability in 2008 and 2011 can be explained by further studies.
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Figure 4.9: Profitability of Manufacturing and Non-Manufacturing Corporate Sectors

When we separate the manufacturing and non-manufacturing sectors it can be
observed that net profitability of manufacturing sector is generally higher than that of
non-manufacturing except for year 2005. Manufacturing sector’s net profitability
against assets was 4.60 percent on average whereas it was 3.55 percent for non-
manufacturing firms. Nevertheless; it should be noted that the difference between
EBIT and EBT curves which represents financial expenses are higher for

manufacturing sector.

Since large-manufacturing firms represent most of the whole manufacturing sector,
its graphs are similar to whole sector in general. Therefore; we include only medium

and small manufacturing firms in to our analysis.
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Figure 4.10: Profitability of Small and Medium Manufacturing Firms

Small manufacturing firms had less profits than medium ones. Besides, medium
scale manufacturing firms also under-performed compared to whole sector which
means they were not as profitable as large manufacturing firms. Actually, CBRT data
shows that large manufacturing firms’ aggregate profitability out-performed than
medium and small manufacturing firms each of the years during last decade and their
aggregate net profitability was 2.9 and 5.30 percent higher respectively. Profitability
of small manufacturing firms was higher than medium manufacturing firms only in
2008 when profitability of large and small manufacturing firms sharply reduced.
Although they were fluctuating, financing expenses to assets ratios were close to

each other for large, medium and small firms.

One major conclusion can be derived from the figures 4.3 and 4.10 is that, small
manufacturing firms have bank loan to asset rates as big as medium and large firms
but their profitability is much more lower than those of big ones. That is why we
have to question financial fragility of small firms in terms of their debts rather than

their accessibility to credit.
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4.3 Debt Structures and Fragilities

Total debt of Turkish non-financial sectors climbed to one its highest levels in 2001
against total assets and decreased in the following years. (Ozmen and Yalgin, 2007)
In figure 4.1 debt to assets ratio of non-financial sectors depicted to observe trends in
the last decade. After the decreases following the crisis, debt to assets ratios of non-
manufacturing sectors stay stable until 2009 but increased by 2010. While being
indebtedness of manufacturing sectors higher in all years, it differs by scale of firms.
Debts of manufacturing SME’s dropped against assets as assets grow faster than the
debts especially in 2008 and 2009. However, growth of debts accelerated over asset
growth and SME’s become more fragile by 2010. On the other hand large
manufacturing firm’s debts over assets ratio gradually increased since 2005. Over all,
it can be concluded that non-financial sectors acquired more debts against assets
especially in 2010 and 2011. Those results can be explained by increases in bank

loans as we described in section 4.1.
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Figure 4.11: Debts/Assets ratio for non-financial sector
As debt related credit risks increased in recent years, as a measure to debt and

interest rate risk, interest coverage ratios calculated as EBIT/Interest Expenses of
non-financial firms are illustrated (see figure 4.12).
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Figure 4.12: Interest coverage ratio for nonfinancial sector

Interest coverage ratios of manufacturing firms are more volatile compared to non-
manufacturing firms since their interest expenses more volatile due to higher debt
ratios and or inability to hedge their interest risks. Figure 4.2 helps to understand that
volatility. Nevertheless, large manufacturing firms are has higher interest coverage
ratios than small and medium scale manufacturing firms despite their higher level of
debts. Especially small manufacturing firms have difficulty in paying their interest
expenses with their earnings which is reflected by close to or below hundred percent
interest coverage ratios in the last decade. In 2005 manufacturing SME’s made losses
due to interest expenses and in 2011, even EBIT was reflecting loss rather than

profit.

Short term debts are one of the main fragility factors against interest rate shocks and
credit crunches. In Turkey, one of the non-financial sector credit risks is stems from
maturity structure of debts. Due to long lasting inflation and instability sort term
approaches in economic activities became prevalent. Uncertainties in the economy

lead to shortening of maturity of financial contracts such as credits, deposits and
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public debt instruments. Compared to other countries maturity of corporate debts in
Turkey was very short term (Ozmen and Yalgin, 2007).
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Figure 4.13: Maturity risk of debts of non-financial sector

Yet, short term debt to total debts ratio is in a decreasing trend for non-financial
sectors. Higher share of short term debts in the debt portfolio for smaller

manufacturing firms relative to larger ones is no longer a case since 20009.

Debt dollarization is another important source of fragility especially against global
financial shocks and exchange rate depreciations. Sudden capital outflows or cease
of inflows causes devaluations that mainly hurt balance sheets of sectors having
imported inputs with high foreign exchange debts. Then, due to sector interactions
whole economy becomes more fragile. This events increases risk prime and triggers
interest rate risk besides exchange rate risk. (Levy-Yeyati E., 2006) High inflation,
high budget deficits, public debt and macro-economic instability lasting for long
years in Turkey caused dollarization in assets and liabilities. Consequently debt

dollarization which can be measured as total foreign exchange denominated debts to
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total debts ratio become higher than all Latin America countries while the region is
known with its high dollarization.

Despite the gradual decrease over years since 2001, debt dollarization is still very
high (Ozmen and Yalgm, 2007) (see figure 4.1). The decreasing trend in debt
dollarization ceased in 2011. Another noteworthy result that can be derived is during
the whole period smaller firms could have less access to foreign currency
denominated debts.
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Figure 4.14: Liability dollarization of non-financial sector

On the other hand, foreign currency denominated assets of non-financial firms did
not grow as fast as liabilities in foreign currency. According to CBRT data debt
dollarization of non-financial sectors worsened in and foreign currency denominated
assets become further from being adequate to hedge liability dollarization (see figure
4.15). Dollarized Assets to dollarized debts ratio worsened dramatically in 2010 and
2011. As the asset to debt positions of non-financial firms diminished, corporate
sector becomes more fragile against currency shocks. (Frankel, 2005) It can be

observed in Appendix B from the indicative values for 2014 that is a slight recovery

46



to 2012 ratios, but effects of 2010 and 2011 remain unrecovered. An improvement in

maturity of foreign currency denominated debts is also observed.
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Figure 4.15: Foreign Exchange denominated assets to liabilities ratios of Turkish non-financial
firms
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Figure 4.16: Sort term foreign currency denominated debts to total foreign currency
denominated debts ratio for non-financial sector
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It should also be noted that, while liability dollarization of manufacturing and non-
manufacturing sectors are close to each other, manufacturing sector is more fragile in

terms of weight of total debts in liabilities and maturity of liabilities.

Exports may buffer liability dollarization fragilities by helping asset dollarization to
hedge against currency shock risks. Domestic currency depreciations increases
liabilities of firms with liability dollarization whereas exporting firms benefit from
those depreciations with the improving price competitiveness and increase their
revenues. Therefore, liability dollarization should be evaluated together with share
of exports in sales. Due to confidence against currency shocks acquired by foreign
sale revenues, export oriented sector firms can be more prone to liability
dollarization. Firms can be classified according to their tendency to exports and
liability dollarization in hell, hedge and heaven positions where hell represents high
liability dollarization with small or no amount of exports, hedge position implies
share of exports in total sales liability dollarization comparable to each other and
heaven stands for predominantly exporting firms with small or no amount of liability

dollarization. (Echeverrya, Fergusson, Steinerb and Aguilara, 2003)

According to our classification in Appendix C we have data for twenty four sectors
from year 2007 to 2012 depending on CBRT data and we observe that those twenty
four non-financial sectors more prone to liability dollarization if they are more export
oriented. Foreign currency denominated debts to total debts ratio increases with
exports to total sales ratio according to firm level CBRT data analysis (Kesriyeli,
Ozmen, and Yigit, 2011) and we found correlation coefficient is 0.48 and 0.55
respectively in 2007 and 2012 for those 24 sectors.

On our analysis, we set boundaries of positions depending on the classification of

Ozmen and Yalgmn (2007), which is derived from the study of Echeverrya et
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al.(2003), with upper and lower bounds of hedge position are determined as “LD = 3

X Export/Sales” and “LD = 3/2 X Export/Sales.”1
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Figure 4.17: Sector level liability dollarization and export intensity

! Echeverrya et al. determined the bounds as LD=3/2 X Export/Sales and 2/3 X Export/Sales. Yet,
they accep that those boundary lines are respective to data. Ozmen and Yalgin claim that is total debt
to total sales ratio is lower than one, the field determined for risky area becomes over-large.
Therefore, they ensized risky area smallerly. Since, in our data total debt to total salesartio is 0.19 in
2007 and 0.27 in 2012, we used area boundaries determined by Ozmen and Yalgin in Figure 4.17.
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11 out of 24 sectors were in hedge position in against a currency depreciation risk in
2007, however; the number of sectors in hedge position reduced to 9 in 2012. In fact,
two sectors “Mining and quarrying” and “Manufacture of coke and refined petroleum
products” moved from hedge position to risky position. Both changed position
because of increases in liability dollarization while exports to sales rations stayed
stable from 2007 to 2012.

Who bears the risk for liability dollarization fragilities of Turkish corporate sector? It
becomes a noteworthy question and findings from CBRT data given in Appendix B

provide the answers.
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Figure 4.18: Foreign exchange denominated liabilities of non-financial sector and its
components

Foreign exchange denominated liabilities of non-financial sectors reached from 14
percent to 33 percent of GDP from 2005 to 2013. By 2009, share of domestic bank
loans in dollarized liabilities increased and reached to 54 percent. External loans are
the second largest component of dollarized liabilities with 31 percent share. The

other liabilities are import payables, non-bank financial institutions and past due
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loans taken over by Saving Deposit Insurance Fund. The total foreign exchange
liabilities of Turkish non-financial sector nearly USD 267 billion and USD 144
billion of it funded by domestic banks and nearly USD 83 billion by external loans.

The dollarized liability structure reveals that any currency shock that triggers
economic turmoil in Turkey affects the corporate sector due to its fragility originated
from liability dollarization, and that affection can spread to domestic banks and other
countries funding foreign exchange loans. Thus, a currency shock can trigger a

financial system crisis.
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CHAPTER 5

EMPIRICAL ANALYSYS OF NON-FINNACIAL SECTOR
PROFITABILITY

In this section, we investigate the impacts of macroeconomic conditins and sector
specific financial fragilities on profitability of Turkish non-financial sectors. To this
end, we attempt to provide answers to some important questions including “how do
debt structure, real exchange rate depreciation or interest rate movements affect
sectors?” At the firm level, answers for such questions depend on debt structuring
and asset management strategies of firms in a complex manner (Stier, 2005). For
example, currency risk depends on the assets and liabilities with net payment streams

denominated in foreign currency ( Chamberlain, 1996).

Nevertheless; there are firm level empirical studies to exhibit how firm level
variables and macroeconomic variables effect profitability. Some Central Bank of
Republic of Turkey (CBRT) working papers including Ozmen, Sahindz and Yalcin,
(2012) reveals aggregate effect of those factors on firm profitability. Besides
benefitting from those articles, we attempt to provide sector level analysis to
encompass the earlier firm level analysis in the literature and to estimate the effects
of sector specific variables such as debt structures and export intensities along with
macroeconomic condition variables on non-financial sector profitability. We also
aim to investigate the effects of fragilities on sector profitability and consequently

discuss the extension of effects of fragilities.

5.1 Data and Sampling

For sector specific variables we use the CBRT data set that covers aggregated

balance sheets, income statements and debt structures of non-financial sectors for the

52



years 2003-2012. We did face up with some difficulties in standardizing the data set.
First of all, the data are revealed each year covering previous 3 years at sector level
depending on the same reporting firms’ variables. However the number of reporting
firms changes over time. Therefore; for each year, the last available data are used.
For example, the last data revealed in 2013 covers balance sheets and income
statements for 2012, 2011 and 2010 and data for those years picked-up from data
revealed in 2013. Data for 2009 is gathered from data revealed in 2012, data for 2008

is gathered from data revealed in 2011 and so on.

We could not address the changing firm samples for a sector over the time since firm
specific data are not publicly available on the web site of CBRT. However; the
changing samples is not problematic since those number of firms do not dramatically
change over time and affect aggregate ratios for whole sector. Additionally, it is
natural for a sector to have bankrupting and emerging firms over time. Including all
those firms in a snapshot aggregate sector data, instead of only those who have
survived for whole period of study, may help better to our aim of understanding what

is really realized at whole sector level over time.

One difficulty is, descriptions of sectors are changed in 2011 in CBRT data base.
CBRT uses Turkish Statistics Institute’s industry classification which is derived from
“International Standard Industrial Classification of All Economic Activities” (ISIC)
by United Nations Statistics Division. The new classification depends on revision 4
of ISIC whereas the previous one revision 3.1 of ISIC. Therefore our data for the first
five years, 2003 to 2007, come from the same classification of sectors whereas data
for the second five years, 2008 to 2012, are from another classification. Only the
revision by CBRT to ISIC 4 is sector “K-Financial and insurance activities” is
replaced by sector “K-Holding company activities” to include only the non-financial

sectors.

Correspondence tables between Revision 4 and Revision 3.1 of the ISIC provided by
United Nations Statistics Division are considered. It is observed that some sectors

directly correspond to many previous ones, some are separated in to two or three,
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some are merged and some are continued with different or the same name for
revision 4. This problem is solved by examining all sector names and modifying the
data by appropriate mergers. Number of firms also controlled for each sector when
doing this changes to prevent mistakes. Thus, we obtain greatest possible number of

sectors’ data for ten years.

There are two different sets of data that can be derived from CBRT. One is “sector
level data” and the other is “sector and size level data” consisting of aggregate large,
medium and small firm data for each sector. We used later one in our analysis to
compare smaller and larger firm cluster comparisons. From sector level data, it is
possible to have 24 sectors with 10 years of data but there are still some sectors that
are not match for the first and second five years and have data only for one of these
first or second five year periods or less that we cover. We also include those 14
sectors in to the analysis to have a comprehensive coverage of whole non-financial
sectors to cover whole sample. Thus we have 38 sectors with 308 data points from
2003 to 2012 where 17 of the sectors are from manufacturing sector corresponding to
150 data point. How sectors are merged in consistent lists can be observed from

Appendix C.

From size leveled data for sectors, we derived 18 sectors from available data where
11 of them from manufacturing sector. Since there are large, medium and small
divisions for each sector, data includes 54 clusters for 10 years including 447 data
points. 300 of the data points belong to 33 manufacturing sector clusters.

Data for macroeconomic variables are derived from different sources. GDP growth,
public gross debt to GDP ratio and inflation rate which is used to calculate real credit
interest rate are obtained from IMF’s World Economic Outlook data base. Credit
interest rate that banks apply to firms is derived from weekly CBRT data on
weighted average interest rate of TL nominated credits supplied by banks in Turkey.
We averaged weekly data to obtain yearly values. Real interest rate for credits
obtained by normalization with yearly inflation rate figures obtained from IMF. Real

exchange rate figures for TL were derived from CBRT’s monthly data on consumer
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price index based real effective exchange rate figures. Financial depth figures were
also obtained from CBRT’s monthly data on domestic credits supplied by banking

sector. The figures were normalized as percent of GDP.

5.2 The Model and the Variables

To figure out effects of financial fragilities and macroeconomic variables on
profitability of Turkish non-financial sectors for 2003-2010 the following generic

equation is considered:

Yit= Yit-1 +Sit+ yMt + Uit

“i” represents indices for sectors, “t” represents indices for year. “Y” is dependent
variable standing for profitability. “S” is vector of sector specific variables and “M”
is the vector of macroeconomic condition variables. When determining variables and
the model we are inspired by the study of Ozmen et al. (2012). However, we also
added real interest rate as an explanatory variable to the model.

For dependent variable term “Y” we use “PROFIT” represents net profits for the
period over asset ratio. The main sector specific variables to detect fragility are debt

related variables. We include different debt terms in our analysis in different models.

Debt (Total debts over total assets ratio): The debt term is used to investigate
whether debt has positive or negative effect on profitability. In fact debts can create
leverage for more profitability. On the other hand, they can increase financial costs
and reduce profitability. Thus, debts can create fragility for the corporate sector. We

try to understand which effects of debts are dominant in Turkish non-financial sector.

Exp (Export intensity): This variable is defined as the sahae of exportsto total sales.
There are two controversy forces effecting coefficient of this variable. First,
exporting sectors may face with international competition and are likely to have less
profit ratios. Second, it is easier for exporting sectors to reach cheap financing and
thus they can create more profits. Which force is more dominant is determined by the

empirical analysis.
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Reer*Exp (Interaction of real exchange rate of Turkish lira with export
intensity) Reer*Exp, a currency shock absorber indicator, is also added since
exporting sectors’ income is more denominated in foreign currency and those sectors

can be more profitable as currency depreciates. (Ozmen, Sahindz, and Yalgin, 2012)

The effect of exchange rate on corporate profits heavily depends on export and
import intensities of those corporations. A study by Campa and Goldberg (1999) on
implications of exchange rates for time series of sectoral investment, both
theoretically and empirically, have shown that responsiveness to exchange rates
changes by the time, positively for sectors having high reliance on exports and

negatively for sectors depend on imported inputs in production.
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Source: CBRT Data

Figure 5.1: Export Intensity and Exports Originated Robustness against currency shocks for
non-financial sectors as a whole

Figure 5.1 depicts that indebtedness of non-financial sectors in Turkey highly
increased in 2010 and 2011 as the liquidity easing policies conducted by central
banks to recover from the global financial crisis. In fact both TL denominated and
foreign exchange denominated debts grew faster than assets in 2010 and 2011
according to CBRT data. On the other hand, exports intensity declined in 2009 as the
crisis hit world trade and exports to total sales ratio cannot be recovered thereafter.
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Reer (Real exchange rate): There are controversial studies about effect of real
exchange rate on growth. Especially in developing countries currency depreciation
can stimulate growth. (Rodrik, 2008) Because exchange rate depreciation reduces
relative prices of domestic inputs, enables more use of domestic sources, enhance
employment, exports and profitability. Competitive exchange rate boosts
performance of tradable sectors. (Rodrik, 2009) Hausmann Pricett and Rodrik,
(2005) studied on rapid growth accelerations since 1950’s and find out a positive
correlation with exchange rate depreciation and growth. However, some researchers
are skeptical about impacts of the real exchange rate. There are many different types
of relations between exchange rate and profits. Market orientation and cost structure
of production are the main drivers that determine direction of the effect of currency
rates. Export activities that depend on domestic resources can be diminished by
exchange rate appreciation due to reducing competitiveness. On the other side, such
an appreciation fosters domestic markets if production is depending on imports due
to reducing cost of inputs and borrowing in foreign currency. (Montiel and Serven,
2008)

Despite the conventional Mundell-Fleming model, some researches support the idea
that devaluations cause turmoil in dollarized economies due to their balance sheet
effects (Frankel, 2005). In the same wein, Levy-Yeyati and Sturzenegger (2009)
argue that a positive relation between currency depreciation and growth can be
supported by data only if there is no considerable liability/financial dollarization.
Because of financial dollarization, exchange rate depreciation can behave like a pro-
cyclical cause of economic disturbances instead of a countercyclical shock absorber.
That means as a fragility factor, dollarization can reduce or even reverse the expected
impact of currency rates. There are also micro economic evidence on how foreign
exchange liabilities reverse the expected Mundell-Fleming expansions in Latin
America during devaluations. Profits of firms with high dollar liabilities diminish
when currency depreciates. (Galindo, Panizza, and Schiantarelli, 2003)
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Rir (real interest rate): Short term debts create a credit risk when interest rate
shocks hits the economy. An essential risk for developing economies is defined as
financial risk when the interest rates raised and liquidity crunch emerges. Internal
fragilities in balance sheets of main sectors such as households, public sector,
banking sector and corporate sector determine the severity of such shocks. (Ozmen
and Yalgm, 2007) CBRT data for interest rate applied by banking systems to
domestic credits normalized with inflation is used to observe whether increase in real
interest rates reduces profitability via financial expenses or increases via interest

earning assets.
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Figure 5.2: Macro economic variables 2003-2012

Table 5.2. exhibits macroeconomic variables used in the empirical analysis. Turkish
lira steadily appreciated whereas real interest rate of domestic credits declined before
global financial crisis affected the economy in 2009. It is observed that both real
exchange rate and real interest rate of domestic credits become more volatile by
20009.
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There are also some other sector specific and macro-economic variables which are
often found to be insignificant. These include, tangibility ratio, GDP growth rate,
public gross debt to GDP ratio, financial depth over GDP ratio. Tangible assets to
total assets ratio represents tangibility ratio and it can be evaluated as an implication
of collateral intensity. Sectors with more collateral ratio can be expected to have less
profitability over assets, since it is given that the fixed assets are very high and
further return on fixed assets may be low. Real GDP growth rate provides an
indicator for aggregate demand for sectors. Accelerating output growth of economy
enhances corporate profits. An evidence of positively significant growth would rate
effect supports accelerator model of investment (Farazzi, Hubbard, and Petersen,
1988) and that supports the argument that policies to stimulate macroeconomic
conditions can have a Keynesian multiplier effect developed by Richard Khan
(1931). For public gross debt to GDP ratio in Turkey, it can be mentioned that since
financial markets are deep enough, Turkey’s government fiscal position had heavy
influence on financially fragile firms. Large firms generally invested in government
bonds and bank dependent firms had not been able to raise funds, therefore public
deficit severally crowded out private activities. Financial depth over GDP ratio is
included to reflect development level of financial system in Turkey described by
total domestic credits of banking system to GDP ratio. It exhibits a liability for firms
to fund new investments and expected to increase profitability. (Ozmen, Sahindz,
and Yalcin, 2012).

5.3 Methodology

We use sector-specific variables and macroeconomic condition variables to test the
determinants of sector profitability over assets rates by adopting Generalized Method
of Moments (GMM) procedure for the dynamic panel data developed by Arellano
and Bond (1991) and Arellano and Bover (1995). Since our data cover many sectors
with maximum 10 years of data with a time lag variable, a dynamic model is chosen

instead of fixed effect estimations on panel data since models with lagged dependent
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variable on such models are generally misleading (Bond, 2002). All calculations are
conducted using Stata 12.1 software using Xtabond2 command. (Roodman, 2009)

To achieve our purposes of determining fragility factors of non-financial sectors, we
had some restrictions in modelling. We try to find an optimal model that explains
fragility factors under restrictions such as having limited size of samples, choosing
public gross debt or interest rate as a fragility factor as they have strong correlation.
Debt related variables and real exchange rate always included to models and they are
mostly significant in explaining profitability in the models. To include or not include
the variables such as size of financial system as a percent of economy, export
intensity and tangibility ratio of sectors to model was another issue to decide in
modelling.

To determine an efficient and useful model we try almost all possible variable set
scenarios. For each variable set, stata Xtabond2 codes are run with the methods of
system GMM, GMM with leveling, GMM with differential transformations and
GMM with orthogonal transformations (Arellano and Bover, 1995). All codes
included robust, two step estimations. In our codes the dependent variable and all
sector specific variables included in GMM code with t-1 to t-2, t-2, and t-2 to t-3 lags
of dependent variable and all sector specific variables Sit as they are accepted as
endogenous. On the other hand, macro-economic variables Mt which are assumed to
be strictly exogenous are included in the set of instrumental variables. Stata 12.1
codes in “do files” generated to include all available scenarios in determining models
with significant coefficients. This procedure is conducted for each of samples and
sub-samples such as manufacturing and non-manufacturing sectors, large, medium

and small firm groups if possible.

Since GMM with orthogonal transformations using all the available t-2 dynamic lags
of dependent variable and firm-specific variables yield more variables with
significant coefficients for the samples and subsamples, it is chosen as the optimal
method. For the sector and size level data manufacturing and non-manufacturing

clusters also divided to sub samples and GMM estimations are conducted.
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In the empirical model the chosen variable set includes indebtedness variables
(Debt), export intensity (Exp), interaction of real exchange rate of Turkish lira with

export intensity(Reer*Exp), real exchange rate (Reer) and real interest rate (Rir).

5.4 Empirical Results

Results of two step robust system GMM estimation with orthogonal transformation
(Arellano and Bover, 1995) using the t-2 lags of dependent variable and sector

specific variables based on “sector level data” are presented by Table 5.1.

The consistency of GMM estimators is strictly related with absence of serial
correlation. To observe that disturbance in original dynamic levels equation does not
have serial correlation, AR(1) should be significantly negative and AR(2) should not
be significant (Arellano and Bond, 1991). Therefore, AR1 and AR2 values on the
tables imply lack of serial correlation. All the equations, passes Hansen-J test for

instrument validity.

The results clearly confirm that sector-specific fragility factors and macroeconomic
risk variables are significant to explain nonfinancial sector profitability in Turkey.
Sector profitability decreases by increasing weight of debts whereas focusing on
exports is a profit boosting factor. Yet, robustness against currency shocks due to
export intensity has readjusting role on profitability. Real exchange rate
depreciations are found to have reducing effects on profitability which can be
accepted as a signal of serious fragility against currency shocks. Increases in real
interest rate also have negative effect on sector profitability and that can imply

fragility against interest rate shocks (Ozmen and Yalgin, 2007).
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Table 5.1: Determinants of non-financial sector profitability by industry

All non-financial Manufacturing Non-manufacturing
sectors sectors* sectors
. 0.290*** 0.175 0.296***
Profit; 4
(2.88) (0.91) (4.45)
- *%k |
Debt 0.107 0.0966
(-2.12) (-1.63)
0.345** -0.069 0.00600
EXpit
(2.38) (-0.37) (0.02)
_ *%
Reer*Exp . 0.251 0.054 0.0129
(-2.05) (0.36) (0.04)
Reer 0.0477%** 0.0299*** 0.0576***
t (3.39) (-2.84) (2.93)
Rir -0.154* 0.0584 -0.334*
t (-1.69) (0.69) (-1.66)
Statistics
Number of
Observations 270 133 137
Number of 38 17 21
Sectors
Number of 65 49 65
Instruments
Y2W(6) 203.4 [0.00] 231.4 [0.00] (x2W(5)) | 113.3 [0.00]
AR1 -2.99 [0.00] -1.70 [0.09] -2.60 [0.01]
AR2 0.98 [0.33] 0.30 [0.77] 0.61 [0.55]
P[Hansen] 0.99 1.00 1.00

Source: CBRT data analysis results

*: “Debt i variable removed from the model to address multicollinearity.

Notes: The values in parentheses “()” are z-values based of the coefficients that are robust to within
cross-section residual correlation and heteroscedasticity (Arellano, 1987); *, ** and *** represents
significance at 10%, 5%, and 1% levels, respectively; xaw is the Wald test for the joint insignificance of
the explanatory variables; AR1 and AR2 are the Arellano and Bond (1991) tests for first-order and
second-order serial correlation, asymptotically N(0,1); Cornered parenthesis “[]” stands for p-values
of corresponding statistics; P[HANSEN] reports the p—value of Hansen J test for instrument validity
and over-identification restrictions.

Debt included in the model as a measure of fragility and the results have shown that
contracting impact of indebtedness on profitability is obvious. (see Table 5.1 and 5.2)
Indebtedness is a profit diminishing problem for Turkish non-financial sectors. Both
TL denominated and foreign exchange denominated debts has negative coefficients.

Especially dollarized debts have bigger more significant negative effect on profits of
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industries. As the debts grew faster than assets, total debts reached 19.6 percent to
29.3 percent of assets from 2009 to 2011. Therefore; fragilities caused by

indebtedness have to be tracked more cautiously.

Exporting industries perform better despite the international competition they faced.
Negative coefficient of Reer*Exp implies that exchange rate robustness stem from
exports has a shock absorber effect on profits. Profits of sectors that have high export
share or are more involved in tradable activities are less sensitive to exchange rate

movements.

It is understandable to have a bigger coefficient of Reer*Exp for non-manufacturing
sectors since they are more open to international markets as 28.9 percent of their
sales comes from exports on average annually for the studied decade and share of
exports represents only 20.9 percent of sales on average for manufacturing sectors
according to CBRT data.

Real exchange rate appreciation of Turkish Lira has an increasing effect on corporate
profits. The results does not supports the previous views in literature such as
currency depreciation can stimulate growth especially in developing countries
(Rodrik, 2008) via reducing cost of domestic inputs to foster profitability (Rodrik,
2009). That means, Mundell-Fleming model is not valid for Turkish non-financial
sectors and currency depreciation was a pro-cyclical shock factor during the period
2003 to 2012. Liability dollarization dominantly determines overall effect of
depreciations by creating profit losses and economic turmoil as it did before in Latin
America (Galindo, Panizza, and Schiantarelli, 2003). Dominance of balance sheet
effect of foreign exchange liabilities in dollarized economies expressed by Frankel
(2005) and Levy-Yeyati and Sturzenegger (2009) and effects of dependence of some
industries on imported inputs examined by Montiel and Serven (2008). These fraglity
factors, debt dollarization and dependence on imported inputs are found to be strong
enough to diminish countercyclical effect of depreciations on the whole industry.

Non-manufacturing sectors again has a bigger coefficient in positive direction on
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table 5.1 and 5.2 for “Reer” compared to whole sample, and it implies that those
sectors are more fragile against currency shocks.

Previous empirical evidence from firm level analysis based on CBRT firm level data
from 2002-2007 by Ozmen et al. (2012) have revealed a negative relationship
between real exchage rate depreciation and profitability. However, we found a
positive sign of real exchange rate variable in our analysis where we included the
data from 2003 to 2012 containing additional 5 years. Why we have reached a
different result can be explained by our descriptive analylisis, where we have shown
that dollarized assets to dollarized liabilites ratio havily decreased by reducing from
59 percent in 2007 to 34 percent in 2013. Thus; Turkish corporate sector become

more fragile.

Real interest rate increases significantly reduced profits. It is an exact evidence of
fragility and can be explained by dominance of short term debts in liability portfolios
(Ozmen and Yalcin, 2007). Those results it in parallel with Mundell-Fleming model
and the empirical evidence from firm level analysis based on CBRT data by Ozmen
et al. (2012) where they used public gross debt as an indicator of interest rate and
found there is a reversal relationship with profitability. Non-manufacturing sectors
have bigger coefficients again which implies they are more fragile against interest

rate shocks too.

In table 5.2 empirical results based on sector data separated by size illustrated. For
the size “sector and size level data” the same GMM methods with “sector level data”
is used. The equation for small firm clusters contains an insignificant AR1 value but
it is close to be significant at ninety percent confidence interval. Thus; results of
analysis for the subsample with small sized firm clusters should also be interpreted to
discuss important differences relative to large and medium firm clusters and to derive

noteworthy questions for further research.
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Table 5.2: Determinants of non-financial sector profitability by industry and size

g\eI::-tors Manuf. kl/l(;r;;uf. Large Medium | Small
LagProfit,, 02247 0275+ [0266+  [0293 [0.149 -0.0435
[ (4.23) (3.89) (1.93) (2.54) (1.01) (-0.33)
Debt,  |-0.0655" [-0.0635% [-0.0530 |-00780** |-0.0835+* |-0.155+
[ (-2.56) (-1.84) (-161)  |(-208) [(-2.3) (-4.01)
Exp, 00867 [0254 -0.0931  |0.153 0.534*  |-0.327*
: (0.53) (1.26) (0.18)  |(0.88) (1.84) (-1.82)
-0.0246  |-0.166 0.0684  |-0.174 -0.392% | 0.248
Reer*Exp i
* 1(-0.19) (-0.96) (0.16) (-125)  |(-L72)  [(158)
Reer, | 0.0100%+ [00221*  [00145 00590 [0.0296** [0.0316**
(2.74) (1.82) (1.01) (3.48) (2.51) (1.98)
Rir 0.0470 -0.0394 |0.235*  |-0.00365 |-0.0334 |0.185**
(0.85) (-0.58) (1.79) (0.04)  |(048) |(254)
Statistics
Number of | 394 267 126 131 131 131
Observations
Number of | 5, 33 21 18 18 18
Sectors
'I\'“mber of g5 65 65 65 65 65
nstruments
195.4 1315 157.0 384.6 212.1 56.48
x2W(6) [0.00] [0.00] [0.00] |[0.00] |[0.00] |[0.00]
ARL -3.65 -3.22 -2.02 -2.48 -2.59 -1.55
[0.00] [0.00] [0.04] [0.01] [0.01] [0.12]
ARD -0.60 -0.33 0.60 0.11 -0.50 -0.82
[0.55] [0.75] [0.55] [0.91] [0.61] [0.41]
P[Hansen] | 0.69 1.00 1.00 1.00 1.00 1.00

Source: CBRT data analysis results

Notes: The values in parentheses “()” are z-values based of the coefficients that are robust to within
cross-section residual correlation and heteroscedasticity (Arellano, 1987); *, ** and *** represents
significance at 10%, 5%, and 1% levels, respectively; xaw is the Wald test for the joint insignificance of
the explanatory variables; AR1 and AR2 are the Arellano and Bond (1991) tests for first-order and
second-order serial correlation, asymptotically N(0,1); Cornered parenthesis “[]” stands for p-values
of corresponding statistics; P[HANSEN] reports the p—value of Hansen J test for instrument validity
and over-identification restrictions.
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In the analysis, diminishing effect of indebtedness significantly observed in almost
all subsamples. Influence of indebtedness on profits is stronger for small firms

compared to medium and large ones.

Exports have significantly negative coefficient for small sized firm clusters in the
analysis. That implies smaller firms are more vulnerable to international competition.

Coefficient of Reer*Exp variable is significant and negative as expected.

Reer has positive coefficient in almost all sample and subsample analysis. Analysis
of size leveled sector clusters provided further information that manufacturing
sectors are also fragile against currency shocks. Reer has significant and positive
coefficients for large, medium and small firm cluster samples and it has a bigger
coefficient for large firm clusters compared to medium and small ones. That implies
large firms are more fragile against currency depreciations due their higher debt
dollarization and lack of hedging abilities.

Rir has positive coefficients in analysis of non-manufacturing firm clusters and small
firm clusters by representing robustness against interest rate risks. It can be explained
by interest earning assets of those firms but we do not include that data in this study
to confirm this suggestion. Those results can be supported by the smaller and
enhancing short term debt intensity of non-manufacturing sector compared to
manufacturing sector and reducing short term debt intensity of small manufacturing
firms at least. We have illustrated those two in descriptive analysis in chapter 4. Rir
has a negative coefficient for sector level data but a positive one for sector and size
level data. That implies there is a different behavior for small, medium and large
firms. We could not include the analysis each for only large, medium or small non-
manufacturing sector clusters as explained in methodology. Yet it can be suggested
from analysis of all small sized firm clusters in table 5.2. that real interest rates

specifically affects large non-manufacturing firm profitability.
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CHAPTER 6

CONCLUDING REMARKS AND SUGGESTIONS FOR
FURTHER RESEARCH

The concept fragility refers to risky positions in balance sheets that can increase
probability of defaults in variety on means (Davis, 1995). As investors focus more on
fragility of economies in recent years (Aizenman, Binici, and Hutchison, 2014) we
have shown that Turkey is in a region with a fragile macro-economic dynamics such
as low saving rates, dependence on external inflows, high current account deficits. In
fact, the region Central and Eastern Europe experienced sudden stop of capital
inflows and affected more severally economically during the global financial crisis of
2008-20009.

Turkey is also among the most fragile economies and concerns over Turkey continue
due to its high current account deficit, high foreign exchange liabilities, slowing
GDP growth and still high inflation (Lord, 2013).

In this frame fragility of Turkish corporate sector is studied since corporate sector
fragilities very important to economy. Corporate sector fragilities influence
willingness of banks to lend. If financial positions of the firms cause credit
constraints and failure of illiquidity or increase the cost of intermediation via raising
interest rates thus, failure of insolvency, both of these failure mechanisms can cause

loss of welfare for the economy (Myers, 1993).

Descriptive analysis have shown that despite the improvements in debt structuring of
non-financial sectors from 2007 to 2012 in terms of exposure to interest rate risk
described by short term debts to total debts and exposure to currency risk described
by foreign exchange denominated debts to total debts, both risks still exists for the
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corporate sector. Total debts to assets ratio of the corporate sector strongly increased
in 2010 and 2011 in parallel to increases in share of Bank Loans in balance sheets.
On the other hand, foreign currency denominated assets to liabilities ratio decreased
from 52 percent in 2009 to 34 percent in 2013 a level far from being sufficient for
hedging. Another point, that should be mentioned is, debt related data shows that
small manufacturing firms are more constrained financially whereas balance sheet
data implies that in recent years small and medium scale manufacturing firms had

access to bank loans as well as large manufacturing firms.

Empirical analysis are also included with the aim of addressing effects of sector
specific fragilities on non-financial sector profitability and responses of corporate
sector performance to exogenous macroeconomic variables to understand extension

of those effects of the fragility factors.

Before the conclusions for empirical analysis, an initial remark is that, after the
sector descriptions changed, sector level data publicly provided by CBRT is still
sufficient to derive significant results to generate in dynamic time series analysis
such as GMM models. We conducted analysis by inspiring from the study conducted
by Ozmen et al. (2012) but with updated, publicly available sector based data for this
time. In fact, CBRT’s sector level data is used for GMM estimations by Kesriyeli et
al.(2011) for the data from 1992 to 2003. However sector classifications of United
Nations and European Union have changed later. CBRT changed classifications for
the data from 2008 accordingly. Therefore; by redrawing sector names we create data
set includes all sectors with most probable number of sectors with data from 2003 to
2012. It is noteworthy, for other researches, in the future, to achieve significant panel
data analysis, with acceptable statistics by using a publicly available data that
includes limited number of data points by inspiring from our sector adjustments.
Nevertheless; it would be beneficial for researchers if CBRT could publish re-
classified sector level data for the period before 2008 according to new standards of
ISIC Revision 4.
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As an output of the empirical study we achieved statistically significant models for
sector level profitability for Turkish non-financial sectors. Summary of the effects of
explanatory variables are illustrated in table 6.1. The results have shown that sector-
specific variables as well as macroeconomic variables are significantly influence
profitability in Turkey. Sector profitability decreases by increasing weight of debts.
Focusing on exports helps profit making. Also, export supported robustness against
currency shocks represented by Reer*Exp increases profitability during depreciations
which supports the arguments of Echeverrya at al. (2003) that exports can smooth
liability dollarization fragilities via asset dollarization in the case of currency shocks.
Real exchange rate depreciations of TL seems to have reducing effect on profitability
supporting the idea of Frankel (2005) that currency depreciations lead to recessions
in dollarized economies because of their influence on balance sheets (Frankel, 2005).
Real interest rate is found to have negative effect on profitability in conformity with
macroeconomic theory and previous empirical analysis. Yet, it can be a sign of

fragility that short term debts are dominant in balance sheets of sectors.

Table 6.1: Effects of sector level and macroeconomic variables on sector
profitability

Sector Specific Variables Macroeconomic Variables
L.Profit Debt Exp Reer*Exp Reer Rir
+ - + - + -

Notes: This table represents a summary of tables 5.1and 5.2. Debt: total debt over total assets ratio,
Reer*Exp: interaction of real exchange rate of Turkish Lira with foreign sales to total sales ratio,
Reer: real exchange rate, Rir: real interest rate for domestic credits.

The main conclusion from the descriptive and empirical study is that weight of debts
in assets, poor maturity structure and heavy dollarization of liabilities are creating

fragility and diminishing burden on profitability of Turkish non-financial sectors.

Here, further discussion on the results of empirical analysis should be added to make
deeper conclusions on fragility related aspects of the corporate sector. We create a
model with an indebtedness related variable that includes fragility factor and
macroeconomic variables that can exogenously change by external events such as

interest rate increasing decisions by FED. Responses of non-financial sector
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profitability performances to real exchange rate and real interest rates are observed to
determine severity of fragilities against exchange rate and interest rate risk.

The empirical analysis suggests that debts are signaling fragility by restraining
profits at sector level as more indebted sectors are found be less profitable during the
period from 2003 to 2012. Analysis yielded that indebtedness affect profitability.

Arguments and empirical finding of Galindo et al. (2003), Frankel (2005), Montiel
and Serven (2008); Levy-Yeyati and Sturzenegger (2009) suggest that liability
dollarization and dependence of industries on imported inputs can reverse counter
cyclical profit increasing effect of depreciations. Mundell-Flaming model does not
properly work for those kind of fragile economies. Our findings have shown that this
is the case for Turkey as real exchange rate depreciations worsens corporate
profitability.

Increasing the interest rate to stop such exchange rate depreciation can also cause
deeper economic turmoil as our results have shown that real interest rate has and
negative coefficient which is a sign of fragility due to poor debt maturity structure

and other economical dynamics (Ozmen and Yalcin, 2007).

Nevertheless; empirical profitability analysis yielded a positive coefficient of real
interest rate for the analysis conducted on sector clusters consisting of small sized
firms. SME profitability should be studied carefully by further researches, with firm
level data if necessary, since SME’s accounts for majority of the employment, total

sales, added value and nearly half of investments in Turkey (World Bank, 2010).

To sum up, corporate sectors in Turkey under pressure of their debts that cause profit
losses. Exchange rate depreciations seem to have pro-cyclic effects on profits when
the data for 2003 to 2012 analyzed. Balance sheets are not promising strong bases for
investment. Total indebtedness and assets to liabilities denominated in foreign
currencies heavily worsened after 2009. Any currency shock that affect corporate
sector is prone to spread financial sector due to their dominant funding of dollarized
debts.
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In this study we use sector level data and try to reveal results for corporate sector
profitability in general, which is helpful to predict macro-economic results of
unexpected exchange rate and interest rate shocks on corporate sectors. Researches
for sector level analysis depending on firm level data can be helpful in deriving
results for each sector regarding fragilities and response dynamics against exogenous
financial disturbances. Those kinds of studies would be helpful to policy makers to
detect wvulnerable sectors and strategically subsidize them during currency

depreciations or interest rate shocks.

An active de-dollarization strategy including financial market regulations is still
needed. It should also be noted that prerequisites of such a strategy are strong macro-
economic indicators and price stability (Levy-Yeyati E. , 2006). Developing debt
securities markets would be another way to diversify financing opportunities of
corporations. Improving the capital markets in terms of trade volume and market
capitalization, fostering access of firms to those markets, creating multi layered
capital market mechanisms (Mugaloglu, 2012) and structures for private capital
market investments especially for small and medium sized firms are other
preliminary measures that can be taken to reduce fragilities and improve equity
financing of non-financial sector firms. Developing financial tools such as futures
and options markets to provide hedging tools to corporations would also be

beneficial to manage those fragilities.
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APPENDICES

Appendix A: Financial Depth Figures of 47 Big Economies

2011 2006
Country Z\I;esté,/s(.aDP Rank gr;jlésDt; Rank [CAI |Rank| |Country ng:tZISGDP Rank grgig;g Rank [CAI |Rank
Japan 457% 1 178% 8| 39%| 49| [Japan 461% 1] 180% 2| 39%| 47
United States 374% 2 188% 6| 50%| 43| [United States 369% 2 193% 1) 52%| 42
South Africa 275% 3 142%| 10| 51%)| 42| |South Africa 2771% 3 140% 9 51%]| 43
Ireland 238% 4 209% 1] 88%| 16| |Netherlands 174% 4 163% 4] 94% 9
Spain 235% 5 208% 2| 88%| 14| [Switzerland 169% 5 157% 6] 93%| 10
Hong Kong SAR, China 226% 6 186% 7| 82%| 22| |[Ireland 166% 6| 164% 3| 98% 2
Portugal 214% 7 194% 4 90% 8| |[Spain 165% 7 151% 7 91%| 12
Netherlands 212% 8 198% 3| 93% 3| [United Kingdom 160% 8 159% 5[ 100% 1]
Thailand 192% 9 131%| 11| 68%| 33| [Hong Kong SAR, China 153% 9 136%| 10| 89%| 16
United Kingdom 192%| 10 192% 5| 100% 1| |Portugal 149%| 10 143% 8| 96% 4
Switzerland 181%| 11 167% 9 92% 6] |Germany 133%| 11 109%| 12| 82%| 25
Greece 160%| 12 124%| 13| 77%| 27| |Austria 128%| 12 112%| 11| 88%| 18
Italy 159%| 13 122%| 14| 77%| 28| |China 116%| 13 105%| 14| 90%| 13
Australia 143%| 14 129%| 12| 90% 9| |Egypt, Arab Rep. 114%| 14 53%| 27| 46%)| 45
Singapore 136%| 15 107%| 19| 78%| 26| |France 112%| 15 94%| 17| 84%| 22
China 135%( 16 121%| 15| 90%| 11| [Singapore 110%| 16 87%| 20 79%| 27
Austria 135%( 17 118%| 16| 88%| 17| |ltaly 110%| 17 90%| 19 82%| 23
France 133%( 18 114%| 17| 85%| 20| |Malaysia 108%| 18 101%| 15| 93%| 11
Brazil 128%| 19 63%| 27] 50%| 44| |Australia 108%| 19 105%| 13| 97% 3
Germany 127%| 20 104%| 21| 82%| 23| [Thailand 108%| 20 94%]| 16| 87%| 19
Malaysia 120%( 21 106%| 20| 88%| 15| |Greece 106%| 21 79%| 22| 75%| 29
Vietnam 120%| 22 108%| 18| 90%| 12| |Belgium 104%| 22 76%| 23| 73%| 31
Belgium 116%| 23 92%]| 25| 80%| 24| ([Korea, Rep. 97%| 23 92%| 18 95% 5
Korea, Rep. 107%| 24 98%| 22| 92% 7| |Israel 96%| 24 86%| 21| 89%| 15
Israel 103%| 25 93%| 24| 90%| 10| |Brazil 92%| 25 34%| 34| 37%| 48
Finland 101%| 26 94%| 23| 93% 4| |Finland 79%| 26 75%| 24| 95% 7
Morocco 87%| 27 69%| 26| 79%| 25| |Vietnam 74%| 27 64%| 25| 87%| 20
Egypt, Arab Rep. 80%| 28 30%| 40| 38%| 50| |Morocco 71%| 28 53%| 26| 75%| 30
Colombia 71%| 29 42%| 36| 54%| 40| |Kuwait 67%| 29 52%| 28| 78%| 28
Ukraine 75%| 30 56%| 28| 75%| 29| |SaudiArabia 60%| 30 48%| 29| 80%| 26
India 70%| 31 47%| 32| 68%| 34| |India 57%| 31 39%| 30| 67%| 34
Qatar 67%| 32 35%| 38| 53%| 41| |Bangladesh 56%| 32 33%]| 35 59%]| 40
Bangladesh 67%)| 33 45%| 33| 67%]| 35| |Slovak Republic 52%| 33 35%]| 32 69%| 33
Slovak Republic 66%| 34 48%| 31| 73%| 30 [TURKEY 46%| 34 23%| 41| 49%)| 44
TURKEY 65%| 35 43%| 34] 66%| 36| |Philippines 46%| 35 28%| 37| 60%| 38
Saudi Arabia 62%)| 36 52%| 30| 84%| 21| |Pakistan 45%| 36 27%)| 39 59%| 39
Kuwait 62%| 37 55%| 29| 89%]| 13| |Indonesia 42%| 37 23%| 42| 53%| 41
Romania 59%| 38 42%| 35| 71%| 31| |Colombia 42%| 38 26%| 40| 61%| 36
Mexico 55%| 39 24%| 45| 44%| 46| |Qatar 41%| 39 30%| 36| 73%| 32
Russian Federation 48%| 40 42%| 37] 87%| 19 |Kazakhstan 39%| 40 37%| 31 95% 6]
Philippines 48%| 41 30%| 41| 62%]| 37| |Ukraine 39%| 41 35%| 33| 89%| 14
Pakistan 43%| 42 18%| 48[ 42%| 47 [Algeria 38%| 42 11%| 48[ 29%| 50
Kazakhstan 40%| 43 35%| 39| 87%| 18| [Mexico 37%| 43 17%| 45| 46%| 46
Indonesia 40%| 44 28%| 43| 71%]| 32| |Argentina 3M4%| 44 11%)| 49| 33%| 49
Nigeria 39%| 45 23%| 46| 59%| 39| |Russian Federation 34%| 45 27%| 38| 82%| 24
Algeria 36%]| 46 14%)| 49| 40%| 48| |Ecuador 26%)| 46 22%| 43| 85%| 21
Argentina 32%| 47 14%| 50| 44%| 45| [Romania 23%| 47 21%| 44| 94% 8
Ecuador 32%)| 48 30%]| 42 93% 5 [Nigeria 20%| 48 12%| 47) 60%| 37
Angola 32%| 49 19%| 47] 60%| 38| |Peru 19%| 49 17%| 46| 89%| 17
Peru 26%| 50 24%)| 44 94% 2| |Angola 9%| 50 5%| 50| 62%| 35

Source: World Bank

CAI: Financial System Credits to Private Sector / Financial System Assets
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Appendix B: Foreign Exchange Assets and Liabilities of Non-
Financial Companies

FOREIGN EXCHANGE ASSETS AND LIABILITIES OF NON-FINANCIAL COMPANIES (Million

CBRT Statistics Dep.

USD)
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
ASSETS 30,202| 37,671| 45,392 62,659| 76,131| 80,465| 76,994 84,180 77,788| 85,974] 90,312
Deposits 19,957| 24,565 30,898| 45,446 54,821 60,370 57,301 62,150 54,755 61,298 63,872
Domestic Banks 8,573 10,598 12,636/ 18,756 24,401| 27,261 29,833| 30,638 35,864| 40,825 47,032
Banks Abroad 11,384| 13,967| 18,262| 26,690| 30,420 33,109 27,468| 31,512 18,891 20,473 16,840
Securities 919 1,307 1,034 933 830 695 1,116 1,288 931 843 356
Gowerment Securities 807| 1,176 789 632 573 495 589 565 412 421] 322
Issued Domestically t 271 379 96 83 61 40 15 0 3 0 0
Issued Abroad 536 797 693 549 512 455 574 565 409 421 322
Portfolio Investment Abroad 112 131 245 301 257 200 527 723 519 422, 34
Export Receivables 4,381 6,016 6,404 8,823| 10,289 8,566 9,310 10,526] 10,945 12,130 13,481
Direct Investment Abroad 4,945 5,783] 7,056 7,457| 10,191 10,834 9,267| 10,216] 11,157f 11,703 12,603
LIABILITIES 48,651| 56,753| 67,344| 91,466| 129,978| 151,797| 147,829| 176,664| 200,872 226,173| 266,789
Loans 42,106| 47,363| 56,339 79,756| 115,479 137,159| 132,582| 158,559| 180,424 203,661| 238,614
Domestic Loans 18,158 20,458| 26,429| 34,804 46,323 48,066/ 50,333| 81,887| 102,292 121,842| 155,164
Banks 12,664 14,245 20,796 24,744| 32,805 37,435/ 41,155 73,015| 92,608 111,158 144,041
FX Loans 12,664| 14,245 15,397| 17,370| 20,800 22,547 28,897| 57,268| 74,522| 90,209 116,762
Short-Term 0 0 0 0| 14,416| 15,895 14,340 17,927 18,277 19,300f 21,021
Long-Term 2 0] 0 0 0 6,384 6,652 14,557| 39,341 56,245 70,909 95,741
FX Indexed Loans * 0 0] 5,399 7,374 12,005 14,888 12,258 15,747| 18,086 20,949| 27,279
Non-Bank Financial Institutions 0 0 0] 4,869 8,220 8,576 7,320 6,739 7,312 8,293 9,709
Factoring Companies 0 0 0 143 270 405 462, 765 765 771 954
Consumer Finance Companies 0| 0| 0 400 383 447 428 343 405 439 439
Financial Leasing Companies 0 0 0| 4,326 7,567 7,724 6,430 5,631 6,142 7,083 8,316
Past-Due Loans Taken Over by SDIF 5,494| 6,213| 5,633| 5,191 5,298 2,055 1,858 2,133] 2,372 2,391 1,414
External Loans 23,948| 26,905| 29,910| 44,952| 69,156| 89,093| 82,249 76,672 78,132 81,819| 83,450
Short-Term 1,595 1,206 1,058 1,120 695 1,169 650 959 1,099 1,470 2,049
Long-Term 4 22,353| 25,699 28,852| 43,832 68,461| 87,924 81,599| 75,713| 77,033| 80,349 81,401
One Year or Less to Maturity 0 0 0 0 0| 26,470| 22,403 19,701 22,260 21,388| 15,194
Over One Year to Maturity 0 0 0 0 0| 61,454] 59,196 56,012 54,773 58,961 66,207
Import Payables 6,545| 9,390 11,005| 11,710 14,499 14,638 15,247| 18,105/ 20,448 22,512| 28,175
Short-Term 6,297 9,088 10,674| 11,354| 14,085 14,049 14,710 17,483| 20,132 22,084 27,828
Long-Term 4 248 302 331 356 414 589 537 622 316 428, 347
One Year or Less to Maturity 0 0 0 0 0 254 225 282 160 212 197
Over One Year to Maturity 0| 0| (o) 0 0 335 312 339 156 216 150
Net Foreign Exchange Position -18,449| -19,082| -21,952| -28,807| -53,847| -71,332| -70,835| -92,484| -123,084| -140,199| -176,477
Short -Term Assets 69,631 67,727 73,964| 66,631| 74,271 77,709
Short -Term Liabilities 73,577 65,476 73,207| 81,184| 86,613| 94,961
Short-Term Net Foreign Exchange Position -3,946 2,251 757| -14,553| -12,342| -17,252
*Includes FX Indexed securities. Indicative value.
2 Maturity breakdow n is based on the original maturity.
*In the absence of a maturity breakdow n, the maturity is taken to be short-term.
“Follow ing any backw ard revisions, the breakdow n of the long-term loans by remaining maturity is calculated on the basis of pre-revision percentage distribution.
® Indicative value.
Short-Term Assets = Deposits + Securities + Export Receivables |
Short-Term Liabilities = Short-term Domestic FX Loans + FXIndexed Loans + FX Liabilities to Factoring Companies + FX Credits Extended by Consumer Finance

Short-term External Loans + Long-term External Loans With One Year or Less to Maturity + Short-term Import Payables +
Long-term Import Payables With One Year or Less to Maturity
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Appendix C: Sector Classifications

Sector Name For 2003-2007 (TUIK Version of ISIC | Sector Name For 2008-2011 (TUIK Version of ISIC

Determined Sector Name For Analysis

C- Mining and quarrying B - Mining and quarrying B - Mining and quarrying

C - 13 Manufacture of textiles C - 13-14 Manufacture of textiles and wearing
C - 14 Manufacture of wearing apparel apparel

DB - Manufacture of textiles and wearing apparel

C - 16 Manufacture of wood and of products of C - 16 Manufacture of wood and of products of
wood and cork, except furniture; manufacture of wood and cork, except furniture; manufacture of
articles of straw and plaiting materials articles of straw and plaiting materials

DF - Manufacture of coke, refined petroleum C - 19 Manufacture of coke and refined petroleum  |C - 19 Manufacture of coke and refined petroleum
products and nuclear fuel products products

DD - Manufacture of wood and of products of
wood

DH - Manufacture of rubber and plastics products |C - 22 Manufacture of rubber and plastics products |C - 22 Manufacture of rubber and plastics products

) ) C - 24 Manufacture of basic metals C - 24-25Manufacture of basic metals and fabricated
DJ - Manufacture of basic metals and fabricated metal products
metal products C - 25 Manufacture of fabricated metal products,
except machinery and equipment

DN - Manufacture clessified in other sections C- ?8 Manufacture of other machinery and C- 2.8 Manufacture of other machinery and
equipment n.e.c. equipment n.e.c.

C - 31 Manufacture of furniture C - 31 Manufacture of furniture

C - 33 Repair and installation of machinery and C - 33 Repair and installation of machinery and
equipment equipment

D - Electricity, gas, steamand air conditioning D - Electricity, gas, steamand air conditioning

E - Electricity, gas and water supply suppl suppl

F - Construction F - Construction F - Construction

G-51Wholesale trade and commission trade, except |G - 46 Wholesale trade, except of motor vehicles and |G - 46 Wholesale trade, except of motor vehicles and
of motor vehicles and motorcycles motorcycles motorcycles

i ormtonantcommneaton |- iformion andcommunicaton |
K rodmgCorpuyAawiies | roungCompany Actvies |
W Pofessional scentifi and tchcalactviies |- Professiona, scintifcan technical atvtes |

O - Other community, social and personal service O - Other community, social and personal service
activities activities

S - Other service activities S - Other service activities
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Appendix D: Tez Fotokopisi Izin Formu

ENSTITU

Fen Bilimleri Enstittusi

Sosyal Bilimler Enstitiisii

Uygulamali Matematik Enstitiisti

Enformatik Enstittisi I:I

Deniz Bilimleri Enstitiisi

YAZARIN

Soyadi : Kilig
Adi  : Abdurrahman
Bolimii : Iktisat Bolimii

TEZIN ADI (ingilizce) : Financial Fragilities of Turkish Non-Financial Sectors

TEZIN TURU : Yiiksek Lisans Doktora

1.  Tezimin tamamindan kaynak gosterilmek sartiyla fotokopi alinabilir.

2.  Tezimin i¢indekiler sayfasi, 6zet, indeks sayfalarindan ve/veya bir

boliimiinden kaynak gosterilmek sartiyla fotokopi alinabilir.

3. Tezimden bir bir (1) yil siireyle fotokopi alinamaz.

TEZIN KUTUPHANEYE TESLIiM TARIiHi:
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Appendix E: TURKISH SUMMARY

Finansal kirilganlik terimi, 2013 yilindan itibaren uygulanmakta olan FED
politikalarinin gelismekte olan lilke ekonomilerinde paranin deger kaybina neden
olacak sermaye c¢ikislarina sebebiyet verebilecegi endisesiyle daha ¢ok glindeme
gelmeye baslamigtir (Aizenman, Binici, ve Hutchison, 2014). Bu kavram, siradan
ekonomik calkantilarin biliyiik ekonomik krizlere doniismesine neden olabilecek
bilango bozukluklar1 olarak tanimlanabilir (Davis, 1995). Ozellikle sirketler
kesiminin riskli finansal pozisyonlari, lilke ekonomileri igin, siradan ekonomik
dalgalanmalarin finansal bir krize donlismesine neden olabilecek derecede Oneme
sahiptir. Sirketlerin bilango kirilganliklar1 bir yandan bankalarin bor¢ verme istahini
etkilerken diger yandan kredi kisitlar1 yoluyla likiditeyi azaltir ve faiz artigini
tetikleyerek iflaslara neden olur ki her iki mekanizma da finansa krize sebep olabilir
(Myers, 1993).  Bu nedenle tezde Tiirkiye’nin sirkeler kesimi kirilganliklari ve bu

kirilganliklarin sektor karliligr izerindeki etkileri incelenmistir.

Finansal kirtlganlik kavrami, Fisher (1933) ve Keynes (1936) tarafindan biiyiik kriz
sonrasinda 1930’larda ortaya konulan fikirlerden tiiretilmis olup (Davis, 1995),

ozellikle Hyman P. Minsky (1982) tarafindan gelistirilmistir.

Fisher (1933) yiiksek borgluluk oranlarinin oldugu bir ortamda kurdaki erimenin

ekonomik bir kaosa neden olabilecegini ifade etmistir.

Ote yandan Minsky’nin de ifade ettigi iizere Keynes (1936), kapitalist ekonomilerde
yatirnmlarin  borglanma ile finanse edilesinin istikrar bozucu olabilecegini
belirtmektedir. Optimist donemlerde yatirnmlar ve tiiketim artmakta ve para talebi
nedeniyle faizler yiikselmekte, faiz artirnmlar1 asir1 yatirimlarr azaltamamakta ama
sermayenin marjinal getirisini diisiirmektedir. Diisen karlilik nedeniyle pesimizim
baslamakta ve ekonomik bir ¢okiis yasanabilmektedir. Boyle zamanlarda para

otoritesi tarafindan faiz indirimi yapilmasi ekonomik faaliyetleri diizeltmeye
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yetmeyebilir. Bu nedenle Keynes faizlerin siirekli olarak disiik tutulmasini

savunmaktadir.

Minsky ise Shumpeter’in inovatif girisimci fikrinden yola ¢ikarak asil inovasyon
kaynag1 olarak finans sektoriinii isaret etmekte bankaciligin kar amagh bir aktivite
olarak tanimlamakta ve bankacilar1 inovatif yollarla varlik alimi ve bor¢lanma
metotlar1 gelistirdiklerini ifade etmektedir (Knell, 2012). Bu nedenle paranin hizi
finansal varliklarin fiyat seviyeleri ile dogru orantili olarak artmaktadir (Minsky,
1992). Optimist donemlerde artan varlik fiyatlari nedeniyle yatirimcilar risk almakta
ve varliklara yatirnm yapmak icin asir1 derecede borclanmaktadir. Ciinkii varlik

fiyatlarinin daha fazla getiri getirecegini diisinmektedirler (Minsky, 1975).

Bu optimisttik donemlerde politika belirleyicilerin faiz oranini artirmasi firmalarin
geliri artmadigi halde 6demelerini artirir ve nakit akiglarini bozar. Artik firmalar ne
borglarinin anaparasini, ne de faizini 6demeyecek derecede bor¢lanmis durumdadir.
Bu sekilde borglanan firmalari Minsky “ponzi” firmalar olarak tanimlamaktadir.
Yaptig1 yatirimlarla borglarnin faizini 6deyebilen ancak anaparasini 6demek igin
bor¢lanan yatirimceilar “spekiilatif” hem ana para hem de faizi karsilayabilenleri ise
“hedge” yatirnmcilar olarak tanimlamaktadir.  Ponzi firmalarm ve finansal
kuruluglarin sayisinin artmasi finansal sistemdeki kirilganli§i artirir ve borg
O0demelerindeki aksamalar ekonomik krizlere neden olur. Kriz, kiiresel finansal
krizde oldugu gibi bir bankanin batmas1 ya da varlik fiyatlarinin bir anda diigmesi
gibi bir olayla tetiklenir (Minsky, 1977). Minsky’e (1992) gore bu kriz dongiisii kar
amagl bir finansal sistem barindirmasi nedeniyle kapitalist ekonomilerin dogal bir

parcasidir.

Daha sonra Wolfson (2002) Minsky’nin yerel ekonomiler iizerindeki teorilerini
global Olgiitlere tasimis ve Asya Krizini bu teoriler iizerinden agiklamay1 basarmistir.
Asya krizinde gelismekte olan Asya {ilkelerindeki banka ve firmalar ucuz kredi ile
Japonya gibi gelismis iilkelerden yiliksek oranda bor¢lanmis, bor¢lanma maliyetlerini
ise Japon merkez bankasinin diisiik faiz oranlari belirlemistir. Wolfson’a gore burada

faiz artirma politikas1 uygulayarak sistemin nakit akisin1 degistiren yerel bir merkez
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bankasi degil, Japon Bankasi olmustur. Japonya’nin faiz artiminda sonra bolgedeki
diger merkez bankalart siki doviz kuru politikalarini siirdiirememis ve kriz
Tayland’dan baslayarak tiim bolgeye yayilmistir. Wolfson Minsky’nin Krizi
tetikleyen ani olay seklinde tabir ettigi durumu ise Asya Kkrizi Orneginde
yatirimeilarin bir anda bu {iilkelerden paralarini ¢ekmesine neden olan bulagma etkisi

“contagion” olarak gostermektedir.

Finansal kirillganliklarla ilgili teoriler gelistirilmis olsa da kirilganlik faktorleri
ekonomik modellerin i¢ine heniiz yerlesmemistir. Yine de asimetrik bilgi iizerine
kurulan ekonomik teorilerde finansal kirilganlik kavrami yer almis olup uygulamali
makroekonomi ve oyun teorisi ¢alismalarinda finansal kirillganlik tizerine modeller

gelistirilmistir.

Asimetrik bilgi hakkindaki calismalarda Akerlof (1970), Jaffe ve Russel (1976)
Stiglitz ve Weiss (1981), Prescott ve Townsend (1984), Mishkin (1991) gibi
ekonomistler kredi saglayanlarla kreditorler arasindaki asimetrik bilgiden kanaklanan
kirilganliklara ve bu kirilganliklarin  yol acabilecegi krizlere deginmislerdir.
Bernanke ve Gertler (1987) finansal sistem aksakliklar1 ve bu aksakliklarin ekonomi
tizerindeki etkisi lizerine modeller kurmustur. Mankiw(1986) ise asimetrik bilginin
yaygin oldugu durumlarda kiiciik bir faiz artisinin bile kredi piyasalarinda ¢okiise

neden olabilecegini ortaya koymustur.

Uygulamali makroekonomi alaninda ise sektdr bazli bilanco verileri gibi finansal
gostergelerin ekonomik dalgalanmalar iizerindeki etkisi ortaya konulmustur. Ornegin
Eckstain ve Sinai (1986) kredi alan taraftaki iireticilerin bor¢luluk oranlarinin milli
hasilay: etkiledigini ve ekonomik aktivitenin volatilitesini konjoktgr yonlii olarak
etkiledigini ortaya koymuslardir. Benzer sekilde Fredman (1986) ve Kaufman (1986)
sirketler kesimini borglarinin ekonomik ve finansal alandaki olumsuz etkilerini

gostermislerdir.

Oyun teorisi alaninda ise Lagunoff and Scherff (1999) kirilganlik kavramini ilk defa

modelleyen ve tanimlayan bir dinamik ve sthicastik bir model gelistirmisledir. Yine
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de bu ekonomistler modellerinin olduk¢a fazla varsayima dayali ve basit yapili

oldugunu kabul etmektedirler.

Koklerini Fisher (1933) ve Keynes (1936)’in ¢aligmalarindan alan kirilganlik terimi,
bir gok ekonomist tarafindan ekonominin farkli disiplinleri i¢inde incelenimis olsa da
kirilganlig1 tam olarak tanimlayacak ve etkilerini ortaya koyacak bir model heniiz
gelistirilmemistir.  Yinede kirilganlik kavrami  gilincelligini  korumaya ve

ekonomistlerin ilgisini gekmeye devam etmektedir.

Son donemlerde finansal kirilganliklar makroekonomik diizeyde de incelenmeye
baglamistir. Geligsmekte olan lilkeler 2008 yilina kadar yliksek sermaye girisiyle
bliylime saglamis, bor¢luluk oranlari hizla artmis ve sermaye girislerine bagiml
olmaya baglamislardir. IMF (2010) c¢alismalar1 gelismekte olan 41 iilkeye net
sermaye girisi olurken 2008’in son c¢eyreginde yatirnmcilarin risk algisinin
degismesiyle bunun negatife dondiigiinii gostermektedir. Banka kredileri, portfoy
yatirimlari, bono ve hisse senedi yatirimlarinda net giris pozisyonundan net ¢ikis
pozisyonlarna gecis yasanmistir. Sadece dogrudan yabanci yatirimlar kalemi net

giris azalmasina ragmen pozitif kalmaya devam etmistir.

Tirkiye’yi de igeren Orta ve Dogu Avrupa iilkelerinin kiiresel finansal kriz
oncesindeki yiiksek cari acigi ve sermaye girisine bagimliligi makroekonomik
kirtlganlik 6rnegi olarak Uluslararasi Para Fonu tarafindan raporlanmis ve bolgenin
kriz donemi ve sonrasindaki goreceli olarak kotii ekonomik performans: bu
kirilganliklar kapsaminda irdelenmistir (Mathisen and Mitra, 2010). Ayrica yine
Tiirkiye’nin yer aldigr “Kirilgan Besli” gibi kisaltmalar daha popiiler hale gelmis,
kirilgan olarak tanimlanan iilkelere yonelik yatirimer algisinin kotliye gitmesi
nedeniyle bu iilke para birimlerinin nispeten daha hizli bicim de deger kaybina

ugradig1 goriilmistiir (Nechio, 2014).

Tiirkiye yiiksek seviyedeki yabanci para cinsinden bor¢luluk orani ve yiiksek cari
ac1g1, yavaglayan ekonomik biiyiimesi ve yiiksek enflasyonu ile hem diinyanin en

kirilgan ekonomik boélgelerinden birinde yer almakta (Mathisen and Mitra, 2010)
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hem de diinyanin en kirilgan ekonomilerinden biri olarak gosterilmektedir (Lord,
2013). Kiurilgan Besli gibi kavramlar literatiirde heniiz yeterince yer almamis olsa da
FED tarafindan Mayis 2013’de likidite artiminda azaltmaya gidilecegini
duyurulduktan sonra kirilgan olarak tanimlanan iilkelerin bu donemden sonra
FED’den gelen azaltim (tapering) haberlerinden diger gelismekte olan iilkelere gore
daha az (Nechio, 2014) ya da daha ¢ok (Aizenman, Binici, ve Hutchison, 2014)
etkilendigini ortaya koyan c¢alismalar yapilmistir. Yine de Tiirkiye’nin kirilganligina

iligkin tespitler yatirimcilar agisindan 6nem arz etmektedir.

Bu nedenle oncelikle Tiirkiye’deki finansal ortami uluslararasi karsilagtirmalarla
birlikte anlamak ve kirilganhiklari tespit etmek gerekmektedir. Ulkelerin ekonomik
gelismislik diizeyleri ile finansal sistem derinligi arasinda dogru bir oranti
gozlemlenmektedir. 2006 yil1 sonrasinda gelismekte olan iilke ekonomilerinde
finansal sistemin reel ekonomiden daha hizli biiylidiigii gézlemlenmektedir. Tiirkiye
ise finansal derinlik konusunda, ozellikle finansal sistemin 6zel sektore kredi
saglama performansi bakimindan diger iilkelere gore daha hizli bir ilerleme
sagmigtir. Ozel sektdre saglanan kredilerin milli hasilaya oran1 2004 yilinda asag1
orta gelir grubu iilkeler seviyesinin altindayken, bu oran 2011 yilinda iist orta gelir
grubu iilkelerle aym seviyeye ulasmistir. Ote yandan finansal derinlik olarak Tiirkiye

karsilagtirilabilir lilkelere gore halen geride kalmaktadir.

Tiirkiye sirketler kesiminin bilangodaki pasifler tarafi incelendiginde 6z kaynaklarin
borglara oranmin yiizde kirk seviyesinde oldugu goriilmektedir. Bu oran ABD ve
Almanya’da yiizde altmis civarindadir. Banka borglarinin toplam varliklarina orani
ise gelismis tlkelerdeki diizeylere yakindir. Tirk firmalarmm yabanct kaynak
dagilimi yiiksek ticari kredi orani ve diisiik bor¢lanma aracglar1 finansmani ile diger
iilkelerden ayrismaktadir. Ote yandan karlilik ve vergilerin satis veya varliklar
toplammna oran1 gibi konularda gelismis {lilkelere gore belirgin bir farklilagsma
goriilmezken, faiz giderlerinin toplam varliklara oraninin Tirkiye’deki sirketler

kesimi i¢in oldukca yiliksek ve degisken oldugu gozlemlenmistir. Bu oran ABD,
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Almanya, Giiney Kore, ve Ispanya gibi iilkelerde 2005-2011 déneminde %1-2
seviyelerindeyken, Tiirkiye’de %2-5 araliginda dalgalanmaktadr.

Tiirkiye’de sirketler kesiminin finansman yapis1 6zel olarak incelendiginde yatirim
ortami ve kirilganliklar hakkinda daha ayrintili bilgilere ulasilabilir. Finans dis1
sektor firmalarinin finansman yapis1 2001 yilindaki krizden sonra yapisal reformlar
ve i¢ tiketimle desteklenen biiyiin miktardaki sermaye girisleri ile degismistir

(Ozmen, Sahindz, and Yalgin, 2012).

Tiirkiye’de digsal finansmanin ana kaynagi bankacilik sistemi olmustur. Sirketler
kesiminin sermaye disindaki pasiflerinin yaklasik yarisim1  banka krediler
olusturmaktadir. Bankacilik Diizenleme ve Denetleme Kurulu verilerine gore
Bankalarin 6zel sekotre sagladigi kredilerin milli hasilaya oran1 2006°dan 2013’¢
kadar %20’den %40’a ulagarak iki kat artmigtir. Bu biiylimede biyiik olcekli
firmalara saglanan kredilerin biiylime hiz1 ile kiiciik ve orta olgekli firmalarasa

saglanan kredilerin biliylime hizi kayda deger bir farklilik géstermemistir.

TCMB veri setinde yer alan finans dis1 sekotr sirketlerinin toplam pasifleri arasinda
2004 yilindan 2012 yilina kadar 6z kaynaklarin pay1 azalirken banka kredilerinin
orant artmis, diger dis kaynaklarin oranlar1 ise sabit kalmistir. Bor¢lanma aracglari
kullanim1 olduk¢a zayif durumdadir. Ticari krediler de diger iilkelere nispeten dis

kaynaklar arasinda énemli bir paya sahiptir (Ozlii and Cihan, 2010).

Banka kredilerinin pasifler tarafindaki agirliginin artmasi hem imalat sektoreri
hemde imalat dis1 sektorler igin gecerli olup, imalat sektorlerindeki banka kredileri
oran1 gorece daha yiiksektir. Ote yandan banka kredilerinin agirligi ve artis
trandindeki hiz firma &lecegine gore degismemektedir. KOBI’lerde biiyiik 6lcekli
firmalar gibi banka kredilerine yonelmistir. Kiiclik firmalar icin baka kredilerinin
oranini arttik¢a ticari kredi oranlarinin azaldigi goriilmekte, bu da Tiirkiye’deki

ticaret ve finansman kiiltiiriiniin degistine isaret etmektedir.

Sirketler kesimin biiyiimesi sadece finansmana erigim ile ilgili degildir. Firmalarin

yatirim yapmalarini tesvik edecek politikalar gelistirilmesi de 6nem arz etmektedir.
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1990’lardaki ekonomik ¢alkantilar firmalar likit ve faiz getirisi olan tahvil ve bono
gibi varliklara yatirnm yapmaya yoneltmistir. 2001 sonrasinda saglanan giiven
ortmaminda bu egilim degismisse de (Ozmen, Sahindz, and Yalgin, 2012) 2007 den
sonra imalat sektorlerinde uzun vadeli yatirimlarinin gostergesi olan maddi duran

varliklarin topmla varliklarina oran1 verisinde diisiis trendi gozlemlenmektedir.

Sirketler kesiminin karliliklar1 incelendiginde ise faiz ve vergi oncesi karlarin son 10
yilda daha duragan oldugu ancak 2008 ve 2011 yillarinda faiz giderlerindeki
dalgalanmalar nedeniyle karliligin azaldig goriilmektedir. Kiiclik 6l¢ekli imalat
sirketlerinin karlilik oranlar1 biiyiik ve orta dlgekli sirketlerden daha diisiik olarak

gozlemlenmistir.

Tiirkiye’de finans dis1 sektor firmalarinin bilango kirilganliklart ayrintili olarak
incelendiginde, faiz oran1 riskine kars1 kirilganlik gostergesi olan bor¢ vade yapisinin
ve doviz kuru riskine karsi kirillganlik gostergesi olan bor¢ dolarizasyon oraninin
2003 yilindan sonra kismen iyilestigi goriilse de her iki gostergede kirilganliklarin
devam ettigini isaret etmektedir. Firmalarin bor¢luluk oranlar1 6zelliklere banka

kredileri yoluyla 2009 yilindan sonra hizla artmistir.

Sirketler kesiminin doviz cinsi varliklarinin doviz cinsi borglarina orani1 2003-2006
yillarinda %60’1n iizerindeyken bu oran daha sonraki yillarda siirekli azalmistir.
Finans dis1 sektor firmalarinin doviz cinsi varlilarinin borglarini karsilama orani
2009’da bir bolii ikiye, 2013 yilinda bir boli li¢ oranina ¢ekilmistir. Bu oran hizmet
sektorii firmalarinda imalat sektoriine gore cok daha diisiik olup dortte bir
diizeyindedir. Sirketler kesimi doviz cinsi borg¢larinin milli hasilaya orani ise 2005
yilindan sonra siirekli olarak artmis ve 2005°de %40 diizeyindeyken 2013°de %901
asmistir. Sirketler kesiminin 2013 sonunda 267 milyar ABD dolaria ulasan doviz
cinsi bor¢lanmanin yaklasik yarisi yerel bankalardan ve yaklasik {igte biri de yurt
disindan alinan kredilerle saglanmis olup, sirketler kesimini olumsuz etkileyecek
doviz hareketlerinin hem yerel bankacilik sektorii hem de yurt disindaki kreditorler

acisindan risk dogurabilecegi goriilmektedir.
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Bor¢ dolarizasyonundaki kirilganlik ihracattaki artigla dengelenebilir. Déviz kuru
artiginda bir yandan dolarize olmus borg¢lar nedeniyle borgluluk orani artarken
thracat¢1 firmalar kurla birlik artan fiyat rekabetciligi sayesinde karliliklarim
yiikseltebilir. Bu nedenle bir bor¢ dolarizasyonu ihracat yogunlugu ile birlikte
incelenmelidir. Bu kapsamda Echeverrya vd. (2003), tarafindan gelistirilen ve sektor
ya da sirketleri bor¢ dolarizasyonu ve ihracat yogunlugu bakimindan kirilganlik
durumuna gore giivenli, ortada ve riskli olarak siniflayan bir metot gelistirilmistir.
Tiirkiye’deki finans-dis1 sektorleri bu metotla inceledigimizde 24 ana sektorden hig
birinin glivenli alanda olmadigy, riskli alandaki sektor sayisinin 2007 yilinda 13 iken

2012’de iki sektdriin daha riskli alana kaydigi ve bu saymnin 15°e ¢iktig1 gorilmiistiir.

Sirketler kesiminin finansal kirtlganliklariin tespitinden sonra sektorlere o6zgii
kirillganlik faktorlerinin ve makro-ekonomik degiskenlerin sektor karliliklar
tizerindeki etkileri ampirik olarak incelenmistir. Ampirik calismada finansal
kirilganliklarin finans disi sektorler iizerindeki etkilerinin diizeyini ortaya koymak

amaclanmstir.

Analizlerde dinamik panel veri modeli olan Genellestirilmis Momentler Metodu
(GMM) (Arellano ve Bond, 1991; Arellano ve Bover, 1995) kullanilmistir. Veri
setimiz onlarca sektdre ait maksimum 10 yillik bir donemi icerdigi ve bagimli
degiskenin bir yillik gecikme faktorii modeli dahil edildigi i¢in panel data ilizerinden
sabit etkili bir tahmin yontemi yerine dinamik bir model secilmistir. Sektér bazl
degiskenler icin Tirkiye Cumhuriyet Merkez Bankasi’nin erisime agik olan sektor
bilangolar1 verisinden yararlanilmistir. 2003 ve 2012 yillari1 kapsayan on yillik

3

doneme ait “sektor bazli” ve “sektdr ve biiyiiklik bazli” iki ayr1 veri seti elde

edilmistir. Bu veri setleri asagidaki jenerik model iizerinden test edilmistir:

Yit= Yit1+pSit+ yMt + Uit

;9o
1

sektdr indisini, “t” zaman indisini, “Y” karhlik i¢in se¢ilen bagimli degiskeni, “S”
sektor bazli degiskenler vektoriinii ve “M” makroekonomik degiskenler vektoriinii

simgelememektedir.
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Karhlik, modelde bagimli degisken olarak bir sektoriin (ya da bir sektorde ilgili
biiyiikliikteki firmalarinin) ilgili yildaki toplam net donem karinin toplam varliklarina

orani olarak belirlenmistir.

Agiklayict degiskenler olarak hem sektor bazli kirilganlik faktorleri hem de bu
kirilganlhiklarin finansal bir krize neden olabilecegi durumlart tetikleyebilecek
makroekonomik degiskenler kullanilmistir. Sektor bazli degiskenler olarak borgluluk
orani, ihracat yogunlugu ve reel efektif doviz kurunun ihracat yogunlugu ile ¢arpimi
kullanilmistir. Makroekonomik degiskenler ise reel efektif doviz kuru ve ticari

kredilerdeki reel faiz orani olarak belirlenmistir.

Borcluluk sektdriin toplam bor¢larinin toplam varliklarina orani, ihracat yogunlugu
yurt dig1 satislarin toplam satislara orami olarak hesaplanmustir. fhracat yogunlugunun
reel efektif doviz kuru ile carpimu ise ilgili sektoriin kur riskine karst bagisikligini

gostermektedir.

GMM modeli uygulanirken tiim hesaplamalar Stata 12.1 yazili ile Xtabond2
(Roodman, 2009) kodu kullanilarak yapilmistir. Uygun GMM modelinin
belirlenmesi i¢in dncelikle makroekonomik teoriye ve Ozmen vd. (2012) tarafindan
yapilmis olan ¢alismaya uygun olarak bazi kisitlamalar yapilmistir. Makroekonomik
degiskenler digsal faktor olmalar1 nedeniyle GMM modeldeki enstriiman setine dahil
edilmislerdir. Sektor bazli degiskeler ise igsel olarak kabul edildiginden bagimh
degiskenle birlikte GMM kodunun i¢ine dahil edilmislerdir.

Baslangigta ekonomik biiylime hizi, finansal derinlik gibi farkli degiskenlerde goz
oniine alimarak miimkiin olan en genis degisken seti ile e-testlere baglanmistir. Etkin
ve anlamli bir model olusturmak i¢in miimkiin olan tiim degisken setleri test
edilmistir. Her bir degisken seti; sistem GMM, diizeltmeli GMM (GMM with
leveling), diferansiyel tranformasyonlu GMM ve ortogonal transformasyonlu GMM
(Arellano and Bover, 1995) ile test edilmistir. Her bir GMM modeli igin GMM kodu
icinde bagili degisken ve sektor bazli degiskenlerin birinciden ikinciye, ikinci ve

ikinciden iicilinciiye gecikme faktorleri eklenerek testler tekrar edilmistir. Tiim testler
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her bir veri seti ve alt veri setleri i¢in tekrar edilmistir. Testleri kolaylastirmak
amactyla “do dosyast” kodlar1 olusturulmustur. Tim GMM testlerinde robust, iki
adimli kodlama kullamilmistir. Tim veri setlerinde, Ortogonal transformasyon
kullanilan ve GMM kodu iginde ikinci gecikme faktorlerini iceren model, tezde yer
alan degisken seti ile en anlamli ve yorumlanabilir sonuglarini vermis ve tezde

optimal metot olarak yer almistir.

Ampirik analizler sonucunda Tiikiye’deki finans dis1 sektorlerin karlilik faktorlerini
ortaya koyan, istatistiksel olarak anlamli modeller elde edilmistir. GMM modelinin
gecerli olmasi veri setinde seri korelasyon olmamasina baglidir. Uygulanan degisken
seti ve metottan alinan sonuglar tiim veri setleri ve alt veri setlerinde seri korelasyon
olmadigin1  gostermektedir. Tim model tahminleri enstriiman anlamliligini

saglayacak sekilde Hansen-J testini saglamaktadir.

Bulgular hem sektdr bazli kirilganlik faktorlerinin hem de makroekonomik

degiskenlerin anlamli sekilde sektor karliliklarini etkiledigini gostermektedir:
e Borgluluk oranlart arttik¢a sektorlerin karlilik oranlar1 azalmaktadir.
e Ihracat oranlar yiiksek olan sektdrler daha yiiksek oranlarda kar elde etmektedir.

e ihracat yoluyla saglanan kur riskine dayaniklilik faktorii, Echeverrya vd. (2003)

tarafindan ongoriilen sekilde karlilig1 artirmaktadir.

e Rodrik’in (2009) bulgular1 ve Mundell Fleming modelinin aksine, Tiirk Lirasinin
reel efektif doviz kuru artist karliligr artirmakta, deger kaybi ise karliligi

azaltmaktadir.

e Ekonomik teori ve dnceki ampirik calismalara (Ozmen vd. 2012) uygun olarak

reel faiz orani artis1 karlhilig diisiirmektedir.

Ampirik analizden elde edilen bu sonuglar &zetle, borglarin pasifler tarafindaki
agirhiginin, zayif vade yapisinin ve yiiksek dolarizasyonunun Tiirkiye’deki finans dis

sektorler i¢in kirilganlik dogurdugunu ve karliliga engel oldugunu gostermektedir.
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Ampirik analizden elde edilen bu sonuglar ayrintili olarak tartisildiginda, sirketler

kesiminin kirilganliklar1 hakkinda daha derin ¢ikarimlar yapilabilir.

Borcluluk orani daha yiiksek olan sektorler daha az kar elde etmektedir. Bu da sektor
bazinda borg¢lulugun bir kaldirag faktorii olarak kullanilamadigini, alinan borglarin

karlilig: disiirecek sekilde finansman giderlerine neden oldugunu géstermektedir.

Yabanci para cinsinden diisiik maliyetli fonlarin erisilebilir olmas1 nedeniyle ihracat
orani daha diisiik olan finans dis1 sektorler ve iiretim sektorlerinde reel kur artis

karliligr artic1 etkiye sahiptir.

Ote yandan reel efektif déviz kurunun TL’nin deger kayb1 esnasinda karliliklarin
diistiiglinii gostermesi Frankel (2005) tarafindan ifade edilen sekilde dovizdeki
artislarin dolarize olmus ekonomilerde bilanco etkisi ile resesyona neden olabilecegi
gergegi ile oOrtligmektedir. Galindo vd.(2003), Frankel (2005), Montiel ve Serven
(2008), Levy-Yeyati and Sturzenegger (2009) gibi ckonomistler para deger
kaybettiginde artan ihracatla birlikte toprlanmasi beklenen ekonomilerin, borg
dolarizastonu ve iretimde ithalata bagmlilik gibi kirilganliklar nedeniyle
toparlanamadiklarini, sektorlerlerdeki bilango etkileri nedeniyle firma karliliklarinin
azaldigimi1 ve ekonomik kriz yasayabildiklerini gostermektedir. Bu tip ekonomilerde
Mundell-Flaming modeli gegerli olmamaktadir. Bu tezdeki bulgular, reel efektif
doviz kurundaki zayiflamanin sirketler kesimi karliligimi diislirdiigiinii  ve

Tiirkiye’nin de boyle bir riske sahip oldgunu gostermektedir.

Reel dozviz kurunun sirketler kesiminin karliligr tzerindeki etkisi ise
makroekonomik teoirye ve daha onceki empirik ¢alismalara uygun seklide negatif
cikmistir. FED’in faiz artirnmi gibi digsal bir etken ani doviz kuru artiglarim
tetikledignden kurdaki deger kaybini1 6nlemek igin faiz oranlarinin artirilmasi da yine

sirketler kesimini olumsuz etkileyebilir.

Firma biiytkligine gore ayrilmis sektor bazli veriler iizerine yaplan ampirik

analizler ise sektorlerdeki sirket biiyiikliigii siniflamasia gore biiyiik sirketlerde
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bor¢luluk oranmin negatif etkisinin azaldigini ve TL’nin deger kaybi esansindaki

negatif etkinin arttigini ortaya koymaktadir.

Sonu¢ olarak bu c¢alismada sektor bazli veriler kullanilarak sirketler kesiminin
karhiligim etkileyen faktorler ortaya konulmus ve kur ya da faiz soklar1 gibi digsal
etkenlerin sirketler kesimi tlizerindeki etkileri incelenmistir. Bu sonuglar sirketler
kesimi  kirilganliklarinin =~ ekonomik  dalgalanmalar esnasinda  olusturacagi
makroekonomik sonuglar1 tahmin etmeye yardimci olabilir. Elde edilen bulgular,
Tirkiye’deki sirketler kesiminin bor¢luluk oranlari nedeniyle karlarda kayip
yasadigini gostermektedir. Kurdaki deger kayiplar1 konjonktiir yonlii etkilere neden
olmaktadir. Bor¢luluk ve bor¢ dolarizasyonu son yillarda hizla artmistir. Bu tespitler

sirketler kesiminde kayda deger finansal kirilganliklar oldugunu isaret etmektedir.

Her bir sektor i¢in, firma bazli veriler kullanilarak benzer ¢aligmalar yapilmasi, digsal
soklar karsisinda ilgili sektoriin nasil etkilenecegini anlamada yardimei olabilir. Bu
tip caligmalar, politika yapicilar i¢in kirilgan sektorlerin belirlenmesine ve kur artist
veya faiz artis1 gibi soklar karsisinda stratejik olarak bu sektorlerin desteklenmesine

yardimc1 olacaktir.

Dolarizasyonu azaltict diizenlemeler, sirketler kesimi icin borglanma piyasasi
araglarinin yayginlastirilmasi, sermaye piyasalarinin gelistirilmesi, kiigiik ve orta
Ol¢ekli firmalarin erisebilecegi sermaye finansmani mekanizmalarinin kurulmasi,
tirev piyasalardaki risk Onleyici araglarin kullaniminin yayginlagtiriimas: gibi
politikalar mevcut kirilganliklarla miicadelede akla ilk gelen yontemler olarak One

cikmaktadir.

93



