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ABSTRACT

THE CHARACTERISTICS OF FINANCIAL INNOVATION IN DEVELOPING
COUNTRIES: THE CASE OF TURKEY

Kiligaslan, Seda
M.S., Department of Science and Technology Policy Studies

Supervisor: Assoc. Prof. Dr. Hasan Comert

August 2019, 143 pages

Financial innovations are one of the important factors affecting the development of
financial markets and have attracted more attention in the literature especially after the
1980s. In the existing literature, only a few studies investigate financial innovation
processes in developing countries. The main purpose of this study is to investigate the
factors influencing the emergence and development processes of financial innovations
in Turkey. Thus, it is aimed to fill the gap in the development process of financial
innovation in developing countries in the literature. In this study, a qualitative data was
collected by interviewing with the employees from the first 9 out of the 15 highest-
ranking banks in Turkey considering the asset size of the banks. In addition to these
banks, there was also an interview conducted with an employee from a participation
bank. The interviewed employees were working in the headquarter office of the
relevant banks and were general managers of innovation department, manager of R&D
department, IT specialist or innovation specialist. In the light of the information
generated by the interview results, technological developments, changing customer

expectations and market conditions, cultural characteristics of society and government
v



regulations are the factors that affect the emergence and development processes of
financial innovations in developing and developed countries. Moreover, it is observed
that government regulations and the cultural characteristics of society are the most

important ones for Turkey among these factors.

Keywords: Financial innovation, developing countries, Turkey
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GELISMEKTE OLAN ULKELERIN FINANSAL INOVASYON
KARAKTERISTIKLERI: TURKIYE ORNEGI

Kiligaslan, Seda
Yiiksek Lisans, Bilim ve Teknoloji Politikalar1 Caligmalar1 Bolimi

Tez Yoneticisi: Dog. Dr. Hasan Comert

Agustos 2019, 143 sayfa

Finansal yenilikler, finansal piyasalarin gelisimini etkileyen onemli faktorlerden
biridir ve Ozellikle 1980'lerden sonra literatiirde daha fazla dikkat ¢ekmistir. Mevcut
literatiirde, sadece birka¢ ¢alisma gelismekte olan iilkelerdeki finansal inovasyon
siireclerini arastirmaktadir. Bu caligmanin temel amaci, Tiirkiye'de finansal
yeniliklerin ortaya ¢ikma ve gelisme siireclerini etkileyen faktorleri arastirmaktir.
Boylece, literatiirdeki gelismekte olan iilkelerde finansal yeniligin gelisme siireci
hakkindaki boslugu doldurmak hedeflenmektedir. Bu c¢alismada, Tiirkiye'deki
bankalarin aktif biiylikligi géz Oniinde bulundurularak, en yiiksek siradaki 15
bankanin ilk 9'undan calisanlarla goriisiilerek nitel veriler toplanmistir. Goriisiilen
calisanlar, ilgili bankalarin merkez ofisinde ¢alistyordu ve inovasyon departmaninin
genel miidiirti, Ar-Ge departmaninin miidiirii, BT uzmani veya inovasyon uzmaniydi.
Gortisme sonuclarindan elde edilen bilgiler 1s181nda, teknolojik gelismeler, degisen

miisteri beklentileri ve piyasa kosullari, toplumun kiiltiirel 6zellikleri ve devlet

Vi



diizenlemeleri gelismekte olan iilkelerde ve gelismis iilkelerde finansal yeniliklerin
ortaya c¢ikmasi ve gelisme siireclerini etkileyen faktorlerdir. Ayrica, hiikiimet
diizenlemelerinin ve toplumun Kkiiltiirel 6zelliklerinin bu faktorler arasindan Tirkiye

icin en dnemli olanlar oldugu goriilmektedir.

Anahtar sozciikler: Finansal yenilik, gelismekte olan iilkeler, Ttirkiye
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CHAPTER 1

INTRODUCTION

Since the beginning of the 20" century, there has been an unprecedented technological
change in almost every area. Specifically, with the development and extensive usage
of information and communication technologies (ICTs) such as computers and the
internet, this change has accelerated. In today’s modern world, innovation is the core
of technological change and development. Furthermore, innovation is an integral part
of people's lives. For this reason, it is one of the most interesting subjects discussed in
the magazines, on televisions, and in newspapers. At the beginning of the 20™ century,
many researchers focused mainly on the real sector innovation and they have
investigated the reasons behind the emergence of innovation and its effects.
Specifically, Schumpeter and his followers have made great contributions to the

innovation literature'.

In addition to the real sector, technological developments happened throughout
history, specifically the ones in ICTs, also have influenced the financial sector.
Especially, the banking sector has been affected by these technological developments.
Thanks to real sector innovations and several other developments, new and more
sophisticated financial instruments, institutions, goods, and services in the financial
sector have emerged. Like real sector innovations, financial innovations also play a
crucial role in an economy since they affect the financial system, financial institutions,
macro-economic variables and the welfare of consumers both directly and indirectly

(Schumpeter, 1939).

!See: Frame and White (2004), Tufano (2003)



The phenomenon of financial innovations is not new. On the contrary, it has existed
throughout history in different forms since the invention of money or maybe even
earlier times (Comert and Epstein, 2016). However, due to financial liberalization and
rapid changes in ICT, development of financial innovations has accelerated and its
scope has been enlarged, especially after the 1980s. Miller (1986) argues that these
developments in both financial instruments and institutions can be considered as a

revolution.

Financial innovation can influence the economy both positively and negatively. Many
researchers in the literature have highlighted the positive sides of financial innovation.
According to them, financial innovation provides a better allocation of capital,
minimization of transaction costs, and improvement of diversification?. Also, financial
innovation increases the stability of a financial system by allowing better risk
management (Llewellyn, 2009). In addition to these, financial innovation enables
appropriate payment instruments, and monetary exchange between currencies (Levich,
1987). Akhavein et al. (2005) liken the positive sides of financial innovation to “the

lifeblood of efficient and responsive capital markets” (p.577).

However, although many academics warning about the possible negative effects of
financial innovation, only after the financial crisis, the majority of the studies started
to emphasize the possible negative impacts of financial innovation as well (Comert
and Epstein, 2016). For example, derivative products were blamed for excessive
leverage leading to the crisis (Llewellyn, 2009). In addition to derivative products,
subprime securities, credit default swaps, and other securitization practices have been
discussed as important factors contributing to the crisis (Allen et al., 2012). Crotty
(2009) argues that excessive use of high credit shifting instruments such as mortgage-
backed securities and residential mortgage-backed securities led to the excessive risk-
taking behavior of the banks supported by the high bonus culture of financial
institutions. Notably, the derivatives led to too much credit expansion that increased

house prices. In this vein, the derivatives caused bubbles in the US market since the

2See: Greenbaum et al (2016)



house prices exceeded their real worth. This is one of the essential factors that caused
the 2008 global crisis (Brunnermeier, 2009). Overall, there has been an increasing
emphasis on the role of financial innovation in rising complexity and leverage,

encouraging risk-taking behavior and increasing volatility in financial markets.

Different aspects of financial innovation have been explored in the literature.
However, existing financial innovation literature mostly focuses on the developed
countries, specifically the United States where many financial innovations have
developed so far’. The reasons for that can be related to advanced financial

infrastructure and financial environment of the developed countries.

Financial innovation studies about developing countries including Turkey are also
very rare in the literature. One of these studies is Giiner (2005)’s Master of Science
thesis. Giiner (2005) investigates data about the number of Automated Teller Machines
(ATM), especially for T.C. Ziraat Bankasi and Tirkiye Is Bankasi. Generalized
method of moments is used with the panel data as the estimation method. One of the
important results of this study is the positive correlation found between ATM numbers
and the numbers of banks’ branches. Another result is that there is a negative
correlation between the number of ATMs of T.C. Ziraat Bankas1 and the population of
Turkey. In contrast, the number of ATMs of Tiirkiye Is Bankasi is positively related
to the population of Turkey.

Another study about Turkey is related to Internet banking in Turkey and it was made
by Bulut (2013). He collected data on internet usage from the payment system of
Central Bank of The Republic of Turkey. Panel regression is used as the estimation
method. According to the findings of this study, internet banking adaption and bank
size are positively correlated to each other in Turkey although they are indicated as
negatively correlated in the literature in general. Another result is that the internet
usage of households has a positive influence on Internet banking adaption since
Internet banking is an alternative for bank branches. Another study was made by

Herguner (2015) on credit card installments and gold accounts in Turkey. According

3See: Comert & Epstein (2013)



to this study, credit card installments and gold accounts occurred as a result of
technological developments and cultural and institutional factors. In addition, these
two innovations have some characteristics unique to Turkish culture and a large part

of society has been using them.

This study aims to investigate the emergence and development processes of financial
innovations in developing countries. Since many studies about financial innovation in
the literature are conducted by employing the case study approach, we have chosen
Turkey as a case study for this research. This study differs in many aspects from other
studies described above about financial innovation in Turkey. First, when we discuss
the main aspects of financial innovation like its definition and history, we also explain
the main differences and similarities between financial innovations and real sector
innovations. Second, the factors that affect the emergence and development processes
of financial innovation and the reasons that lead to different financial innovations
between developing and developed countries are explained in this study, which has
not been discussed so far in the literature. Third and last, instead of focusing on specific
types of financial innovations in Turkey, this study is designed to include the aspects
and the emergence and development processes of all financial innovations in Turkey
in general. Therefore, this study makes the first comprehensive literature review on

financial innovations in Turkey.

With respects to the aim of this study, we developed the main research question as
follows: "What are the factors influencing the emergence and development of financial
innovations in Turkey?”. To collect data for this research, we conducted semi-
structured interviews with the employees from the first 9 out of the 15 highest-ranking
banks in Turkey considering the asset size of the banks. In addition to these employees,

there was also an interview conducted with an employee from a participation bank.

The main findings of this study are: technological developments, changing customer
expectations, and market conditions are the most important factors that affect the
emergence and development processes of financial innovations in developing and
developed countries. Moreover, especially in developing countries, government

regulations and society’s and the government’s approach against financial innovations
4



influence on both the emergence and development processes of financial innovation.
In addition to all of these factors, the cultural characteristics of the society also affect

the development and diffusion processes of financial innovations in Turkey.

The main contributions of this study to the literature are as follows: First, it attempts
to shed some light on the differences between financial innovation and real sector
innovation which does not have wide coverage in the literature. Second, this study is
the first study to examine the factors affecting the emergence and development of
financial innovations in Turkey by utilizing a qualitative method. Third and last, this
study explains the reasons why financial innovation differs between developing and

developed countries.

The plan of this thesis is as follows: Chapter 2 discusses the main arguments of
financial innovation literature. This chapter prepares the ground for the rest of the
arguments in the thesis by clarifying the definition, classification and measurement
methods of financial innovation and it discusses a brief history of financial innovation

along with the reasons behind the emergence of financial innovations.

Chapter 3 focuses on financial innovation in developing countries considering the
main arguments provided in the literature. Factors that affect the emergence and
development of financial innovations in developing countries are discussed. To
identify these factors, we elaborate on institutional and economic changes that have an
influence on the development of financial innovation. Especially, the effects of the
collapse of Bretton Woods’s system and liberalization policies on financial innovation
are discussed. Furthermore, we relate all of these factors to Schumpeter’s business
cycle and creative destruction thought. The rest of chapter 3 explores the main
differences in the functioning of financial innovation in developing and developed
countries. To make a comparison between these types of countries, we adapt the real
sector innovation theories to financial innovation theories. We observe that developing
countries stay behind developed countries in terms of financial market structure,

regulatory framework, the banking system, and technological infrastructure.



Chapter 4 focuses on the case of Turkey by following the arguments in the previous
chapters. We examine the emergence and development processes of financial
innovation in Turkey in terms of the institutional and cultural aspect. Moreover, the
rest of chapter 4 provides a comprehensive review of financial innovation in Turkey
as opposed to available studies in the literature mostly focusing only on a specific
financial innovation. The adaptation and diffusion process of some specific financial
innovations such as Turkish derivative market and mortgage system and payment
methods are examined. In addition, the banking sector in Turkey is briefly reviewed

in the last section of this chapter.

Chapter 5 gives information about the qualitative analysis of the research. This chapter
explains the general research process, research methodology, and findings of the
research. Semi-structured interviews are conducted with the employees working at the
headquarter office of the relevant banks and their occupations were general manager
of innovation department, manager of R&D department, IT specialist or innovation

specialist.

Chapter 6 concludes the thesis with a summary of the main findings of the research.
Moreover, we made policy recommendations for further development of financial
innovation in Turkey based on the research results and main arguments provided in
the literature. In addition, some suggestions are made for future research about

financial innovation in Turkey.



CHAPTER 2

LITERATURE REVIEW ON FINANCIAL INNOVATION

Although the history of financial innovation goes back to ancient times, spectacular
developments in financial innovation have taken place after the 1980s. As a result of
these developments, the literature has paid more attention to financial innovation since
then. At the beginning of the 1980s, many researchers mentioned about the positive
side of financial innovation in the literature. These researchers argued that the primary
role of financial innovation was to improve the financial sector. However, some of
these positive opinions have become reversed, and financial innovations have been
criticized after the global financial crisis of 2008. Despite the fact that researchers have
elaborated on financial innovation, most of this issue is still ambiguous in the
literature. That is to say, there are many aspects of financial innovation remained
controversial in the literature. In this chapter, we try to expound these ambiguous parts
and main aspects of financial innovation. The literature on financial innovation has
been shaped thanks to the literature on innovation in the real sector. The definition of
financial innovation is related to the common and distinctive features of the term “real
sector innovation”. In addition, some of the classification methods of financial
innovation are also related to real sector innovation. First, benefiting from the existing
literature, this chapter takes it to a step further and attempts to clarify the similarities
and differences between financial innovation and real sector innovation concepts.
Second, many currently available financial innovations have emerged as a result of the
development of previous financial innovations. Last, the emergence of financial
innovations is mostly related to the effort made for solving the problems in the
financial environment. However, financial innovation can lead to financial troubles at

the same time.



The contributions of this chapter are to show the main similarities and differences
between financial innovation and real sector innovation and to discuss the factors that

lead to the emergence of financial innovations.

The course of this chapter is as follows: First, the different definitions of financial
innovation are presented in section 2.1. Second, a history of financial innovation is
discussed in section 2.2. Third, underlying factors that affect the emergence of
financial innovation are explained critically in section 2.3. Then, how financial
innovations can be classified and measured is clarified in section 2.4. Last, summary

and the main arguments of the literature are discussed in the section 2.5.

2.1. What is Financial Innovation?

Primarily, to have a clear definition of financial innovation, it would be better to define
the concept of innovation which affects almost every aspect of our lives. According to

the OECD Oslo Manual, innovation is defined as follows (2005, p.46):

An innovation is the implementation of a new or significantly improved
product (good or service), or process, a new marketing method, or a new
organizational method in business practices, workplace organization or
external relations.

In this manual, the cornerstone of innovation is regarded as technology either

implemented or created anew.

Although a clear definition of innovation is available, there isn’t any agreed financial
innovation definition in the literature because innovation in finance is quite different
than real sector innovation. On the other hand, the common points of different financial
innovation definitions in the literature emerge from product and process innovation
aspects of the main concept. Therefore, before giving these different definitions of
financial innovation, it would be helpful to define product and process innovation
terms. According to the OECD Oslo Manual (2005), while product innovation is
defined as “the introduction of a good or service that is new or significantly improved
with respect to its characteristics or intended uses” (p.48), process innovation means

“the implementation of a new or significantly improved production or delivery

8



method” (p.49). That is to say, the fundamental difference between product and
process innovation is that while product innovation focuses on the product itself,

process innovation is related to the creation methods of product.

According to Boot and Thakor (1987, p.1125), financial innovation could be
considered as a way to handle risk diversification, to provide an advantage in terms of
tax along with its aspect of enhancing information sensitivity in a broad sense.
Moreover, Lerner and Tufano (2011, p.6) think that the financial innovation definition
is “the act of creating and then popularizing new financial instruments, as well as new

financial technologies, institutions, and markets”

Frame and White (2004, p.118) also define financial innovation as: “Something new
that reduces costs, reduces risks, or provides an improved product/service/instrument

that better satisfies financial system participants' demands.”

Based on the definitions above, financial innovation mainly associates with a
technological, legal and organizational framework. From this point of view, we can
define financial innovation as new financial tools or improvements in any financial
activity. On the other hand, based on evolutionary thought, the diffusion and
characteristics of financial innovation can change from developed countries to
developing countries depending on some circumstances such as historical and
institutional conditions. From this point of view, the definition of financial innovation
is unique to countries’ specific conditions. This can explain why there isn’t any agreed
financial innovation definition in the existing literature. Following the aforementioned
discussion, in the next chapter, we discuss why financial innovation and its

development function differently in developed and developing countries.

2.2. Brief History of Financial Innovation

As mentioned previously, even though financial innovation started to gain importance
in the 1980s due to the developments in ICTs, its origin actually dates back a long
time. In other words, financial innovation has been one of the integral parts of the

economy through the past few decades, but it has a history that goes back to ancient

9



times. In this sense, Miller (1986, p.460) describes financial innovation just as “lying
like seeds beneath the snow, waiting for some change in the environment to bring them

to life”.

The introduction of a coin in the 7" century B.C. in Lydia was one of the oldest
financial innovations in history (Flood, 1992). Another crucial financial innovation
was the invention of paper money in China in the 9" century (Comert and Epstein,
2016). In addition, banking activities, which are one of the main components of a
financial system, are seen as financial innovation, and the origin of banking activities
are based on ancient civilizations. For example, an arrangement of payments, deposits,
and loans were financial activities that were used in ancient Greece.* Dutch financial
markets in the 17" century can be given as another example of banking activities in
which financial innovation played a quite important role and in where the products and
their derivatives related to securitization were used as their first practices (Goetzmann
and Rouwenhorst, 2005). The financial innovations in the 20" century developed more

rapidly, especially after the 1980s.

Considering the examples given above, banking activities have developed over time
and transformed into the financial innovations we use in today's world. Therefore, it
can be said that continuity is an essential feature of financial innovation development.
Similarly, according to Tufano (2003), financial innovation is similar to any
innovation in business in terms of being a continuous process. Thus, Tufano (2003)
claims that every new financial product has been created as a derivative of its
predecessor or developed as a result of its interaction with the previously created
products throughout history. This means that today’s financial innovations are
connected with the developments in earlier times. The evolution of financial
instruments into finance projects in time can be given as an example of this argument.
The purpose of developing new financial instruments such as debt contracts came into
use in 17" and the 18™ centuries was to fund the commercial activities such as maritime

commerce. Afterward, in the 19 century, investment banks created new accounting

4 See: Allen, F. & Gale, D. (1994)
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methods in order to finance and to evaluate the profit of railroad companies. Then, in
the 20" century, new private companies were established to finance projects like high
tech investment projects (Blach, 2011, p.17). Itis inferred from the reviewed examples
that technological and financial innovations have always depended on each other and

evolved together throughout history (Michalopoulos, Leaven, and Levine, 2009).

2.3. The Reasons behind the Emergence of Financial Innovation

A financial system has various functions in the economy. According to Tufano (2003),
these functions are collecting funds, minimizing risk, offering consulting services,
resolving asymmetric information problem and trading of financial instruments. If
these functions fulfill the demands of the financial system itself, why is it necessary to
develop financial innovations? (Tufano, 2003). The answer to this question is as
uncertain as the definition of financial innovation is. Therefore, there are many
different explanations in the existing literature about why financial innovation occurs
in the first place, and some of these different explanations are discussed in the

following part of this section.

First, profit maximization is an important stimulation for the development of financial
innovations. The key to profit maximization is to perform a cost-benefit analysis.
According to Flood (1992), financial innovation emerges as a result of cost-benefit
analysis which suggests minimizing the costs and increasing the revenue in order to
end up with a high profit. While searching for new ways to increase profit, an impulse
to innovate is created. Tufano (2003) also refers to the Schumpeterian innovation
process and argues that financial innovation is an integral part of profit maximization
in the market. Similarly, individuals and enterprises who have an aim of profit
maximization try to do innovation in products, processes or organization to reduce
costs and increase the revenue. All of these innovations can be achieved by developing
some research methods or by trial and error (Frame and White, 2004). Another aspect
of cost-benefit analysis is about technology. Flood (1992) argues that minimizing the
cost of producing which can stimulate innovation is challenged by exogenous

technological change. Tufano (2003) also claims that financial intermediaries play an
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essential role in the minimizing of transaction costs because they help to find optimal
consumption and investment level of households’. For instance, after the development
of ICTs, the cost of accounting for intensive products such as electronic funds
transfers, automatic teller machines, intermediary deposits, and mutual funds has
reduced. Also, such development of technologies has increased the speed and accuracy

of a transaction (Flood, 1992).

Second, technological development can be one of the sources of financial innovation.
Improvements in IT, telecommunication, and internet facilitate an increase in the
number of financial innovations such as new methods for securities and assembling
the portfolios of stocks (Tufano, 2003). Thanks to the developments in computer and
telecommunication technology, it is now easier to access information about financial
opportunities and to minimize the transaction costs. With these improvements,
provision methods for financial products are also enhanced (Van Horne, 1985).
Furthermore, with these technological developments in the finance sector, adaptation
to sophisticated financial innovations and improvements of financial techniques for
investment and credit may be easily possible (Frankel and Mann, 1986). On the other
hand, investors may not fully understand how to use some complex features of
financial innovations such as securities, and financial institutions can benefit from this
situation which can be assumed as a negative side of financial innovation. For instance,
the profit rate of Stock Participation Accreting Redemption Quarterly-pay Securities
(SPARQS) is lower than the risk-free interest rate. In general, investors don’t prefer to
use such financial innovation because they do not increase their marginal benefits.
However, some investors may still use this financial innovation by mistake when they
don’t really understand it since it is complicated and has a complex structure

(Henderson and Pearson, 2011).

The market conditions such as complete financial markets and market limitations are
two of the reasons why financial innovation emerges since market conditions affect

the financial environment. A complete market enables greater capital mobility and an

5 See also McConnell and Schwartz (1992).
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integrated structure in the international market because financial instruments provide
flexibility for everyone to achieve their desired financial goals (Levich, 1987).
Similarly, Tufano (2003) thinks that the completion of incomplete markets is crucial
for the emergence and development of innovations because risk management and free
movements of funds across time and space are so difficult in incomplete markets.
Thanks to financial innovations, these problems can be solved now. Moreover, market
limitations can also have a direct influence on the development of financial
opportunities. Ben-Horim and Silber (1977) assert that market limitations such as
balance sheet constraints and liquidity requirements negatively affect financial
institutions and financial firms. Therefore, they need to search for new financial
practices to overcome market limitations. As a result of the introduction of new
financial practices, Grinblatt and Longstaff (2000) argue that financial markets can be

more complete and transaction costs can be minimized®.

Another common reason why financial innovation emerges is the agency and
information problems. Opaque institutions encounter agency and asymmetric
information problems because there is always a conflict of interest between these
institutions and their participants. For this reason, participants and these institutions
agree upon a contract. Based on the contract, when financial shocks such as tax and
regulation changes emerge, financial intermediaries tend to sell some of their low-
grade assets. The underlying reason for selling low-grade assets is a strenuous
assessment of low-grade assets by foreign investors. Banks, especially investment
banks, seek for innovations to create new pools composed of these assets. Therefore,
agency and information problems and marketing costs have a role in the production of

innovations by interacting with each other (Ross, 1989).

Some researchers suggest that the emergence of financial innovations is triggered by
the volatility of macroeconomic variables. During the end of the 1970s and 1980s, due
to the effect of oil crises, the collapse of Bretton Woods Monetary System,

international payment structure, exchange rate regime, and also economic and political

¢ See Duffie and Rahi (1985) and Tufano (2000)
13



environment of the financial system changed. As a result of these changes, high
inflation occurred which then led to a rise in the volatility of both interest rate and
foreign exchange rate. Therefore, financial service users and suppliers produced new
financial instruments and techniques to deal with these negative consequences (BIS,
1986).” Smith, Smithson, and Wilford (1990, p.13) also think that an increase in
macroeconomic variables such as volatility of interest rate and exchange rate triggers

the development of some financial innovations:

Uncertainty in the global financial environment has caused many economic
problems and disruptions, but it has also provided the necessary impetus for
the emergence of financial innovations. Through financial innovation, the
financial intermediaries were soon able to provide their customers with
products to manage risks or even turn them into their advantage. Furthermore,
financial institutions got better at evaluating and managing their own asset and
liability processes.

Similarly, Kogar (1995) asserts that many financial innovations protect against the
dangers of financial environments such as high inflation and high-interest rate. For
instance, the natural gas deregulation in the USA caused huge volatility in oil gas
prices. For this reason, some financial innovations such as contract of volumetric
production payment and cross-commodity swaps were created by financial markets
and gas marketers to reduce the negative effects of the volatility (Tufano, 2003). On
the other hand, it is thought that financial innovation permits the investors to take
speculative and arbitrage positions as well. In fact, Beck et al (2012) claim that
financial innovation eases arbitrage by lowering the cost of off-balance sheet
investments. Therefore, arbitrage is a determinant affecting international banking
activities and flows, which leads to an increase in economic volatility and fragility

(Houston et al. 2012).

Demand for avoiding risks is another factor in explaining why financial innovations
exist. Globalization of financial markets and the volatility of macroeconomic variables

are the reasons for creating new risks for firms and investors®. However, financial

7 See Van Horne(1985)

8 The details about globalization is given in the section 3.1
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innovations can help to deal with that. For instance, the first-ever instrument providing
a guarantee for currency convertibility and transferability was developed by the
Interamerican Development Banks (Tufano, 2003). In a similar way, Van Horne
(1985) claims that financial innovation can help households to make savings and
profitable investments by adjusting risks. In other words, financial innovation can help
investors to make risk diversification among different assets (Segoviano et al., 2013).
Also, Frame and White (2004) think that financial innovation, which includes new
financial products and services, can provide a better financial system thanks to the
advanced software and computing programs. Thus, financial innovations can reduce

risks.

Levich et al (1988) claim that investors and borrowers take their maximum welfare
into account instead of taking risks according to finance theory. Consequently, thanks
to financial innovation, it is expected to provide a flexible environment by hedging the
risks of individuals. On the other hand, as we mentioned in the introduction, financial
innovation leads to an increase in the risk-taking behavior of investors like in the 2008
global crises. In addition to this, according to Engin and Golluce (2016), financial risk
was spread to the economies of other countries through derivative products during the
2008 global crises. For instance, thanks to financial instruments called Collateral Debt
Obligations (CDO) and Credit Loan Swaps (CDS), the risk of the mortgage loans was
transferred to financial institutions located in the United States and abroad (Demir,
2015). In other words, derivative products enable mortgage creditors to transfer the
risk of reimbursement to the third party. Therefore, new loans mean taking higher risk
for credit institutions. As a result of these, the derivative market has grown to an

uncontrollable scale (Ozatay, 2009).

Lastly, government regulations and taxes are considered as major stimulators for the
emergence of financial innovations. According to Miller (1986), two incentives which
are taxes and government regulations are the reasons for successful financial
innovations because these can influence on the financial structure of a country. Tax is
one of the main cost elements that change the profit rates, and investors search for new

financial products owing to an upward change in tax fields as explained by Fabozzi et

15



al. (1998). Besides, Frame and White (2004) claim that an increase in the level of

taxation provides a higher flow of innovation.

Silber (1983) argues that financial innovation is often seen as a by-product of
regulations. Similarly, “regulatory dialectic” term coined by Kane (1977) also explains
how regulatory limitations, which are the visible hands of governments that shape
markets and preserve economic power, induce the emergence and development of
financial innovations. Zero-coupon bonds and Eurobonds are the examples given by
Miller (1986) to this phenomenon. In addition, Frame and White (2004) argue that
some protection regulations on property rights like patents, copyright and trademarks
stimulate both innovators and financial innovations because these regulations can

maintain the protection of a new idea.

The reasons behind the emergence of financial innovations are considered, it can be
seen that many different aspects of the economy can be effective in this respect. For
example, some financial innovations are developed to be able to avoid financial risks
while some of them emerge to cope with the complications that occur due to volatile
nature of macroeconomic variables. Moreover, some problems occur when institutions
such as banks misinform their customers regarding the use of existing technologies
and take advantage of the situation and a need to eliminate these kinds of problems
arise. Therefore, the development of new financial innovations is again triggered with
the objective of problem elimination. However, as seen in the 2008 global crisis,
financial innovations may lead to an increase in risk-taking behavior, credit expansion
and the volatility of macroeconomic variables like prices. Therefore, only if the
required financial conditions are fulfilled, financial innovations can lead to positive
outcomes. In addition, the objective of profit maximization can be one of the main
reasons behind the developments in financial innovation because people always seek

for new ways to gain more profits in a shorter time by decreasing cost.

2.4. Classification of Financial Innovation and Its Measurement

After the explanations of the historical roots of financial innovation and why financial

innovation emerged, how financial innovation can be classified is the main discussion
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of this section. To analyze the financial innovation process more accurately, there is a
need for a classification of financial innovation. As in the definition of financial
innovation, there is no agreed classification method for financial innovation in the
literature. There are three different and common taxonomies of financial innovation in

the literature, which are by type, by functions and by motive (Llewellyn, 2009, p.4).

First, Frame and White (2004) assert that financial innovations are grouped into four
categories according to their types: New products such as an adjustable-rate mortgage,
new services such as internet banking, new production processes such as electronic
record-keeping, and new organizational forms such as internet-only banks. Comert and
Epstein (2016) assert that this classification is similar to the classification of innovation

in non-financial sectors.

Second, the taxonomy of financial innovation could be based on their functions.
Merton (1992) classifies financial innovations in terms of their functions. These are:
(1) moving funds between time and space; (ii) collecting funds in a pool; (iii) risk
management; (iv) gathering information to support decision-making mechanisms; (v)
resolving ethical danger and asymmetric information problems; (vi) easing the sales
of goods and services through a payment system (as cited in Comert and Epstein,
2016). In addition, according to the Bank for International Settlements (BIS, 1986),
the functions of innovations are made up of four categories, which are credit generation
of innovations, risk transferring such as price and credit, equity generation of
innovations and the enhancement of liquidity. Apart from these functions, Llewellyn
(2009) claims that risk price, insurance, management of assets and liabilities, and
funding of financial innovations are other functions of financial innovations. Finnerty's
classification of security innovations as reduced corporate and transactional costs can
be given as a specific example of the taxonomy of financial innovation functions (as
cited in Tufano, 2003). Although each writer defines different functions of financial
innovation, their descriptions are similar to each other like Merton’s risk management

and BIS’ risk transferring.

Third and last, Llewellyn (1992) classifies financial innovation by considering its

motives. These are: (i) defensive (answers to political and legal regulations); (i1)
17



aggressive (such as creating new products or new instruments that are successfully
marketed); (iii) responsive (new financial services or instruments are developed to
meet the changes in customers' portfolio needs); and (iv) protective (institutions can
develop new techniques due to their own portfolio limits) (as cited in Comert and

Epstein, 2016).

Apart from these, financial innovations can also be classified as product and process
innovations as in the real sector. By looking at the definition of product and process
innovation in chapter 2.1, the distinction between product and process innovation is
ambiguous because they are often connected to each other (Lerner and Tufano, 2011).
For example, the classification of a currency swap can be under both product and
process innovation categories. The currency swap is a new product group to make sell
services in exchanges where a bank is an intermediary. However, for the customers of
the bank, it is a new process to obtain funds at a cheaper rate at the same time
(Podolski, 1986). Similar to product and process innovation, financial innovation can
also be classified as institutional innovation, which includes an overall change in the
financial system at the structural, organizational and institutional levels (Schrieder and

Heidhues, 1995)

In addition to these, financial innovation can be classified as risk-shifting innovation.
It means that “the unbundling of the separate characteristics and risks of individual
instruments (such as credit risk and interest rate risk) and their reassembly in different
combinations” (Llewellyn, 2009, p.4). Unlike product and process innovations, risk-
shifting innovation cannot be classified within the real sector. All of these
classification methods show that there is a difficulty in categorizing financial

innovations.

In the literature, there is no agreed measurement technique for financial innovation as
for its definition and classification method. The number of studies on how financial
innovation can be measured is very limited as well. Furthermore, Frame and White
(2004) say that "everybody talks about financial innovation, but (almost) nobody
empirically tests hypotheses about it” (p.116). This situation may be related to the

difficulty in accessing measurement sources. Beck et al. (2012) emphasize the lack of
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data problem, which affects determinants and consequences of empirical research on

financial innovation.

There are several measurement indicators used for innovation in the literature. One of
them is the R&D expenditure. R&D expenditure, which is an input indicator, is the
first generation of innovation indicators, especially for the manufacturing sector. This
indicator is not enough for the measurement of innovation since it assumes a linear
relationship between inputs and outputs of innovation (Napoli, 2008). In other words,
all R&D spending may not result in innovation and thus this indicator is inadequate
for innovation measurement. Moreover, Tufano (2003) claims that most financial
innovation exists as a result of some changes in financial practices instead of allocating
a large budget for R&D spending. Therefore, evaluating R&D spending is not a good
technique for measurement of financial innovation (as cited in Comert and Epstein,

2016).

Another measurement indicator is the total patent number. A patent is appropriate for
the real sector to measure real sector innovation. However, it is not appropriate for the
finance sector because patent applications for financial innovations and financial
formulas are very rare in most of the countries outside the US, especially in Europe
(Napoli, 2008). In addition, Tufano (1989) explains the reason why banks do not use
patenting much for their financial products: getting a patent for the financial products
developed by the banks will mean that all information about the products goes public.
If this information is publicly available, then the other banks can develop a similar
product by using this information and the bank with the original product idea can lose
its first-mover advantage in the market (as cited in Tufano, 2003). However, US courts
have only begun to approve patent applications for financial innovations since the late
1990s (Komulainen and Takalo, 2013). Bank of America products can be given as
specific examples of patented financial innovation. One of them (U.S. Patent
No0.8914308) is related to a transaction on small electronic devices such as a tablet or

a mobile phone’.

 For more information see: http://www.freepatentsonline.com/8914308.html
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Although the number of patents received for financial innovations has increased since
the late 1990s, it is still not comparable to the number of patents received in the real
sector. Komulainen and Takalo (2013) also claim that it is still complicated to obtain
a patent on financial innovations in Europe as a consequence of State Street decision
(as cited in Comert and Epstein, 2016). For the measurement of financial patent,
Komulainen and Takalo (2013) use a subclass of European Classification System
(ECLA). According to uspto.gov, this subclass of G06Q40/00 is pertinent to the
finance sector. To illustrate, G06Q 40/08 is for insurance; G06Q 40/02 is for banking;
G06Q 40/06 is for investment and G06Q 40/04 is for exchange.

Utilizing data collected from a survey is another way for measuring innovation. For
instance, the Community Innovation Survey (CIS) collects data from firms through a
survey. However, the CIS is also not enough for the measurement of innovation. The
reason behind this is that firm managers see themselves as innovators, and hence,
innovators respond to the questions in the CIS survey in this regard. Therefore, it is
thought that the survey indicator is too soft to measure innovation (Napoli, 2008).
Innovators tend to see their firms in its best condition and choose the most positive
option for themselves in the survey. Correspondingly, the reliability of the results of

the CIS survey is a controversial issue.

Beck et al. (2012) assert that some studies for European countries and many other high-
income non-European countries, use the OECD innovation questionnaire on banks'
R&D expenditures. This data source is called "Analytical Business Enterprise
Research and Development (ANBERD)” database. Depending on this source, Beck et
al. (2012) use the total added value of financial R&D expenditures in the financial
sector as the basic innovation measurement unit (as cited in Comert and Epstein,

2016).

Some researchers try to develop their own innovation indicators for measuring
innovation. For example, Tufano (1989) is interested in securities of investment banks
and uses a dataset about 1994 US investment banks between 1974 and 1986. This
dataset includes 58 financial innovations that occurred during the 1974 public

commitment transaction in the US. Another example is that Lerner (2006) created a
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new financial indicator for the US. This indicator is formed by scanning the news from
a total of 651 articles in the Wall Street Journal about both new financial products and

services between 1990 and 2002 (as cited in Comert and Epstein, 2016).

In addition to the indicators mentioned above, some researchers use case studies as an
indicator. For instance, Tufano (1989) can be an example of it because he focuses only
on securities. Pennings and Harianto (1992) focus on internet banking and the
relationship between the sizes of banks instead of investigating all financial
innovations. Like Pennings and Harianto (1992), Furst et al. (2002) discuss
developments of internet banking including size and number of it (as cited in Comert

and Epstein, 2016).

In the light of all information shared in this section, we summarize the main similarities
and differences between real sector innovation and financial innovation in table 1

below.

Table 1

Comparison of real sector innovation and financial innovation

Real sector innovation

Financial innovation

It has an agreed definition and this
definition has relatively a broader
definition framework

It does not have an agreed definition.
Although most of the financial
innovation definitions are derived from
real sector innovation definitions,
financial innovation definitions are
formed within a more specific
framework

It has specific measurement methods
such as R&D expenditure and total
patent number

It does not have specific measurement
methods; however, some methods used
for the measurement of real sector
innovations are used in here as well

It has certain classification methods

There is no certain financial innovation
classification method in the literature,
but some of them are related to real
sector innovation

Continuity is an important feature for both of them
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Table 1 (continued)

ICT and profit maximization are thought to have a crucial effect on the
development of both of them.

2.5. Concluding Remarks

When the literature on financial innovation is reviewed, it can be seen that some points
about financial innovation should be further investigated since they are either
undetailed or controversial. These points are related to the definition of financial
innovation, comparison of it with real sector innovation, and factors that affect the
emergence and development of financial innovations. Our study is designed in a more
comprehensive way that will include all these aspects. Moreover, we focus on the case

of developing countries in this study which is not discussed fully in the literature.

As previously mentioned, there is not any conclusive definition of financial innovation
in the literature. The available definitions of financial innovation are mostly derived
from the definitions of product and process innovations and these definitions
emphasize some positive features of financial innovations such as decreasing the
financial risk and reducing the cost. By considering these definitions, we can define
financial innovation as new tools used and improvements provided in any financial
activity. Our definition of financial innovation is more comprehensive since financial
innovation can correspond to any change in a product, process, marketing style or
organizational structure. In our case study provided in chapter 5, we observed that
financial innovation was defined both in a specific and broader manner by the
interviewees, and these definitions were similar to the definitions found in the

literature.

Based on the literature, in this chapter, we mention the main differences between real
sector innovation and financial innovation. It is hard to find studies that clearly make
this comparison in the literature. Comparing their definitions, we think that the most
important difference is in terms of their functions. Most of the financial innovation

definitions include solutions to the negative financial situations that would complicate
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to handle risk diversification and accomplish cost reduction. However, real sector
innovation does not include a solution to a negative environment. In other words, we
observe that financial innovation definitions are formed within a more specific

functions and framework.

It is clearly seen in the literature that the primary motives for the emergence of
financial innovations are the objective of profit maximization, government regulations
and the volatility of macroeconomic variables. The first two motives are similar to our
research findings mentioned in chapter 5. As discussed in the literature, before the
2008 economic crisis, financial innovation was seen as a solution to any financial
problem such as the problems that occur due to the volatility of macroeconomic
variables. However, this last motive is not mentioned in chapter 5 because we observe
that the practitioners did not consider financial innovations as a solution to any
financial problems. When an innovation will be developed or adapted as a result of
these three motives mentioned above, the first factor to be examined is whether this
innovation complies with the government regulations or not. Therefore, we claim that
government regulations are the most important one of these motives. We can give an
example of our claim from our case study. It is revealed that some of the regulatory
implementations enforced by the government act as a barrier against the adaptation of
some financial innovations such as open banking system and usage of digital signature

in Turkey.

In chapter 3, we focus on financial innovations in developing countries based on the
information available in the literature. In this chapter, we discuss the factors that affect
the development process of financial innovations and cause the differentiation of
financial innovations between developed and developing countries. Since our goal is
to investigate the factors that influence the emergence and development processes of
financial innovations in the developing countries, these processes in Turkey as a
developing country are examined in chapter 4. In doing these, we consider the chapters
that discuss the main arguments regarding the developing countries and the literature

on financial innovation.
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CHAPTER 3

FINANCIAL INNOVATION IN DEVELOPING COUNTRIES

In the previous chapter, comprehensive information about financial innovation is given
and a certain part of the chapter is related to the factors that cause the emergence of
financial innovation. Considering these factors, it can be observed that the
development process of financial innovation differs between developing and
developed countries. Therefore, this chapter mainly focuses on the explanation of these

differences, especially with regards to developing countries.

The main findings of this chapter corroborate the idea that all of the changes in the
financial environment and the effects of these changes on adaptation and diffusion
processes of financial innovations can be explained by the theoretical arguments of
Schumpeter, which are related to the concepts of the business cycle and creative
destruction. The business cycle concept coined by Schumpeter theoretically explains
the relationship between financial innovation and the instability of economic
conditions. In addition, it also explains why financial innovation development process
has accelerated in the 1970s and 1980s. Moreover, the creative destruction concept,
again suggested by Schumpeter, explains how changes in the financial environment
lead to diversity in the financial structure. Additionally, the creative destruction
process in the financial sector affects the diffusion and adaptation processes of
financial innovations in developing countries because this process increases the

diffusion of knowledge and competition.
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This chapter aims to contribute to the literature on financial innovation, especially in
terms of developing countries since there is very limited information available in the

literature regarding financial innovation in developing countries.

The plan of this chapter is as follows: the aim of section 3.1 is to show the impacts of
changes in financial conditions on the adaptation and diffusion processes of financial
innovation in developing countries. Therefore, section 3.1 describes the changes in the
world financial system and their effects after the 1980s. The aim of section 3.2 is to
investigate the factors that lead to the differences in financial innovation between
developing countries and developed countries. In so doing, we first analyze the
literature on real sector innovation in developing countries. Then, we adapt the real
sector innovation theories to financial innovation for developing countries. The aim of

section 3.3 is to summarize and discuss main findings of this chapter.

3.1. The Financial Innovation Process in Developing and Developed Countries after the
1980s

As previously explained in chapter 2, financial innovation has been existent for a long
time in history. However, development of financial innovations has accelerated after
the 1980s with economic and political changes. The economic and political changes
of the 1970s and 1980s have led the economies of both developed and developing
countries to be very fragile and unstable in the following periods. These changes had
anegative influence on the economic structures and financial markets of countries. We
argue that negative financial conditions shaped the development of financial
innovations in countries. Here, Schumpeter’s business cycle theory is relevant to
understanding the relationship between innovation and instability of economic
conditions. Schumpeter (1939) claims that major technological innovations occur as a
result of the growth of a leading sector during the periods of deflation and inflation (as

cited in Ayres, 1989)!°. This idea can be used to explain the developments in financial

10 Business cycle theory mainly deals with the real sector. However, we think that it also applies to the
finance sector.
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innovations during the end of the 1970s and the 1980s. That is to say, current financial
innovations have been developed as a result of changes in the economy especially after

the 1970s. These changes are discussed as follows:

First, the order of the world financial system changed after the collapse of the Bretton
Woods system (Eichengreen, 2008). The collapse of the Bretton Woods fixed
exchange rate system in 1973 led to the emergence of a new world monetary order,
which Steinherr (2000) describes as “a more diverse, complex and less rigid system”
(as cited in Hayali, 2014, p.22). In this new order, a new international financial
architecture was established. Some of the implementations in this new architecture
brought about were floating exchange rates, adjustable pegs and mutually independent

monetary policies (Eichengreen, 2008).

Mishkin (2006) claims that the world economy has become a riskier environment
during the 1970s and the 1980s owing to the fluctuations in the interest rate and
increase in the volatility of the stock market. Therefore, a huge demand for risk
reduction has occurred. According to Allen and Gale (1994), financial innovations
such as derivatives and securitizations of loans have emerged to meet this risk
reduction demand. In addition, Van Horne (1985) claims that some financial
innovations like new investment loans and floating rate loans emerged to eliminate the
volatility of inflation and interest rates. Similarly, Kogar (1995) argues that this risky
financial environment led to the development of financial innovations such as variable-
debt instruments. As a result, these financial innovations provided the opportunity to
hedge the financial risks in the 1980s. (Allen and Gale, 1994). In other words, “greater
instability is likely to be associated with a faster pace of innovation” (Frame and
White, 2004, p.120).!" Considering both this Frame and White thought and
Schumpeter’s business cycle thought, we think that financial innovation is seen as a

solution for the deterioration in the financial sector.

' Although it is thought that financial innovations prevent negative outcomes brought by the financial
environment after the 1980s, development and dissemination speed of the financial innovations seem
to be the reason for the negative outcome of financial innovations in recent years.
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Second, due to the collapse of the Bretton Woods, most developed countries started to
eliminate capital control restrictions. In fact, unrestricted capital movements increased
sharply after this collapse. Financial liberalism has been implemented since the end of
the 1970s in the developed world (Hoffmann and Urbansky, 2013). For example, the
United Kingdom and Japan abolished these restrictions in 1980 (Moore, 2010). This
unrestricted of capital movements led to considerable changes in innovation
opportunities, market conditions, and market demand. The spread of financial
liberalization process in developing countries has accelerated after the mid of the
1970s (Oktayer, 2007). According to Hayali (2014), as a result of the unrestricted
capital movements, economies of the developing countries have been mostly
vulnerable and fragile. In a similar way, Hoffmann and Urbansky (2013) argue that
financial crises occurred frequently in developing countries after the financial
liberalization that the collapse of the Bretton Woods system brought about'?. The
government debt crises that arose in many Latin American economies in the 1980s and
the East Asian crises that arose in 1997 and in 1998 are some of the examples of
financial crisis in developing countries caused by financial liberalization. As a result
of unrestricted capital movements, some financial services were restructured in the late
1970s and the 1980s. How liberalization affects the diffusion of financial innovation

1s discussed below:

With the liberalization process, the development of financial market structure and
financial conditions of countries have gained importance because liberalization
movements provided more accelerated financial markets transition so that the
innovative products spread around the world and reached all markets (Segoviano et
al., 2013). Therefore, developments and improvements in financial innovation

accelerated in developing countries.

Liberalization movement and its results caused the globalization of financial markets,
which means an increase in the formation of global links through international

financial flows. Levich (1987) argues that globalization also provides erosion of

12 See: Kindleberger (2000)
27



national borders and integration of financial markets. As a result of this, according to
Kose and Prasad (2010), financial and commercial relations among developing and
developed countries have strengthened and accelerated. We think that this speeded up
the development and improvement of new products and processes in developing
countries because globalization movements eased technology transfer mechanisms,
and increased dissemination of knowledge from more productive firms towards less
productive ones (Bernand et al., 2006). In a similar way, globalization also helps
financial innovations to become widespread. Moreover, technology transfer paves the
way for financial innovation transfer in developing countries. It enables market
participants in developing countries to imitate or improve financial innovations more
easily. At the same time, the competition among market participants in developing
countries increases, which affects the development of financial innovation as we

discussed in the next section.

The erosion of national borders also leads to an increase in transmission of capital
flows and macroeconomic developments in developing countries in the early 1990s
(Knight, 1998). This is related to the practice of the main liberalization strategy which
suggests the existence of an open capital account (Hoffmann and Urbansky, 2013).
Moreover, capital flows into the securitized markets increases with financial
globalization since these markets are regarded as safer (Fostel et al. 2017). We think
that these capital flows also play an important role in the development and diffusion
of financial innovation in developing countries. As we also previously discussed,
uncontrolled capital flows lead to deterioration in the financial environment. As a
result, some financial innovations such as derivatives and security of financial
transactions emerged as a solution to the negative effects of a deteriorated financial

environment.

In addition, market openness, which indicates a market that enables the free flow of
trade and investment as a result of financial globalization and integration, is important

for the dissemination of knowledge from developed countries to developing
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countries'®. Thus, developing countries try to keep up with the current innovations and
make an effort to adapt to the conditions of the period. Regulation of financial policies
in developing countries can be an example of this effort because these policies play an
important role in the dissemination of knowledge regarding the financial innovations
developed in any country.'* On the other hand, we should bear in mind that too much
financial innovation causes deterioration in the economy if it is not controlled properly.
Some of the financial innovations cause troubles in the finance sector, especially in
developed economies. Economic crises in developed countries such as the dot-com
bubble burst in the beginning of the millennium, and the mortgage crisis that started
in the US market in 2008 and its later spread to other economies can be attributed to

financial innovations (Hoffmann and Urbansky, 2013).

Summing up, it can be inferred that the negative financial environment affects the
development and diffusion of financial innovations since some of the financial
innovations like securities and variable debt instruments emerged in order to solve the
financial problems of countries as we previously mentioned. We can also infer that
some financial innovations, when not regulated and controlled properly, can be the

primary initiator of financial crises.

3.2. Financial Innovation Differences between Developed and Developing Countries

In the previous part of this section, the factors that affect the development and diffusion
processes of financial innovations after the 1980s in developing and developed
countries are discussed. We think that the effects of these factors vary from developing
countries to developed countries due to the differences among their economic and
financial structures, and regulatory frameworks. We also mentioned that most of the

financial innovations emerge in the advanced markets rather than the developing

13 In the following part of this section, financial globalization and its result are explained.

14 In the next section of this chapter, how competitiveness and regulations are related to the financial
innovations are discussed
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markets. The specific factors behind the difference between developed and developing
countries in terms of the pace and frequency of financial innovations are explained as

follows:

First, the difference between financial market structures can be one of the reasons why
developing and developed countries experience different financial innovation
development processes. Financial markets of the developed countries are more suitable
for the creation of financial innovations because these financial markets have a more
profound and efficient financial mechanisms (Wurgler, 2000). Furthermore, these
countries show different patterns in terms of capital market development, which also
induces differences in terms of financial innovation and adaptation processes. For
instance, since the developed countries have a market structure providing more room
for much sophisticated products as compared to developing countries, it is more likely
to introduce an exotic product into the market and end up with a large sales volume in

developed countries.

There are several aspects of market structure that varies across different countries. The
first aspect of market structure is market size. Market size plays an essential role in the
pace and frequency of development of innovations in different countries. In the real
sector, market size affects growth and market demand. According to Frame and White
(2004), a large market enables successful innovations while a growing market creates
an incentive for the development of financial innovations. A higher market share also
encourages banks to do innovations (Bhattacharyya and Nanda, 2000). Considering
these, the large or growing market share significantly affects the strategies of banks
related to the development or adaptation of financial innovations. For example, it is
more likely to develop an innovation such as ATMs in a large market like the US while
it is more likely to find the required incentive to adapt to innovation such as ATM in
a growing market. Moreover, since larger banks have a higher capability of developing
innovations and adaptation, they usually hold the first-mover advantage as opposed to

smaller banks (Akhavein et al., 2005).

Another mechanism that the market size affects financial innovation capacity is

through its effects on firm size. We claim that firm size has the potential to grow with
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growing market size and market demand because firms try to keep pace with the
changing market conditions and meet the demand. We also believe that larger firms
have more potential to innovate due to having better financial conditions and
infrastructure. Schumpeter (1942) claims that larger firms have a bigger tendency to
innovate since they are able to deal with fixed costs more efficiently and they can
compensate for these costs more easily. Furthermore, according to Schumpeter (1950),
larger firms are able to purchase and utilize more advanced technology in their
business because they have access to a much bigger amount of capital, can do risk

diversification more easily and have the advantage of economies of scale.

In a similar vein, these ideas can also be applied to the finance sector. The bank size
affects development and the adaptation processes of financial innovations since it
determines to what extent a bank can manage risks and how a bank handles the capital
allocation. Demirguc-Kunt and Levine (1999) assert that high-income countries have
a high rate of expansion in bank sizes and market shares. Therefore, these banks have
a more active and more effective role in the economy. In this vein, high-income
countries’ banks help to increase new financial mechanisms related to innovative
products and processes. As a result of these, banking systems in developed countries
is more optimal for the creation of different financial innovations and leaves more
room for the occurrence of new opportunities as compared to the banking systems in
developing countries. ATM technology as a financial innovation is one of the
examples of Schumpeter’s idea in the finance sector. As mentioned before, banks
function based on the objective of profit maximization. Hannan and McDowell (1984)
claim that larger banks actualize this objective since they use a higher number of
ATMs and they attain labor-saving and wage cost saving as a result. Moreover, we
think that the reason behind why larger banks are able to adapt better to the use of
ATM is related to the advantage of scale economies enhancing the access to better
technology, a wider network, and more capital. Similarly, Tufano (1989) claims that
larger investment banks have the advantage of being a leading innovator position for

the securities.
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Market structure might also vary across developed and developing countries with
regard to competitiveness. Hoffmann and Urbansky (2013) claim that the competitive
market structure includes innovation concept inherently because entrepreneurs always
search for new opportunities to make more profit in a competitive environment. As a
result, the number of real sector innovations tends to increase. This competitive
approach in the real sector can also apply to the financial sector due to the relationship
between profit maximization and financial innovation that we explained in Chapter
2.3. The behavior of entrepreneurs resembles the strategic approach of the banks. For
example, banks can implement some financial innovations such as asset-backed
securities and tranche practice to maximize profit and to raise the capital rate.
Moreover, entrepreneurs work with a bank to manage their assets and banks use
appropriate financial innovations to help their customers with realizing their objective
of profit maximization (Carvajal et al., 2012). For this reason, the development of such
financial innovations by banks can mean reaching out to more entrepreneurs and
increasing their own profit too. Therefore, banks search for new ways to develop

financial innovations and this effort triggers a deeper competition between banks.

Another aspect of market structure that differs across countries is market
concentration. Schumpeter (1942) argues that the high concentration of industry plays
an important role in the innovation incentive rate of the real sector. This incentive rate
affects competition between firms. In a similar vein, the concentration of market also
has a significant influence on competition in a market and it is effective on both the
existing firms in a market and firms entering into a market for the first time in the real
sector (Kraft, 1989). Similar to the real sector, high concentration and competitiveness
are also crucial for the finance sector since they have a positive influence on the
development and diffusion of financial innovations. For instance, commercial banks
need to develop more product or process innovations to lend money or extend loans to
firms in a highly concentrated financial market. Therefore, commercial banks increase

their innovation, so that they can compete with the other banks.

Second, another reason why developing and developed countries experience different

financial innovation development processes is their economic development levels.
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Both economic development and financial innovation levels of countries are
interdependent'® because financial innovation can support economic growth as long as
necessary conditions are fulfilled. According to Jaffee and Levonian (2001), economic
growth is affected by developments in the banking system. As Knight (1998) points
out, the banking system is influenced by the volatility of macroeconomic conditions
due to the fact that banks tend to runs, crises, and contagion. That is to say, the banking
system and economic growth are related to each other, and this relation can be a reason
why financial innovations mostly emerge in developed countries. Economic growth
will also influence financial innovation. Considering all of these relations, we can
claim that there is no one-way relationship between financial innovation and economic
growth. In other words, the relation between them is cyclical or bidirectional. The
answer to the question of how this bidirectional relation can occur might be explained
as follows: as the income level of a country increases the level of financial innovation
development may increase as it does in the US. Some of the financial innovations can
cause further credit expansion like derivatives as mentioned in the introduction part.
As a result of this, economic growth increases further and this may feed the
development of financial innovation. However, financial innovation can still create

instability in the economy in the meantime.

Third, difference in technological infrastructure is another reason for having
differences in the development and emergence of financial innovations in developed
and developing countries. According to Frame and White (2004), better technological
infrastructure such as faster and advanced computer technologies allows the
development of more financial innovations. Therefore, developed countries have an
advantage in creating financial innovations in this respect. Moreover, differences in
the technological infrastructure can affect the innovative capacity of a country because
each innovation provides new innovation opportunities and more room for

improvement. That is to say, each innovation occurs as a result of different opportunity

15 Financially developed countries have more investment opportunities and more efficiency in their
financial markets due to having a better allocation of capital, saving and a better investment
mechanism in the financial markets. Therefore, financial development can affect the economic growth
(Wurgler, 2000)
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combinations (Lerner and Tufano, 2011). Information and Communication
Technologies (ICTs) is one of the examples of the factors that lead to differences in
technological infrastructure. It triggers the occurrence of various financial innovations

combining computer and internet technologies such as ATM and internet banking.

ICTs constitutes an essential part of all economic and innovative activities in today’s
world. Furthermore, it plays a key role in the development and diffusion of financial
innovation because it provides an enhancement in digital platforms and financial
services. Information technology (IT), which is one of the components of ICTs, affects
financial innovations through hardware and software that are used in finance
technologies'®. The IT sector is underdeveloped in developing countries due to a lack
of human capital, which crucially affects the adaption processes of financial
innovations. Therefore, in developing countries, there is a need for qualified human

capital and education regarding financial innovations (Dedrick et al. 2013).

In addition to ICTs, the infrastructure of telecommunication technologies may differ
between developing and developed countries and affect the diffusion and adaption
processes of financial innovations. Availability and quality of telecommunication
technologies influence the access to computer programs and all IT works via the
internet so that it influences the creation and use of financial innovations consequently.
Moreover, Dedrick et al. (2013) claim that developing countries incur higher costs in
order to access to the Internet and telecommunication technologies. Therefore, the
pace of diffusion and adaptation process of some financial innovations in developing
countries is low. For example, if banks have low-quality telecommunication
technologies and low-speed internet, then their internet banking or mobile banking
transactions can be slow. This may affect the diffusion of internet banking or mobile

banking.

Forth, different regulatory approaches also cause differences in terms of development

and occurrence of financial innovations in developed and developing countries. With

16 According to Melville (2010), “an IT infrastructure serves as the basis for computer technology,
communications and basic data system, within the technical framework that guides organizational
work to meet management needs” (as cited in Jabbouri et al.,2016, p.862)
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the increase in the number of financial innovations and development of financial
systems and technologies, it is required of countries to regulate their financial
structures accordingly since some financial innovations cause a rise in vulnerability
and risks for the economy. For example, Basel III regulation is designed to strengthen
the banking sector against liquidity risks and complex securitization problems (Baicu,

2011).

In other words, there are differences among the financial structures of countries and
their financial regulations and this situation cause differences in terms of financial
innovations. For example, banks play a dominant role in continental Europe and Japan,
while the Anglo-Saxon stock market dominates the financial systems like the US and
the UK (Kwok and Tadesse, 2005). Another example is related to the mortgage system.
There is an American model mortgage system applied in America and European
mortgage banking model successfully applied in Germany and Denmark in particular
as different examples (Meen, 2000). Therefore, the mortgage system model varies
among different countries and it is shaped based on these countries’ regulations and

specific needs.

As discussed in chapter 2, government regulations are one of the major factors that
affect the emergence and development of financial innovations and one of the most
important key factors in the implementation of the government regulations is to
determine and apply convenient regulatory frameworks. The regulatory role of
government is different in developed and developing countries. For instance, the Fed
argues that early regulations might prevent innovations, so more relaxed regulations
have been implemented on e-money. In contrast, most of European Central Banks take
tight precautions against e-money use (Boehle & Krueger, 2001). As another example,
the Estonian government supports the use of ICT in numerous fields. Therefore, e-
government was introduced and public internet access points were established. By
doing these, the use of electronic banking started to spread much easily in Estonia. In
addition to these, the government has adapted some legal practices such as the use of

digital signature (Eriksson et al. 2008). However, in developing countries,
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governmental regulations can remain restrictive and inhibit the development and

diffusion processes of financial innovations (Norden et al. 2014).

To implement financial innovation regulations effectively, countries should have a
strong legal structure. For instance, Rajan and Zingales (1998) argue that the lack of a
strong legal structure in a country leads to serious problems in the financial market.
Under such circumstances, banks start to internalize their transactions because banks
can apply contracts on their behalf through the power they have on the market (Kwok
and Tadesse, 2005). When regulations about financial innovation are not implemented
properly or shaped through weak regulatory frameworks, financial innovations lead to
fragility and bubble in the economy as they did in the 2008 crisis. Therefore, Stout
(2011) claims that regulations regarding financial innovation should be shaped based

on common-law and modern law.

In the common-law process, Pradier (2011) claims that the benefits and risks of
financial innovations are analyzed. On the other hand, the modern law approach such
as codification and de-codification methods include the introduction of transaction
costs and the establishment of discretionary authority in order to discourage the firms
and financial instruments about developing risky financial innovations. Such
regulations aims to minimize the risks that could be brought by financial innovations
while allowing the developments in financial innovation as well (as cited in Arthur,

2017).

In other words, there exist two main governance methods regarding financial
innovations, which are statutory regulations such as using legal sanctions and self-
regulation such as using corporate governance structures (Awrey, 2011). For example,
according to Harper and Batiz-Lazo (2013), the development of ATM is related to the
self-regulatory structure rather than legal structure. The reason is that the ATM
Industry Association started out as a global self-regulatory organization that provides
regulatory monitoring, and campaigning services in the late twentieth century (as cited
in Arthur, 2017). Therefore, we think that regulatory approaches regarding financial
innovations differ between developed and developing countries because of having

differences in law structures and the regulatory role of governments.
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Last, the culture of a society is one of the reasons why financial innovations differ
between developed and developing countries because the culture has an influence on
an institution’s perspective on the development of financial innovation and people’s
behavior. According to Hofstede and Bond (1988), culture is one of the main factors
which shape the behavior patterns of a society (as cited in Kwok and Tadesse, 2005).
Furthermore, technological development and investment capacity of countries are
mostly related to the dominant culture of societies, and macroeconomic and
microeconomic conditions of countries have a direct influence on economies’
innovation activity (Westwood & Low, 2003). In other words, culture and innovation
are integrated with each other because innovation means learning and developing new

ideas (Jaskyte & Dressler, 2004).

Cultural characteristics of consumers play a role in the creation of some local financial
innovations because consumers' demands influence the banking sector. In other words,
there are unique financial innovations, which are developed based on countries’
cultural characteristics. For instance, Sanchez (2014) argues that group-based credit is
used in Mexico as a result of a demand occurred to meet the needs of low-income
households in Mexico (as cited in Herguner, 2015). On the other hand, in some cultures
like the culture of Yemen, consumers tend to keep their money at home and to use
cash in their transactions even while purchasing expensive goods. Therefore, in the
Yemen culture, consumers are not particularly interested in banking services provided
to make savings and investments to get finance (Algasa and Balhareth, 2015). Even
though online shopping is developed, it is not preferred. For this reason, according to
Tiib, banks in Yemen developed internet card, which is a card that can be charged with

the amount of money you need.

Like Yemen, Spain also has a culture of using cash. Spain's central bank data shows
that in 2014, about 111 billion Euros of cash was withdrawn from cash machines in
Spain and 105 billion Euros used in the cash purchases (as cited in Elpais, 2015).
Moreover, according to Ovidio Egido, the MasterCard’s operation director in Spain,
whereas approximately the 80 percent of private purchases of Spaniards are made in

cash, 20 percent of it is made through electronic payment systems such as by using a
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card. Therefore, the Spanish government takes precaution against possible risks by
preventing cash payments of more than €3,000. Also, the area of use of credit cards is
expanded. For example, a credit card can be used in the payment of taxi fare and
parking fee (as cited in Elpais, 2015). Some of the new financial innovations are also
developed in order to expand the area of use of credit card. Non-contact bracelets,
which can act as a credit card and work compatible with POS machines, can be given

as an example of this kind of financial innovations (Banco Santander)'”.

In the light of this information, it is expected that countries in the same region may
tend to have nearly similar financial innovations. However, financial innovation is
mostly shaped by the culture of countries and it is shaped in a different way across
different countries. For example, payment methods of countries in the Asian region
differ from each other. As an example of the culture in the same region countries’, the

payment methods of some Asian countries are discussed below:

Nowadays, a large part of China’s population uses a smart mobile phone, and therefore
mobile payment methods such as WeChat are mostly preferred and used. Furthermore,
China is considered as the first cashless economy because Chinese people use mobile
payment applications almost everywhere instead of using paper money or coins'®.
There are several major reasons for using mobile payment methods as a primary
payment method in China. First, with the increasing number of mobile phone users,
mobile market services that are integrated with mobile e-commerce have been used
since 2009 in China (Lu et al. 2011). That is to say, Chinese people are developing
their infrastructure of mobile applications due to increasing demand from mobile
phone users and ICT use. Furthermore, mobile payment methods are embraced much
more rapidly in China since they already had a cash payment culture before, which

means Chinese people hardly ever use credit cards unlike the people in the US and

17 For more information see: https:/elpais.com/elpais/2015/06/09/inenglish/1433859074 583362.html

18 For more information see: https://www.nytimes.com/2017/07/16/business/china-cash-smartphone-
payments.html
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Europe (Lu et al. 2011). That is to say, China benefits from being a late adaptor to the
credit card technology. By doing so, China becomes able to transform its payment
culture directly from cash to mobile payments thanks to the lack of credit card culture."
In addition, the Chinese government regulations, which support the development of
the mobile payment system, play an important role in eliminating cultural barriers
faced during the transition from the use of cash payment to mobile payment. For
instance, Eleventh Five-Year plan verifies that e-commerce constitutes one of the core
national policies of China. Another example is related to the government's support for
users of the mobile payment system. If Chinese people make a down payment to the
hospital by using mobile payment systems like WeChat and Alipay, they get the
priority of making a doctor’s appointment instead of waiting for registration first?.
This attitude of the government is an important factor for the diffusion of mobile

payment.

Japan has a large amount of smart mobile phone users and strong mobile Internet
services, which offer many business functions such as banking transactions, and
shopping (Lu et al. 2011), and Japanese people deny using a credit card just like
Chinese people. However, Japanese people use prepaid cards, which is a different
behavior than what Chinese people usually do.?! In addition, unlike Chinese people,
Japanese people do not prefer using mobile payment systems very often since they
possess negative thoughts about digital payment. Although the Japanese government

has tried to encourage people to use cashless payment methods like mobile payment

1% For more information see: https://www.americanexpress.com/us/foreign-exchange/articles/rise-of-
mobile-payment-services-in-china/

20 For more information see : https://www.scmp.com/magazines/post-magazine/long-
reads/article/2110118/going-cash-free-why-china-light-years-ahead

21 For more information see : https://www.economist.com/finance-and-economics/2017/11/02/in-
japan-the-move-from-cash-to-plastic-goes-slowly
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in order to decrease the expense of printing money, Japanese people are still embarking

on cash payment culture.

Similar to China, India provides an adequate infrastructure to support the development
of mobile payment methods, and a large amount of Indian population uses smart
mobile phones??. Moreover, one of the main aims of the Indian government is to be a
cashless economy like the Chinese government. Therefore, the government tries to
develop some strategies such as promoting banks to do digital transactions more. In
contrast to Japan and China, credit card use is preferred by a large part of the

population in India. %

Although Taiwan is one of the highest-ranking countries in the use of smartphones,
Taiwan’s mobile payment usage ratio is behind the other Asian countries such as
China, Japan, and India. Moreover, like other Asian countries, Taiwan has a strong
infrastructure for the mobile payment system. The reason for the lower ratio of mobile
payment use in Taiwan is the traditional attitude of the government, which is based on
considering traditional payment methods more secure than digital payment methods.**
This approach is different from the approaches of governments of other Asian

countries.

Considering these four Asian countries, the reasons why Asian countries have different
payment methods can be based on the different ICT infrastructures, the approach of
governments in eliminating cultural barriers and people’s approach to these methods.
Moreover, considering the case of the Asian region, the evolution of the countries’
financial market is affected by the path-dependent characteristics of the society
because a sophisticated financial market is related to the history of financial

innovations and society. In other words, whether a financial innovation succeeds or

22 For more information see: https://technode.com/2018/03/26/explainer-taiwan-mobile-payments/

23 For more information see: http://cashlessindia.gov.in/promoting_digital payments.html

24 For more information see: https://technode.com/2018/03/26/explainer-taiwan-mobile-payments/
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fails depends on the evolution of the market, which is related to being path dependence

(Boot and Thakor, 1997). °

Culture also affects the diffusion of financial innovation. For instance, most EU
countries, which have a giro system culture, make their transactions via a remote
payment system. In the U.S., this is mainly made via check or credit card. Another
example is that traditionally, debit cards are used in Europe, while credit cards are

mostly used in the US.

Norms and culture also have an influence on the institutional structure. Institutions or
organizations which have strong cultural backgrounds embark on specific values and
beliefs so that they do not tend to change their thoughts easily about a new environment
(Barney, 1986). However, organizations with a culture of fast adaptation get used to a
new environment more easily (Kotter and Heskett, 1992). That is to say, organizational
culture is an important factor for adaptation because it incorporates values and beliefs
about innovations (Love and Cebon, 2008). Furthermore, Thwaites and Edgett (1991)
claim that organizational culture is a crucial factor for financial innovation because it
supports the development of innovations through initiatives and the generation of a

vision and ideas (as cited in Uzkurt et al 2013).

Considering the five main reasons discussed in this section, we can say that developed
countries have a more suitable environment for the creation of financial innovations.
Therefore, it is most likely to see a diffusion of financial innovations from developed
countries like the U.S. to developing countries. For example, securitized products such
as mortgage-backed securities, which are one of the financial innovations, emerged in
the US throughout the 1970s and the 1980s. Afterwards, these products have diffused
to other countries over time (Segoviano, et al. 2013). ATM is another example of the
financial innovations which was rooted and spread from the U.S. to other countries.

The first modern ATM was introduced in 1968 in the U.S. However, ATM has started

25 The characteristics of path depended financial innovations are similar to the real sector innovations
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to be used widely since 1972 after the commercialization of it. (Guner, 2005). Like

securitized products and ATM, credit cards also emerged in the U.S. (Kaya, 2009).

3.3. Concluding Remarks

In the lights of literature, it is observed that developing and developed countries show
differences in terms of their financial innovation development. Since financial
innovation in developing countries is rarely discussed in the literature, we have tried
to fill this gap by discussing possible reasons that can lead to financial innovation

differences between developing and developed countries in this chapter.

As we explained in the history of financial innovations in chapter 2, we claimed that
the origin of financial innovation actually dates back a long time. However, the speed
of the financial innovation development has increased and the characteristics of
financial innovations have changed with the rapid technological advancements
especially after the 1980s (Comert, 2013). We believe that liberalization,
globalization, and integration of financial markets are essential for the development of
financial innovations in the developing countries because this development enables
developing countries to adapt financial innovations to their financial systems or

develop financial innovations.

Considering the development process of financial innovations after the 1980s in
developing and developed countries, it is observed that financial innovation is seen as
a solution for the financial deterioration that emerges due to the volatility of
macroeconomic variables and policies of liberalization and globalization. However,
financial innovation itself is also seen as a cause of financial deterioration at the same
time like in the case of the 2008 crisis. While theoreticians have negative opinions
about the effects of financial innovation on the economy, we observed that
interviewees participated in our study never indicated that financial innovation would
have such negative consequences. This situation can be explained that the participants
mostly focused on profit maximization aspect and the customer-oriented side of the

financial innovations.
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Based on the development process of financial innovation, we realize that the
economic structure and the structure of the financial system in the world is always
changing. As a result of this change process, diversity in the economic and finance
structure has emerged. We think that the relationship between this change process and
this diversity can be explained by Schumpeter’s creative destruction thought?®.
Schumpeter (1942) defines creative destruction as the process of constantly destroying
what is old fashion and creating the new one instead. We give one example to illustrate
creative destruction in the finance sector. Automatic Teller Machine (ATM) can
perform almost all of the transactions that can be done through bank branches such as
cash transactions and electronic fund transfers. Therefore, ATMs, internet banking and
mobile banking are replacing bank branches to a further extent in time. Based on the
example, the process of creative destruction can make a good basis for the birth of
financial innovations. All of these may affect an increase in the dissemination of
information and diffusion of financial innovations among developed and developing

countries.

We believe that 3 of the 5 reasons explained in this chapter are the most crucial reasons
that lead to financial innovation differences between developing and developed

countries.

To begin with, we assert that implementing different regulatory approaches is the most
important reason that causes differences in the financial innovation development
processes of developing and developed countries. Regulatory approach directly affects
the development process of financial innovation because the improvement and
adaptation processes of financial innovation are shaped according to the regulations of
a country. In addition, even if necessary conditions such as a proper financial market
structure and technological infrastructure are provided for the development of financial
innovation, it should comply with the law and regulations of a country first. Therefore,
developing countries should design regulations and law structure in a way to support

the development of financial innovations rather than enforcing restrictions. While

26 Schumpeter's creative destruction argument is mostly valid for the real sector. On the other hand,
we claim that it also applies to the finance sector.
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designing their regulations and law structure, developing countries should also take
the necessary measures to avoid the negative effects of financial innovations, such as
increasing the vulnerability and financial risks in the economy. We can give one of the
interview findings as an example of implementing restrictive regulations in developing
countries. This finding is that the use of an open banking system and digital signature

are not allowed in some of the banking transactions in the Turkish banking system.

Furthermore, differences in financial market structures are one of the important
reasons creating differences in terms of financial innovation development processes of
developing and developed countries. The market size in developing countries is
smaller than it is in developed countries. We believe that market size also affects the
emergence and development of financial innovations in developing countries as it
affects capital flows and investment budget plans of financial institutions.
Furthermore, we argue that the differences in the capital flows and investment budget
plans also influence the technological infrastructure development of the financial
system, which creates differences in terms of financial innovations between
developing countries and developed countries. We think the reason is that the
advanced technological infrastructure of developed countries occurs as a result of
larger budget allocation and capital flows in the financial system. In addition to market
size, we think that the competitive market structure of countries is also affecting the
emergence and development of financial innovations. Since most of the financial
innovations have emerged in developed countries and these countries have a more
sophisticated market structure, we think that developed countries can become more

competitive than developing countries.

Last, the culture of a society is another important reason why financial innovations are
shaped differently between developed and developing countries because the culture
has a strong influence on the development and diffusion of the financial innovations
by affecting the behavior of people and perspective of financial institutions. The
countries’ financial markets are affected by the path-depended characteristics of

society and the history of financial innovations. Examples of this situation are given
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in the next chapter. These examples are gold gift cheque and dowry account, which

stem from the unique traditions of the Turkish society.

By considering the discussions provided above, in the next chapter, we will examine
the Turkish banking sector and the emergence and development processes of financial
innovations in Turkey as a case of developing countries. Since our goal is to investigate
the factors that affect these processes in developing countries, we collected data about
the emergence and development processes of financial innovations in Turkey and the

findings were explained in chapter 5.
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CHAPTER 4

FINANCIAL INNOVATION IN TURKEY

The previous chapter explains the factors that cause the emergence of financial
innovations and give rise to differences in the development process of financial
innovations between developing and developed countries. In this chapter, we discuss
the factors that affect the development and diffusion of financial innovations in Turkey

as a case study of developing countries.

The main findings of this chapter are as follows: Institutional changes in the Turkish
financial system after the 1980s and culture of Turkish society influenced the
adaptation and diffusion of financial innovation. Moreover, Turkey develops financial

innovations and adapts them to its own needs.

Most of the studies in the literature only focus on specific types of financial innovation
instead of considering all financial innovations in Turkey. Therefore, this chapter is
the first comprehensive literature review to include all types of financial innovations
in Turkey in general. It gives information about the changes in the characteristics and
dissemination speed of financial innovations after the 1980s and also refers to some

financial innovations that are being used in Turkey.

The outline of this chapter is composed of four main sections as follows: The first
section discusses the existing literature on financial innovation in Turkey. The second
section elaborates on Turkish derivative market and examines the emergence and
adaptation process of derivative market products. In the third section, the main
structure of the finance sector in Turkey is investigated. In the fourth section, specific

financial innovations, which can be defined as mortgage system and the development
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of some payment methods in Turkey, are explained. In the last section, the main

findings and discussion about chapter are given.

4.1. Financial Innovation in Turkey after the 1980s

The Turkish government intervened more in the economy between the 1930s and
1980s. The government’s main objective was to protect the domestic industry against
competitive foreign actors in the market and to make better resource allocation
(Altunbas, et al., 2009). In addition, a fixed exchange rate regime was implemented in
Turkey until the 1980s and it was forbidden to buy and sell foreign currency freely
(Erol, 1999). In the light of this information, it can be inferred that the regulatory
structure of Turkey was not very benign enough to lead to a change in the
characteristics and dissemination speed of financial innovations until the 1980s. As
previously discussed, macroeconomic conditions of the world have changed during
the 1970s and at the beginning of the 1980s along with the dominant financial
institutions in it. As a result of these, the Turkish government started to implement
new economic policies and rules after the 1980s. These policies and rules were mainly
related to the liberalization process (Arikan, 2015). For example, restrictions on
interest rates, capital movements, and foreign exchange trading were removed in
Turkey after the 1980s as in the United Kingdom and Japan. Thus, interest rate
applications and foreign exchange trading became relatively flexible in Turkey

(Oktayer, 2011).

With the implementation of these policies and rules, Turkish financial market gained
importance due to an increase in competition in the banking sector and domestic
savings (Arikan, 2015). In other words, it can be said that the introduction of new
products and processes into the Turkish market was accelerated due to an increase in
competition, capital flows, and financial globalization. As a result, the development of
the Turkish financial sector and financial innovation gained momentum. Most of these
developments are related to institutional changes that affected the characteristics and
dissemination speed of financial innovation. Some important institutional changes are

explained below:
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The Capital Markets Board of Turkey (CMB) was established in 1982 and the Istanbul
Stock Exchange (BIST) began to operate in 1986 (Akcaoglu, 1996). Primary and
secondary markets were included in the system as a step taken in the liberalization
process. In 1986, the treasury started to sell bonds, and these bonds were used to meet
the public sector’s borrowing requirement. In addition, an interbank money market
began to operate in the same year. In 1987, the Central Bank started to conduct open
market operations in order to control the liquidity in the market as an instrument of
monetary policy. Turkish Lira (TRY) became a more convertible currency in 1989.
Bonds and bills started to be traded on the ISE in 1991 (Kaplan, 1999). According to
Aldis (2012), in 1994, all stock transactions, which included purchasing and selling,
started to be made through an electronic environment with the development of
technology. In 1999, the Banking Regulation and Supervision Agency (BRSA) was
established to regulate the operation of financial institutions and ensure confidence and
stability in Turkish financial markets while contributing to the economic development

of the country (the Banks Association of Turkey, TBB, 2005).

In addition to institutional changes, cultural characteristics of the society also affect
the development and emergence process of financial innovations because the culture
has a strong influence on the decisions and opinions of the individuals and institutions
about finance (Aggarwal et al 2016). Therefore, the unique cultures of the countries
are one of the reasons leading to the development of unique financial innovations in

different countries.

Like other countries, the Turkish financial system also has unique financial
innovations due to local cultural effects. To illustrate, Herguner (2015) asserts that the
credit card installments and gold accounts, which can be classified as financial
innovations, emerge as a result of Turkish society’s unique characteristics. The need
for credit card installments occurred due to a specific spending behavior of Turkish

society which is called veresiye?”.On the other hand, gold account, which may

27 “Veresiye” can be described as a type of “store credit”, where a customer has some amount of credit
in a store due to some pre-payment or it is arising from a previous transaction where a person has to
return the good, but not getting any refund in cash” (Herguner, 2015, p.56). For detailed information
about veresiye, see Herguner (2015).
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correspond to a concept called altn giinii®® by the society, emerged based on gold
saving behavior observed in Turkish culture (Herguner, 2015). Gold gift cheque,
which is one of the examples of gold account products, emerged as a result of Turkish
society’s gold giving behavior as a gift on special occasions such as wedding and
engagement. Thanks to gold gift cheque, grams of gold can safely be delivered to

anyone without any loss in value and paying labor costs (Garanti Bank)?’.

In addition to these financial innovations, dowry account, known as ¢eyiz hesabi in
Turkish stems from a unique tradition of Turkish society*°. The aim of this account is
to start saving money over the years before marriage by making regular payments in
order not to be financially straitened during marriage preparations. It is a time deposit
product that can function on a monthly or quarterly basis depending on the preferences
of customers. Moreover, the customers of the dowry account can receive government
contribution up to 25% of the amount of their savings. However, this financial support
by the government is given if couples are making their first marriage before the age of
27 and if they keep saving money in this account for at least 36 months (Garanti
Bank)!. Children saving accounts also emerged as a result of Turkish society’s saving

behavior. These accounts aim to save money for customers to provide a better future

28 Altin giinii, which can be translated as “gold day”, is a leisure activity. On the gold day, women
who have close relationship with each other gather as a social activity. In addition, there is also a
financial purpose behind these gatherings, which is to exchange gold among the participants of the
gold day. For detailed information about altin giinii, See Herguner (2015).

For more information see:
https://www.garantibbva.com.tr/tr/bireysel/mevduat_ve_yatirim/mevduat_urunleri/hediye_altin_ceki.

page

30 Traditionally, before the marriage, couples need to do a comprehensive preparation such as buying
household goods. The list of these goods consists of both the basic needs of the house such as kitchen
tools and technological instruments, and handmade things such as embroidered things and lace. It is a
huge financial burden to cover for all these goods. That's why couples may feel the need to make
savings prior to this process.

31 For more information see:
https://www.garantibbva.com.tr/tr/bireysel/mevduat_ve_yatirim/birikim/ceyiz_hesabi.page
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for their children. In addition, a housing account, which is also based on society’s
saving behavior, provides guidance in making savings to own a house. If you plan to
purchase your home through Mortgage system, you will have enough saving for the

payment of installments (Garanti Bank)?2.

Individual Pension System is another financial innovation, which also appeals to the
saving behavior of Turkish society. However, Individual Pension System is not an
innovation that is unique to the Turkish culture like dowry account and gold account.
Soylu (2004) argues that many developed countries in the world have implemented the
Individual Pension System since the 1980s. However, this system started to be
implemented in the 2000s in Turkey. The implementation of the Individual Pension
System in Turkey has started after the establishment of the legal infrastructure of
Individual Pension Savings and Investment System Law in 2003 (as cited in Oktayer,
2007). The system aims to ensure money saving during the active working period of
individuals. Then, these individuals can use this saved money when they get retired.
The benefit of this system for the economy is to create a long-lasting resource (Can,

2010).

As we mentioned in chapter 3, adaptation and diffusion of financial innovation are
affected by cultural differences. Differences among the banking culture of countries
are given as an example of how culture influences the implementation of financial
innovations. As an example of different banking cultures, the approach of the British
and Turkish banking sector to internet banking can be compared because internet
banking was introduced in the same year into these two countries. In addition, today,
internet banking is one of the most widely used services in these countries. The
cultures of the British and Turkish banks differ in their security approach against
internet banking. Turkish banks take precaution by using technologies such as SMS
alerts or one-time-password use. These technologies create a unique password that
could be used only for one time and for a limited duration so that it cannot be used

again even though the password is recorded by a key logger. Thanks to these

32 For more information see:

https://www.garantibbva.com.tr/tr/bireysel/mevduat_ve_yatirim/birikim/konut_hesabi.page
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technologies, it would not be wrong to say that it is almost impossible to access
customer account information for a fraudster. On the other hand, British banks prefer
to use a random code or memorable data characteristics. These two may make it
difficult for fraudsters to access customer account information, but it is not as safe as

the Turkish banks' preferences (Sayar and Wolfe, 2007).

In addition to security approaches, investment products provision is also significantly
different between Turkey and England. Akinci et al. (2004) state that a wide variety of
investment instruments such as foreign exchange, mutual funds, and time deposits are
offered by Turkish banks. Also, these instruments are mostly used along with some
other services such as information services and money transfers. We argue that this
wide variety of investment products is related to the investment culture of Turkish
society. On the other hand, among the other internet branch investment instruments,
only share trading is offered by British banks. Other investment methods are
implemented through another platform in Britain, but they are not part of the internet

branch (Sayar and Wolfe, 2007).

Based on the comparison of these banking cultures, we can say that one of the reasons
behind the use of security measures by Turkish banks is the effort to eliminate the
prejudices of Turkish people against technology use. The insecurity of the internet
environment is one of the reasons for this prejudice because personal information can
be stolen in this environment. Therefore, some of the customers tend to go to the bank
branch for their transactions in Turkey even though it will mean spending more time
than handling it through internet banking. However, based on our interview results and
the internet and mobile banking statistics, it is observed that the prejudice against
digital banking applications in Turkey has been decreasing year by year. According to
our findings, only a group of people who are in their 60s and above 60s still have
prejudices against digital banking system due to increasing fraudulent transactions. In
other words, the customer demand and expectations about digital banking applications
in Turkey have been increasing year by year. According to the results of our interview,
to meet this increasing customer demand, new security measurements and products

related to digital banking applications are being used in the Turkish banking sector.
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4.2. Turkish Derivative Market

Although the new financial developments, which are mentioned in the previous
section, positively affect the Turkish market, they also lead to the fragility in the
market due to some disruptions in their functioning (Oktayer, 2011). As a result, such
developments cause fluctuations in variables such as inflation, interest rate, and
exchange rate. Therefore, economic units in Turkey started to need derivative products

after the 1980s like other developing countries (Ersoy, 2001). 3

The Turkish financial markets were subjected to strict regulations until the 1980s,
which means that the interest rates were determined by the Turkish government and
there was no price risk since the Turkish state already fixed the price. In other words,
there was no room for hedging, which is the fundamental rationale of derivative
markets. Moreover, the development of derivative transactions was not possible in the
Turkish market until 1980s due to the implementation of the fixed exchange rate

regime and the prohibition of free exchange trade (Erol, 1999).

In the 1980s, government regulations and institutional changes explained in the
previous section laid the groundwork for the establishment of derivative markets in
Turkey**. Dersaadet Securities Exchange, which was the first Turkish stock exchange
established during the Ottoman Empire period in 1866, was organizing the transactions
of bonds and bills trade. After the establishment of the Turkish Republic, Dersaadet
Securities Exchange was reorganized and its name was changed into Istanbul
Securities and Foreign Exchange Bourse (Akcaoglu, 1996). Even though this

institution was renamed, it did not actively operate until 1985 due to insufficient

33 We would like to also clarify where the name of derivative products come from. According to
Redhead (1997), the reason why the instruments traded in financial markets are called derivative
products is that these products are derived from the values of investment instruments such as bonds
traded in the cash market. Moreover, some of the important functions of derivative markets are their
significant contribution to the growth of world capital markets and causing an increase in liquidity
(Korkmaz, 2001)

3% The summary of main financial innovations in Turkey are shown chronologically in Appendix C.
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demand and supply of primary market securities. After the reorganization of this

institution, BIST began to operate in 1986 (Akcaoglu, 1996).

According to the Istanbul Gold Exchange (IGE), the first derivative market
transactions in Turkey were applied to a gold futures contract by IGE in 1997.
According to ISE, the ISE Futures Market has included TRY / USD futures contracts
on 15 August 2001. At the end of 2003, TRY/ EUR futures contract also started to be
used in the market (as cited in Oktayer, 2007). Chambers (2009) argues that these
developments made a significant contribution to the establishment process of the
Turkish Derivatives Exchange (TURKDEX) by establishing the required legal
grounds (as cited in Ersoy, 2001). In progress of time, the futures market was
established in 2001 and TURKDEX was also established in the same year. However,
TURKDEX commenced its operations in 2005 (Ersoy, 2001). According to Vobjektif
(2007), with the developments of the derivatives market in Turkey, [zmir Futures and
Options Exchange, which is Turkey's first stock exchange derivative transactions, was
established in 2005 (as cited in Oktayer, 2007). Since Turkish derivative market has
recently developed further, the number of derivative market transactions exceeded the
number of stock exchange spot market transactions of derivatives. On the other hand,
in advanced markets such as the US, spot market movements are determined by stock
and futures markets. Moreover, some future markets such as Dow Jones and
institutions such as Standard & Poor's (S&P) in the US can act as an indicator owing
to long transaction hours on the futures market and fewer capital transactions (Erdil,

2008).

After explaining the developments in the Turkish derivative market, developments
regarding the varieties of derivative products, which are called swap, futures, options
and forward, will also be explained. To begin with, the first currency swap
implementation was in 1982 based on an agreement between IBM and the World Bank
(Chambers, 1998). Regarding the implementation of swap in the Turkish market, for

the first time in 1985, CBRT allowed the implementation of the currency swaps under
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certain conditions in Turkey (Cakar, 2009)*°. Furthermore, according to Erol (1999),
the first organized futures market was on the Chicago Board of Trade (CBT) in 1848.
Then, France, Japan, and England also started to enter the futures markets by the 1990s
as Mishkin specifies (1998)%. Afterward, the Chicago Board Options Exchange
(CBOE), which is the first stock options organization for trade exchange, was
established in 1973 (Millo, 2003)*’. Considering the information about the
development of the Turkish futures and options market, it can be said that Turkey’s
entry to the futures and options markets is pretty recent. The underlying reason for the
late entry is that futures and options market may not be vital for developing countries
because the development of these markets depend on some priorities such as
regulations and the availability of resources. In other words, if these markets in
developing countries do not meet these priorities, the late entry of these markets does

not create a problem for developing countries (Leuthold, 1994).

Last, as previously explained, there was a need to use forward contracts in Turkey in
order to avoid the volatility risks of interest and exchange rate before the 1980s
because a fixed exchange rate regime was implemented. After the 1980s, forward
contracts started to be used in Turkey. For instance, foreign exchange forwards have
been introduced to the Turkish market in 1984 (Akcaoglu, 1996)*%. However, forward
transactions in Turkey have decreased since the 1990s because withholding tax and

foreign exchange tax have started to be collected in the form of cash (Tezer, 2015).

35 A swap is “an agreement between two or more people or parties to exchange sets of cash flows over
a period in future”(Bhagwat, More, and Chand 2012, p.7)

36 Futures contracts are “an agreement between two parties to buy or sell a specified quantity of an
asset at a specified price and at a specified time and place” (Bhagwat, More, and Chand 2012, p.6)

37 Options are “derivative contract that gives the right, but not the obligation to either buy or sell a
specific underlying security for a specified price on or before a specific date” (Bhagwat, Omre, and
Chand 2012, p.6)

38 A forward contract is “a customized contract between the buyer and the seller where settlement
takes place on a specific date in future at a price agreed today” (Bhagwat, Omre, and Chand 2012, p.5)
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To understand the development process of derivative products in Turkey, the change
in the total derivative transactions over the course of many years is shown in the figure
given below. Figure 1 shows total derivative transactions which include forwards,
futures, options, and other derivative transactions except for swap compared to the
Turkish lira between 2004 and 2017. Whereas derivative markets have generally an
increasing trend between 2005 and 2013, they have a decreasing trend after 2013. It
can be said that the implementation of derivative products can be seen as a
standardized process in today’s world because institutions and companies such as

banks and insurance companies use a wide variety of derivatives.>
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Figure 1: Total derivative transactions in Turkey (Million $)

Source: Compiled by the author on the data provided by the CBRT

39 In addition to the use of these derivatives, companies such as Telerate and Reuters later on provided
immediate access to data collected from the world market through electronic devices and thus instant
currency trading became possible in the Turkish financial market (Cakar, 2009).
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As a result of the developments in the derivatives market explained in this section,
banks that operate in the Turkish financial system improved their technologies and
increased the number of their provided services to improve the derivative market.
Therefore, all of these improvements have a significant influence on the imitation and
diffusion of financial innovations in Turkey because technological developments in

the finance, ICTs, and regulatory framework are considered as a financial innovation.

4.3. Banking Sector in Turkey

The Turkish finance sector is composed of several actors such as banks, Bank
Regulation and Supervision Agency (BRSA), BIST, Central Bank of Turkey (CBT)
and some other institutions. Previously mentioned before, banking system plays a
crucial role in the Turkish financial system; therefore, many regulations were made in
the banking sector especially after the 2001 crisis. Information about banks operating
in Turkey is shown in table 2. Based on the table, the number of banks operating in
2018 is 53. Of these, 32 are deposit banks, 13 are development and investment banks,
6 are participation banks, and 2 operate within the scope of Savings Deposit Insurance
Fund (SDIF) (Bddk.org)*. That is to say, the Turkish banking sector is a system
focused on deposit banks. Considering the table, although the number of banks has
remained almost the same for these 4 years, the number of branches and personnel has
been decreasing year by year. We think that the reason behind this decrease is to the
development of financial innovations to some extent. As mentioned in the previous
sections, with the development of mobile and internet banking in Turkey, many
banking transactions are done without going to a bank branch. Therefore, there is a
decrease in the number of branches as digital banking develops, which leads to a
decrease in the number of banking personnel as well. In addition, the number of
personnel needed in banks decreases because some financial innovations using
artificial intelligence technology such as robots, personal assistants and written

software have been developed.

40 For more information see: https://www.bddk.org.tr/Institutions-Category/Banks/22
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Table 2

Number of banks, branches and personnel in Turkey

Year Number of Number of Number of
Banks Branches Personnel
2015 52 12.269 217.504
2016 52 11.747 210910
2017 51 11.585 208.280
2018 53 11.565 207.716

Source: Compiled by the author based on the data provided by BRSA Main

Indicators Report

Figure 2 is taken from BRSA’s Turkish banking sector-main indicators report (2018,
p.3). The asset size of the Turkish banking sector decreased by December 2018
compared to the previous quarter and fell to the level of 3,867 billion Turkish Liras.
Moreover, the total assets of the Turkish Banking Sector have shown an increasing
trend between 2010 and 2018. Although total assets to GDP ratio fluctuates in
general, it shows an increasing trend in the last years and this increasing ratio shows
the potential growth of the banking sector. Considering the total asset / GDP ratio of
the Turkish financial system, it can be said that it consists of a bank-based financial

system.
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The ratio of asset size of Turkish Banking Sector to GDP realized as 1,05 as of
end-2017.

Figure 2: Ratio of asset size of Turkish banking sector to GDP

Source: BRSA Turkish banking sector main indicators report (2018, p.3)

Table 3 shows the top 15 banks in 2018 according to their total assets. 12 of them are
deposit banks and 3 are development and investment banks. 3 of these deposit banks

are state-owned banks, 4 are privately-owned banks and 4 are foreign-owned banks
(TBB).

Table 3

List of total assets of banks in Turkey in 2018

Banks Total Assets (Million TL)
Tiirkiye Cumhuriyeti Ziraat Bankas1 537.156

A.S.

Tiirkiye Is Bankas1 A.S. 416.388

Tiirkiye Halk Bankas1 A.S. 378.422

Tiirkiye Garanti Bankas1 A.S. 359.477

Yap1 ve Kredi Bankas1 A.S. 348.044

Tiirkiye Vakiflar Bankasi T.A.O. 331.356
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Table 3 (continued)

Akbank T.A.S. 327.642
QNB Finansbank A.S. 157.416
Tiirk Eximbank 139.429
Denizbank A.S. 137.658
Tirk Ekonomi Bankasi A.S. 96.997
ING Bank A.S. 58.519
Tiirkiye Sinai Kalkinma Bankas1 A.S.  38.298
HSBC Bank A.S. 32.811
Iller Bankas1 A.S. 32.221

Source: TBB

4.4. Mortgage System and Some Payment Methods in Turkey

The mortgage system is one of the financial innovations that affected the financial
developments in Turkey like it did in other developed and developing countries and
became one of the main causes of the 2008 global crises*'. Mortgage law, which
includes amendments regarding the housing finance system, entered into force in 2007
in Turkey (Kabatas, 2007). In Turkey, all households either as a tenant or landlord can
benefit from the mortgage credit only if they provide the necessary conditions
(Sarioglu, 2007). Some of the rules in the Turkish mortgage law created some financial
risks due to not taking due precautions. For example, the terms of agreement
suggesting that customers do not have to pay the credit installments under the
circumstances of sickness or death and this term was not designed in a way to protect

either financing institutions’ rights or the customer’s rights in the insurance system

41 According to Bostan and Kelleci (2010), mortgage system, which is a home loan system started in
the US, offers the possibility of being a passive host for 20-30 years. In this system, home buyers
repay the loans they receive with fixed or floating interest rates. Those who want to use credit are
primarily rated according to their credit history. Furthermore, regardless of whether they can be
classified as risky customers on a credit basis, large-scale mortgage loan requests have been met by
banks with low interest rates (as cited in Kodaz, 2014)
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(Kabatas, 2007). Consumers, who live in Turkey, have started to benefit from

mortgage sales in the last decade.

Figure 3 shows mortgage sales in Turkey between 2009 and 2017. According to the
figure, apart from 2012 and 2014, mortgage sales in Turkey show an increasing trend

between 2009 and 2017.

520.000
470.000
420.000
370.000
320.000
270.000
220.000
170.000
120.000

70.000

20.000
2009 2010 2011 2012 2013 2014 2015 2016 2017

Figure 3: Mortgage sales in Turkey (Number of house sale)
Source: Compiled by the author based on the data provided by TURKSTAT

Mortgage system that applies in Turkey is different from other countries” mortgage
systems because Turkey adapts this system in accordance with its own needs.
Furthermore, Berberoglu (2009) claims that this adapted mortgage system in Turkey
allows the implementation of both the American model and the European model. To
give an example of different adaptations of the mortgage system, The Netherlands and
Turkey’s mortgage systems can be compared. Before the establishment of this system,
in the Netherlands, incentive arrangements for different household characteristics,
such as first-time hosts, certain age groups or lower-income groups, were determined

by the government. However, such an incentive is not included in mortgage lending
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laws in Turkey. Moreover, there are many actors such as the Capital Markets Board of
Turkey (CMB) and the Banking Regulation and Supervision Agency (BRSA) playing
a significant role in the implementation of the mortgage law in Turkey. On the other
hand, institutions in the Netherlands are specialized in a specific regulation. For
example, Nationale Hypotheek Garantie (NHG), which is one of these institutions, is
acting as a guarantor of the debts of households to the bank (Sarioglu, 2007).

The banking sector is the cornerstone of the Turkish financial system. Due to the
results of liberalization process like trade openness and free capital movement, foreign
banks have started to enter the Turkish market (Altay, 2006). As a result,
competitiveness in the Turkish banking sector increased based on the banks’ aim of
gaining more profit. In addition, the developments in the field of ICT affect the
financial sector, such as changes in payment systems and derivatives markets. The
influence of the financial innovations on the Turkish market has increased
substantially because banks need to follow up with the financial innovations being
used in the world market and adapt these innovations to the Turkish market or they
should develop new financial innovations in order to remain competitive. To give an
example of the development process of financial innovation in Turkey, some of the

payment systems are discussed below:

One of them is the Automated teller machine (ATM). In Turkey, ATM was first
adapted by Turkiye Is Bankasi A.S. in 1987. The number of ATMs increased after
1987 as the provinces of Turkey developed. In the world, the first examples of
automatic teller machines were adopted in the 1960s and commercialized in 1967

(Guner, 2005)

Another payment method is the credit card. Interbank Card Center (ICC, 1997) claims
that the first credit card was introduced in 1950 in the US by Diners Club (as cited in
Kaya, 2009). According to the ICC (1997), representative of the first credit card in
Turkey was Servis Turistik INC, which depended on the Koc Group. In 1968, the
company started to use Diners credit cards, which was authorized by the United States
(as cited in Duramaz and Dundar, 2014). Considering the introduction dates, Turkey

adapted the credit card much later than the US.
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Tuncer (2004) considers that widespread use of credit card, which is one of the
financial innovations, affects financial markets because the demand for cash can
decrease with the use of credit cards (as cited in Yardim, 2005). In addition, we think
that some financial innovations have been developed as a result of the widespread use
of credit cards. One of these innovations is the Point of Sale (POS) system. This system
was firstly used in New Jersey in 1973. This system was developed by IBM. However,
the POS system was firstly used in 1991 in Turkish financial market by Yap1 Kredi
Bank (Kaya, 2009).

Although the adaptation of ATM, credit and debit card and POS system happened very
late in the Turkish financial market, the further development of these payment systems
happens very fast. According to table 4, the number of ATMs in Turkey has reached
51.941 at the end of 2018, which means that the number of ATMs has increased by
more than eight times in these 17 years passed by since it was first introduced.
Furthermore, both the number of credit cards and the debit cards had an increasing
trend through these 17 years. Apart from 2017 and 2018, the rise in the number of POS
machines was parallel to the increase in the number of ATMs and credit cards between

2001 and 2018.

Based on our interview results and these statistics, it is observed that the late adaptation
of financial innovation does not affect its diffusion in Turkey. This can be explained
by the curious nature of Turkish people about new technological methods in general.

It facilitates the diffusion of new technological methods.

Table 4
Number of ATM, credit and debit card, and POS (Million)

Year ATM Credit card Debit card POS
Terminal
2001 12,127 13,996,806 31,656,944 364,636
2002 12,069 15,705,370 35,057,308 495,718
2003 12,857 19,863,167 39,563,457 662,429
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Table 4 (continued)

2004 13,544 26,681,128 43,084,994 912,118
2005 14,823 29,978,243 48,243,369 1,140,957
2006 16,511 32,433,333 53,464,057 1,282,658
2007 18,800 37,335,179 55,510,092 1,453,877
2008 21,970 43,394,025 60,551,484 1,632,639
2009 23,800 44,392,614 64,661,947 1,738,728
2010 27,649 46,956,124 69,916,462 1,823,530
2011 32,462 51,360,809 81,879,926 1,976,843
2012 36,334 54,342,148 91,263,042 2,134,444
2013 42,011 56,835,221 100,164,954 2,293,695
2014 45,576 57,005,902 105,513,424 2,191,382
2015 48,277 58,215,318 112,383,854 2,158,328
2016 48,421 58,795,476 117,011,685 1,746,220
2017 49,847 62,453,610 131,593,443 1,656,999
2018 51.941 66,304,603 146,375,337 1,586,747

Source: Compiled by the author based on data on ICC

In addition, figure 4 shows customers’ total expenditure such as travel, shopping, and
health expenditures made by using a credit card and debit card. Based on this figure,
it can be said that the usage of credit and debit card has been increasing year by year.
Moreover, the increasing number of credit card users is related to the benefits of credit
card such as the installment opportunity and extra rewards it provides. Like some of
the Asian countries mentioned in chapter 3, Turkish society is well adjusted to both

credit and debit card culture. Like the Turkish mortgage system, these systems also

designed based on a combination of the European and US systems.
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Figure 4: Total expenditure on credit and debit cards (Thousand TL)

Source: Compiled by the author based on the data provided by CBRT

Another payment system is VISA, which was introduced in the 1970s but put into
operation in 1974. VISA had entered the Turkish financial market 10 years after its
first introduction into the world markets, and this positively affected credit card
spending and credit card use in the Turkish financial market (Aldis, 2012). VISA
dominates more than 83% of the Turkish credit card market (Isin, 2006). Following
the footsteps of VISA, Turkey also developed its own payment system in 2016, which
is called TROY (ICC)*. TROY has been functioning as a local alternative for Turkish
bank customers and it has been extending its technological infrastructure facilitating
some payment methods such as contactless, and mobile payments. We claim that
TROY can play a vital role in the development of financial innovations in the Turkish
market because banks in Turkey become able to develop their own innovations through

TROY without being dependent on any firm or Fintech firm abroad and without

42 For more information see: https://bkm.com.tr/wp-content/uploads/2015/07/troy-Basin-Bulteni.pdf
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waiting for a permission to use innovations that would be provided by these firms.
Considering our interview results, nowadays, most of the Turkish banks focus on the
digital banking system and specifically on the development of payment methods and
internet and mobile banking applications because of increasing customer expectations
and market demand. In addition, the results of the interviews also overlap with the
statistical results showing that the number of customers using mobile and internet
banking has increased. Therefore, Turkey’s creation of its own payment system seems
to occur as a result of the increasing customer demand about the development of

payment methods.

With the widespread use of credit cards, new credit card systems are developed such
as contactless credit card system. In chapter 2, we mentioned that financial innovation
and technology evolve together. The emergence of contactless credit card system is
related to this argument because this system includes development in POS machine
and credit card. According to Kaya (2009), contactless credit card system, which
works by bringing the card closer to the POS device, offers the possibility of quick
payment; therefore, there is no need for an additional process such as password entry.
He claims that the first country to use this system in Europe is Turkey, who started

using it in 2006.

The other payment system is Society for Worldwide Interbank Financial
Telecommunication (SWIFT), which is an electronic communication network. The
SWIFT system is used for financial transactions of member banks and financial
institutions, such as money transfer, and payment order. The SWIFT system has been
used since 1977, and its center is in Brussels (Aldis, 2012). As Kaplan (1999)
mentions, Turkish financial market started to implement this system in 1989. Aldis
(2012) stated that Turkey's interbank foreign exchange transfers are carried out safely

and faster through the SWIFT system.

Also, Electronic Funds Transfer (EFT) is another payment method widely used.
Thanks to EFT technology, individuals and institutions can easily buy and transfer
values such as funds and securities. All EFT transactions are made based on the

instructions given to banks or online systems (Ozmen, 2012). Whereas the first EFT
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was carried out in 1913 by the Federal Reserve Bank (Tufano, 2003), it has been
implemented only since 1992 in Turkey (CBRT)*. Compared to the introduction of
the EFT system into the world, it wouldn’t be wrong to claim that the Turkish market
has adopted this system very late. With the use of the EFT system in the Turkish
financial market, the Turkish Lira payments are transferred between banks in an
electronic environment and in real-time (Duramaz and Dundar, 2014). Also, fond
flows of Turkish Lira can also be performed quickly and regularly through the EFT
system (Aldis, 2012). Additionally, the EFT system prevents dud cheque incidents
because there is no possibility to transfer funds without having sufficient funds in the
EFT system (Isin, 2006). Thanks to the new financial innovations such as SWIFT and
EFT, it is possible to have easy to use and more secure payment systems. Also, both

of these systems help to reduce transaction costs (Yardim, 2005).
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Figure 5: Ratio of volume of EFT transactions (Million TL) in bank assets in Turkey

Source: Compiled by the author based on the data provided by TBB

43 For more information see:
https://www.tcmb.gov.tr/wps/wem/connect/ TR/ TCMB+TR/Main+Menu/Temel+Faaliyetler/Odeme+S
istemleri/Turkiyvedeki+Odeme+Sistemleri/Elektronik+Fon+Transfer+%28EFT%29+Sistemi
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Figure 5 shows the volume of EFT in Turkey from the start of 2005 to December 2017.

The volume of EFT

To find this figure, Bank Asscts

ratio is used. The figure can also illustrate the

money transfers. According to the figure, there was a sharp decrease in the volume of
EFT transfers until December 2008. However, the volume of EFT transfer gradually
increased between December 2008 and 2012, even in the 2008 crisis. Therefore, it may
be claimed that the crisis of 2008 had no dramatic effect on the volume of EFT transfer.
In December 2013, the volume of EFT was slightly declined, and then it started to
increase until December 2017. In fact, this drop continued at a low level during 2008.

Other than these two declines, after 2012, the volume of EFT fluctuates.

Apart from this, internet banking is also one of the payment methods. According to
Bulut (2013), internet banking provides time-saving, faster service and cost reduction.
The first internet banking application was introduced in the US in 1996 (Gefen and
Straub, 2005). Then, Cartwright (2000) claims that this application spread out with the
increasing use of the internet at home (as cited in Sanli and Hobikoglu, 2015). In
Turkey, internet banking services began with Turkiye Is Bankasi A.S in 1997. Then,
Garanti Bank followed the Turkiye Is Bankasi A.S in the same year (Eroglu and Yucel,
2012).

In the previous part of this chapter, we mention that Turkish society has a prejudice
against the use of digital banking applications due to the insecurity of the internet
environment. However, according to figure 6, which illustrates total number of active
individual and corporate users of internet banking in Turkey, Turkish society seems to
overcome this prejudice. Our interview results prove that these prejudices have almost
disappeared, and customer demands on internet banking are increasing day by day.
According to the figure, until 2016, the total number of active individual and corporate
users of internet banking have been increasing year by year. We think that the decline
in the number of users after 2016 is related to mobile banking. We will explain this

argument in the mobile banking figure.
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Figure 6: Total number of active users of internet banking (Thousand)

Source: Complied by the author based on the data provided by TBB

Moreover, after a growing trend in the total number of internet banking usage, it is
expected that the volume of internet banking also shows an increasing trend.

Therefore, internet banking activities in Turkey are analyzed. Figure 7 shows

The volume of internet banking

ratio between 2006 and December 2017. The volume of
Bank Assets

internet banking data includes internet transactions, which include money transfers,
payments, investments, credit card data, and others. According to the figure, it is
observed that the volume of internet banking in Turkey has a sharp decrease until 2007.

After 2008, the volume of internet banking shows an increasing trend.
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Figure 7: The ratio of volume of internet banking (Million TL) in total bank assets

Source: Complied by the author based on the data provided by TBB

Mobile payment methods have been adapted and developed due to the growing number
of smartphone users in Turkey. According to figure 8, although using mobile banking
is a more recent payment method than internet banking use, the total number of mobile
banking customers are increasing year by year. Even, the total number of mobile
banking customers in 2017 is almost more than 2 times of the total number of internet
banking. Therefore, we believe that the increase in the number of mobile banking
customers causes a decline in the number of active individual users of internet banking
in 2017. The reason can be explained with the fact that mobile internet banking became
more useful and practical with the development of smartphones. Moreover, this
increasing number of mobile banking customers leads to improvements in the
infrastructure of mobile payment methods like in some of the Asian countries

mentioned in Chapter 3.
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Figure 8: Total number of mobile banking customers (Thousand)

Source: Complied by the author based on the data provided by TBB

Turkey has significantly improved its innovation skills in digital banking by adopting
practices from other countries. Especially after the 2000s, most of the bank
transactions can be made through internet banking. Some examples of these
transactions are making payments, investments, and money transfer (Bulut, 2013).
After the adaptation process, Turkish banks started to improve their original internet
banking innovations. One of the examples of the original internet banking innovations
is the first financial Windows 8 application developed by Garanti Bank. By using this
application, customers are able to instantly access market rate information.**
Afterward, Deniz Bank launched the world's first Facebook banking application in
2012, bringing social media and banking together for the first time*. Moreover, in
2013, Garanti Bank and Intel developed Identity Protection Technology (IPT)

together, which is a first too. Thanks to IPT, customers who use Garanti Bank internet

44 Garanti Bank Annual Report (2012),
https://www.garantibbvainvestorrelations.com/tr/images/pdf/2012_vyillik raporu.pdf

4 For more information see:_https://www.denizbank.com/en/about-us/our-communication-
agenda.aspx#
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banking and Intel products made verification processes quickly and practically without

waiting for a password entry or a second device involvement (Arikan, 2015).

Apart from the original internet banking innovations of Turkish banks, Turkey
introduced the first application of credit cards with photo to the world in 1992. In
addition, in 1994, the first multi-partner card applications in the world applied in
Turkey. A mobile signature was put into use for credit card shopping in 2008 after its
first use in banking transactions (ICC, 2017)*. Moreover, BKM Express, a local
digital wallet, was developed in 2012 by ICC to increase the number of customers
using the mobile payment for online shopping, and transfers. It combines all cards
types such as credit, debit and prepaid cards for the first time in the world (ICC)*’. By
the year 2017, it has more than 1.5 million users and it collaborates with 17 banks.
More than twenty-one thousand retail members have taken part in over 3.8 million
transactions since its launch in 2012 up to May 2017. This is twice the number of
transactions made in 2015. BKM is heavily focused on increasing the share of mobile
payments, and in 2016, for the first time, more than half of the payments made on the

platform were mobile (ICC, 2017)*.

Like the contactless credit card system, all of these original financial innovations of
Turkish banks can be an example of the argument that financial innovation and

technology evolve together.

With the development of payment systems, banks need to increase the security of
payments. As a result of this, new security payment methods have emerged. One of
them is the Chip & PIN payment method. This payment method is made up of a

combination of Chip and PIN technology. The former requires to introduce different

46 For more information see:_https://bkm.com.tr/kronoloji/

47 For more information see: https://bkm.com.tr/urunler-ve-hizmetler/bkm-express/

4 Interbank Card Center Annual Report (2017), https://bkm.com.tr/wp-
content/uploads/2018/07/2017 BKM FAALIYET RAPORU.pdf

71


https://bkm.com.tr/kronoloji/
https://bkm.com.tr/urunler-ve-hizmetler/bkm-express/
https://bkm.com.tr/wp-content/uploads/2018/07/2017_BKM_FAALIYET_RAPORU.pdf
https://bkm.com.tr/wp-content/uploads/2018/07/2017_BKM_FAALIYET_RAPORU.pdf

values for each transaction. Moreover, the latter requires more security verification.
These two methods protect customers against counterfeiting and fraud (King, 2012).
The Chip and PIN method, which is adapted from the world market, has been
implemented since 2006 and it has greatly reduced credit card copying and stealing
risk in Turkey. Moreover, Turkey is the 3™ European country which has implemented
the Chip & PIN method following France and the United Kingdom (ICC)*. Another

secure payment method example is 3D secure payment system (Aldis, 2012).

The 3D payment system is based on the use of a validated password by a bank during
shopping (Gokgul, 2014). Turkey has been using this system since 2006 (Kaya, 2009).
Moreover, to make banking transactions more secure, some Turkish Banks uses
biometric identification. For instance, Tlirkiye Ziraat Bankas1 uses palm authentication

in ATM transactions>".

Considering the implemented security methods for the payment systems in Turkey, it
is expected that the fraudulent transaction rate will get lower each year. Based on our
interview results, this rate is quite high in Turkey. Therefore, strict regulations about
these methods are implemented. Regarding the original financial innovations and
payment systems developed in Turkeys, it is predicted that the development of digital
banking systems plays a crucial role in the Turkish banking system. According to our
interview results, nowadays, customer expectations and market demand regarding the
digital banking systems in Turkey is increasing, especially regarding mobile and
internet banking applications. Therefore, Turkish banks focus on the development of

digital banking systems nowadays.

4.5. Concluding Remarks

This chapter examines the emergence and development processes of financial

innovations in Turkey as a case study of financial innovation in developing countries.

49 For more information see: https://bkm.com.tr/en/kronoloji/

0 For more information see: https://www.ziraatbank.com.tr/en/our-bank/press-room/ziraat-
novelties/atm-biometric-identification-system
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Therefore, this chapter is the first comprehensive literature review on financial
innovation in Turkey, which is one of the unique contributions of this study to
literature since most of the studies in the literature only focus on specific types of
financial innovation instead of considering all financial innovations in Turkey in

general.

We argue that the speed of the financial innovation development has increased and the
characteristics of financial innovations have changed in Turkey after the 1980s with
the institutional and regulatory changes that mainly occurs as a result of liberalization
and globalization like in the case of other developing countries as we discussed in the
previous chapter. As in the case of developing countries such as Asian countries that
previously mentioned in chapter 3, we believe that the cultural characteristics of the
Turkish society also have an important influence on the development process of
financial innovations in Turkey since the culture affects the individuals’ decisions and

opinions about financial innovations.

In the lights of information explained in this chapter, we think that culture has both
negative and positive effects on the development process of financial innovation in
Turkey. Some unique financial innovations such as dowry account and gold account
emerged as a result of specific cultural features of the Turkish society as in the case of
other countries. Another example can be given based on our interview results. Because
of its hasty nature and the desire to get fast results while using any technology, Turkish
people tend to adapt and use financial innovations very quickly. In some cases,
however, the cultural characteristics of society can be one of the factors preventing the
development of financial innovations. According to the interview results, Turkish
people mostly prefer to communicate verbally, and some of them want to speak with
a bank employee in person while doing any financial transaction. Therefore, some of
the society have prejudices against digital banking applications. This affects the

diffusion of financial innovation in Turkey.

Like in other developing countries, some of the financial innovations in Turkey such
as ATM and credit card are adapted from developed countries and some of them are

developed domestically, which means that some of the financial innovations are
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developed and used for the first time in Turkey. With the growing demand for internet
and mobile banking in Turkey, there is a decrease in the number of banking branches
and personnel. Moreover, due to increasing fraudulent transactions, many security

measurements are applied in the Turkish banking system.

Based on the discussions in the literature about financial innovations in developing
countries and Turkey, we will conduct a qualitative analysis in the next chapter to

examine the emergence and development processes of financial innovations in Turkey.
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CHAPTER 5

A QUALITATIVE ANALYSIS: FINANCIAL INNOVATIONS

A comprehensive literature review which is about financial innovation is explained in
chapter 2. In the lights of this information, it is observed that the emergence and
development process of financial innovation differs in developing and developed
countries. Therefore, factors that cause these differences between developing and
developed countries are discussed in chapter 3. Considering all of this information,
factors that affect the emergence and development process of financial innovation in
Turkey are examined in chapter 4 as a case study of developing countries. Since this
study aims to investigate the factors that influence the emergence and development
process of financial innovation in Turkey and to obtain information related to the
development process of financial innovation in developing countries, this chapter
provides information about our qualitative research which was conducted according to
the information discussed previously. This chapter describes the general research

process, research methodology, and findings of the research.

The main contribution of this chapter is to conduct an interview to examine the
emergence and development processes of financial innovations in Turkey because it

has never been used in the previous studies in the literature.

The plan of this chapter is divided into 5 parts: The first section of the chapter starts
with a research design which describes the approach, aim, and importance of the
research. The second section elaborates on the data collected related to the research.
Specifically, it gives information about data sources as well as the data collection and

data analysis processes. The third section explains the limitations of the research. The
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fourth section presents the findings and gives the discussion of the research. The last

section summarizes and discusses the main findings of the interview.

5.1. Research Design

5.1.1. Approach of the Research

As we mentioned in the literature review, there is no agreed measurement technique
for the evaluation and analysis of financial innovation. Quantitative techniques are not
generally employed in studies about financial innovation. Therefore, in this study, we
used a case study approach, which is one of the qualitative research methods, to
investigate the financial innovation in Turkey. Many studies related to financial
innovation in the literature are conducted by employing the case study approach and it
is also a suitable method considering our research question. The case study approach
is based on conducting an empirical investigation and the research questions beginning
with “How”, “Who” and “Why” are asked during this investigation. In addition, a case
study requires the investigation of multiple or single study units by using data

collection methods such as making interviews and surveys (Farquhar, 2012).

5.1.2. Aim and Importance of the Research

Considering the literature review, some important research gaps are observed in
studies about financial innovation. One of these gaps is that the existing studies mostly
focus on financial innovation in developed countries, especially in the US. That is to
say, further research is needed on financial innovation in developing countries.
Another one is that most of the research discusses only one angle of financial
innovation such as financial innovation products or definition of financial innovation.
Therefore, there is a need for further research on financial innovation with a broader
focus as well. Considering these gaps in the literature, we decided to focus on
developing countries in a broader manner. Then, we chose Turkey as a case study for

financial innovations in the developing countries since the number of studies in the
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literature investigating financial innovation in Turkey are very rare, and these studies

only focus on specific types of financial innovation.

After an examination of existing literature on financial innovations and financial
innovations in developing countries, we realize that there are differences in terms of
the emergence and development processes of financial innovation between developing
and developed countries. In consideration of these points, we decided the aim of this
study; which is to understand the factors that influence the emergence and
development of financial innovations in Turkey and to obtain information related to
the development process of financial innovation in developing countries. As we
mentioned in the previous chapters, the studies in the literature discussing financial
innovation in Turkey are mostly focused on very specific examples of financial
innovations such as ATMs and internet banking. On the other hand, this research
focuses on the development and emergence processes of financial innovation in
Turkey in a broader sense and there is no similar study about Turkey in the literature

conducted in this respect, which makes this study very crucial.

We developed a main research question that reflects the purpose of the study and this
question is as follows: "What are the factors influencing the emergence and

development of financial innovations in Turkey?”

5.2. Data

5.2.1. Data Sources

We conducted semi-structured interviews, which are one of the qualitative analysis
methods, in order to collect data for this research. In the semi-structured interviews,
the researcher follows an interview guide, but the flexibility in the implementation of

the instructions in the guide is allowed at the same time (Farquhar, 2012).

The questions asked in the interview were designed by considering the relevant main
discussions in the literature on financial innovation, and on the emergence and

development of financial innovation in developing countries and Turkey. In addition,
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since this research aims to investigate the factors that influence the emergence and
development of financial innovation in developing countries, the interview questions
mainly were devised by focusing on these factors in Turkey. The interview structure

consists of specific, open and close-ended questions regarding roughly®':

e Basic information about financial innovation such as its definition and factors
that leads to its emergence
e  General and specific information about financial innovations in Turkey

e Policy recommendations for financial innovations in Turkey

To conduct semi-structured interviews, two different data sampling techniques are
used as part of this research in order to obtain the relevant data. One of the techniques
is purposive sampling. In this type of sampling, the departments, organizations or
people are selected with respect to the research questions (Bryman, 2012). The other
technique is snowball sampling. At the beginning of the snowball sampling, the
researcher makes interviews with a group of selected people to discuss the research
questions and these people suggest the next participants to be included within the

research among people having similar characteristics (Bryman, 2012).

While conducting a qualitative research, sample size should not be either too small or
too large in order not to have any problem related to data saturation or analysis
(Onwuegbuzie and Collins, 2007). Therefore, the sample size of this research is
selected as 10 banks. When we conducted our 10th interview, we observed that we had
similar findings of the interview results. Therefore, we thought that the data reached

saturation; hence, we did not increase our sample size.

As we previously explained in chapter 4, the number of banks operating in 2018 is 53
which 32 of them are deposit banks, 13 are development and investment banks, 6 are
participation banks, and 2 operate within the scope of Savings Deposit Insurance Fund

(SDIF).>? Considering the asset size of the banks, we conducted an interview with the

5! The interview questions can be found in Appendix B

52 For more information see:_https://www.bddk.org.tr/Institutions-Category/Banks/22
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employees from the first 9 out of the 15 highest-ranking banks in Turkey according to
their total asset size of the banks. Of these 9 banks, 2 of them are privately-owned
deposit banks, 5 of them are foreign deposit banks, and 2 of them are state-owned
deposit banks. In addition to these banks, we also interviewed an employee from a
participation bank to provide diversity in terms of bank type. All of these banks were

not coded according to their asset size in the analysis of the research.

5.2.2. Data collection and Data Analysis Process

Before designing the semi-structured interviews, all of the field research instruments
were submitted to Human Subject Ethics Committee of Middle East Technical
University (METU) for approval and the necessary approval was given that the
research questions would not create any ethical problems®’. When we sent an e-mail
to each interviewee about our research, we also sent the ethical approval document in
the attachment. The interview program starts with the explanation of information about
the research to all participants, such as background information and the purpose of the
study. We also reassured all participants that their names and the banks they work for

will be kept confidential.

Among the titles of the participants interviewed, there were general manager of
innovation department, manager of R&D department, IT specialist or innovation
specialist. Also, all of the participants were working at the headquarter office of the
relevant banks. The time and date of the interview appointments were determined by
communicating through e-mails or WhatsApp (a messenger app for smartphones).
Interviews were made face to face, on skype or via phone calls, and they were
conducted by the researcher herself starting from the mid of February 2019 till the
beginnings of May 2019. The interview sessions usually lasted about 40 minutes.
During these sessions, notes were carefully taken and reviewed several times to

interpret the results more accurately and to render data into a more well-structured

53 A copy of the Ethics Approval can be seen in Appendix A
79



form in order to enable an easier analysis. These sessions could not be recorded due to

participants’ ethical concerns and rules employed by the regulations of the banks.

In the data analysis process, firstly, each interview result was converted from draft to
report. Then, the main findings of the interview results were categorized to verify
information, and also this categorized information was sorted into groupings.
Moreover, we coded banks by numbers and this codification is not related to their asset
sizes. In other words, the names of the banks were coded randomly in this study. All
of the findings were analyzed with respect to the aim of the research. As a result,

similar and different aspects between the interview results were observed more clearly.

The list of codification and the important features such as bank groups and

interviewees' departments are shown below in table 5:

Table 5

List of codification of banks that interviewed

B# Bank group Current Department
B1 Privately-owned Innovation department
Deposit Bank
B2 Privately-owned Innovation department
Deposit Bank
B3 Foreign Deposit Bank  Innovation department
B4 Foreign Deposit Bank  Innovation department
B5 Foreign Participation Innovation department & R&D
Bank department
B6 Foreign Deposit Bank  Innovation department & R&D
department
B7 State-owned Deposit Innovation department
Bank
B8 Foreign Deposit Bank  Innovation department
B9 Foreign Deposit Bank  Innovation department
B10 State-owned Deposit Innovation department

Bank
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5.3. Limitations of the Research

The biggest difficulty experienced during the field research was to find the names and
contact information of employees working at innovation, R&D, and IT departments of
the banks’ headquarters since this information was not available at the website of
banks. Therefore, we made a search on Google and LinkedIn to access to the required
names and contact information. Another limitation was that the e-mails sent to the
general e-mail addresses published on the websites of the banks usually remained
unanswered. Moreover, since the interviewees mostly had very busy schedules, we
needed to rearrange the interview time for several times. Therefore, a longer time was

required than expected for the data collection period.

5.4. Findings and Discussion

5.4.1. Definition of Financial Innovation

When we asked participants to define financial innovation, the participants defined it
in a specific or broader manner. Similar to the literature, some of the participants (B1,
B2, B5, B6, B8) defined financial innovation as changes or improvements specifically
in products, processes, and organizations in the banking system. On the other hand,
other participants defined financial innovation in a broader manner as in our financial
innovation definition, which says that financial innovation means a new financial tool
or improvements in any financial activity. To give an example, two of the participants
(B7, B10) claimed that “financial innovation means any developments or changes in
the financial activity”. Moreover, the participant B3 defined financial innovation as
“an innovation that facilitates meeting the needs of people in the field of finance that
enhance the customers’ living standards and increases the profit rate of those who are
making use of it”. Additionally, according to the participant B9, anything that adds
value to both the bank and the customer by using a new idea, business model,
technology and solves the financial problems can be called financial innovation.

Besides, increasing productivity, improving the current situation of the banks and
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making people's lives easier were the other key phrases that came up in the descriptions
made regarding the financial innovation by the participants.

In the light of interview results, we observe that the fundamental definition of financial
innovation made by the participants is mostly based on innovations regarding products
or processes whether it is a specific or broader definition and it is not much different
than the definitions found in the literature. That is to say, the core element of financial
innovation is mostly described as redesigning the banking system or making partial
changes in the existing system in terms of product and process. Moreover, regarding
the definitions of participants, it was observed that the participants working at the state
banks and privately-owned banks made general definitions. When considering the
definitions in the literature and specific financial innovation definitions that expressed
by some of the participants, it can be clearly seen that most of the keywords that were
used in the description of financial innovation were similar to each other. Although
the definitions in the literature emphasize some concepts like decrease in risk and tax
advantages, none of the participants mentioned these points. We think the reason
behind is that participants focus only on the advantages that would be brought by
financial innovation such as productivity and profitability.

As we previously discussed in chapter 2, real sector innovations and financial
innovations are not exactly the same thing. Therefore, we asked participants to discuss
these two definitions. By doing this, we shared the real sector innovation definition
made in the OECD Oslo Manual with the participants and asked them to tell the
similarities and differences between the real sector innovations and financial
innovations. As an answer, all of them said that the definition of real sector innovation
defined by OECD bears a close resemblance to the definition of financial innovation.
Nevertheless, the participants claimed that there were only a few differences between
these two types of innovation. Since the two definitions were so similar, it took longer
for the participants to answer this question about the differences between these two
innovations than answering the other questions. These differences are explained

below:
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Being specific or general was one of the differences argued by some of the participants
(B3, B5, B7). They thought that financial innovation was a more specific concept
because it was generally thought of as an innovation in a product or process. On the
contrary, real sector innovation was considered to be a more generic term because it
was perceived as everything that was changing human life, including product and

process innovations.

Some of the participants (B1, BS, B10) claimed that the aim of the real sector and
financial sector innovations were different from each other. They asserted that the
main aims of the financial sector were to increase the profit rate and meet the demand
of customers, then many financial innovations emerged as a result of these objectives.
However, according to them, although the fundamental aim of the real sector
innovations varies depending on the parameters such as the demand of the firms,
increasing the profit rate was also one of the main aims in the real sector innovation.
Increasing digitalization was given as another example of having different aims by
these participants. The participants stated that while digitalization gained importance
in accordance with the aims of the real sector, it sure played a vital role in the financial

sector.

Other participants (B7, B8, B9) stated that having a different focus was another
difference between these innovation types. They explained their opinions like this:
Whereas the focus of financial innovation was to meet the needs of customers and
financial institutions, the real sector innovation focused on creating new products,

processes, and marketing strategies.

Having different system parts was another difference argued by participants B5 and
B6. The participant B5 explained that the products, services and organizational
innovations used in the real sector were different from those used in the financial
sector. In other words, these two sectors were not directly coordinated with each other.
Therefore, some parts of the two systems were different from each other. The
participant B6 had similar thoughts about these two sectors’ having different system
parts, but the participant said that they can also be adapted to each other in terms of

how they function despite the differences they had. For example, some large
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supermarket chains began to use banking functions such as online money transfer and

cash management.

Apart from these differences, how the government regulations affected the real sector
and financial sector innovations were mentioned to be as another difference by the
participants B4 and B5. They pointed out that the development of financial innovation
crucially depended on government regulations; however, government regulations did

not have the same effect on the development of real sector innovation.

Summary of the main differences between financial innovation and real sector

innovation are given in table 6 below:

Table 6

Main differences of financial innovation and real sector innovation

Having different aim
Having different focus

Being specific or general
Having different system parts
Different effects of government regulations

The lack of studies in the literature that is clearly explaining the differences between
these two concepts proves that to make the distinction between the financial sector
innovations and real sector innovations is difficult. In other words, we observe that
both participants and theoreticians have difficulty in distinguishing between these two
types of innovations. In chapter 2, we compare these two definitions based on the data
found in the literature. However, the participants made a better distinction between
these two definitions based on their personal experience and knowledge. At this point,
theoreticians should benefit from this knowledge of the participants. By doing so, they
will probably be able to eliminate one of the existing uncertainties about financial
innovation definitions in the literature. Moreover, apart from the suggested ideas

regarding the effect of government regulations on both types of innovations, we agree
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with all explained differences. We think that the regulations affect the development of
innovations in any sector; therefore, it does not really make sense to say that it is much
more effective in the financial sector alone. We also think that the approach of both
the real sector and the financial sector regarding innovations is based on solving a

problem although they have different focus and aim.

5.4.2. Development and Emergence Process of Financial Innovation

Later in the interview sessions, the participants were asked about the factors that
trigger the emergence of financial innovations and affect the development of it, and
they responded that these factors were directly associated with each other. Therefore,

these factors are combined and explained together as follows:

A common opinion expressed by various participants was that technological
developments were one of the most crucial factors in the development and diffusion
of financial innovation. These participants stated that nowadays, with the development
of technology, a lot of financial interactions could be made online through a
technological device such as a smartphone or a personal computer. Therefore, they
said that the banks started to use technology in the financial sector and were trying to
keep up with the digital world to make use of the current financial innovations.
Moreover, these participants expressed that the available technological infrastructure
such as internet infrastructure affected the development of financial innovation. In
addition, they also argued that the number of banks' transactions were increasing day
by day, so that the banks started to enhance their infrastructure and produce new

products to meet the need.

Changes in customer demand was another factor highlighted by most of the
participants. These participants stated that the customers wanted to make faster, easier
and more reliable banking transactions with the increasing use of the internet,
smartphones, and computers in everyday life and in order to live up to customers’
expectations, banks kept developing new banking methods. For example, with the

escalating popularity of e-commerce (online) marketplaces such as Amazon and social
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media platforms as the online marketing intermediaries like Facebook, people are able

to do online shopping.

In general, most of the participants responded that the market conditions were the other
factor that triggered the emergence of financial innovation and affected the
development of financial innovation. These participants explained that both plans and
strategies of the banking sector were changing in parallel with the future technologies
and methods expected to be developed. Moreover, according to most of the
participants, new players such as startups and fintechs started to enter the market to
meet the demands and expectations of the customers. Thus, they thought that the
competitive environment of the market also increased and this situation affects the
market conditions. According to them, these new players offer both better quality and
lower-cost products by analyzing the customers' demands and requests better than
banks do. For this reason, banks work with fintechs and startups. In addition, these
participants argued that the development of financial market affects market conditions
and development of financial innovation as well. According to them, if a financial
innovation was not compatible with the financial market conditions, then it was less
likely for it to become popular and widely used. These participants also stated that the
marketing strategies that were developed to keep pace with the digital transformation

affected the development of financial markets too.

Increasing profitability also was seen as one of the important factors by some of the
participants (B1, B2, B7, B9). These participants said that banks did not want to waste
time with the non-value-added processes, and they thought of financial innovations as
a way to decrease cost and increase profit. Therefore, the participants argued that this
was the reason for the existing tendency to make financial innovations in the banking
sector. In addition, due to increasing competition conditions in the market, the
participants believed that the banks must keep trying to get ahead of their rivals in
order to increase their profit rates and that would be why banks were always trying to

innovate.

Some of the participants (B4, B5, B6, B8) pointed out that government regulations

were the factors that had an influence on both the emergence and development of
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financial innovation. The behaviors of the government such as applying strict or
supportive regulations shaped financial market structure, as well as financial

innovations.

Having a qualified workforce was another important factor that was claimed by some
of the participants (B5, B7, B9). They said that it was crucial to develop technology
and create their own technological methods for the banks; therefore, it was one of the

factors that triggered the emergence of financial innovation.

Apart from the above-mentioned factors, participant B4 thought that the developments
in the real sector innovations were also one of the effective factors since some of the
customers wanted to use similar innovations both in the real sector and financial sector.
That was the mentioned reason why innovations in the real sector affected the
development of innovations in the financial sector. Moreover, participant BS said that
the attitude of the bank managers against financial innovation was another factor. The
participant asserted that it affected the emergence of these innovations in the banks
because it had an impact on the perspective of banking employees regarding

innovation and innovation policy of the bank.

Summary of the factors that affect the emergence and development of financial

innovation are given in table 7 below:

Table 7

General factors that affect the emergence and development of financial
innovation

Technological developments

Change in customer demand

Market conditions

Increasing profitability

Government regulations

Having a qualified workforce
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Considering the interview results given above, it is observed that technological
developments, changes in customer demands and market conditions are regarded as
the most important factors affecting the emergence and development of financial
innovations. Based on the interview results, we assert that technological developments
majorly change the customer experience and their expectations. Furthermore, we think
that the change in customer demands has an important effect on market conditions as
well. At the same time, it seems like the change in customer demands, technological
development, and competitive market structure affect the demands and expectations
of the market likewise. Therefore, we believe that banks always keep looking for
innovations and new opportunities in order to survive in the market as a competitive
player. We think that this behavior of banks is an example of the creative destruction
process in the financial sector as they adopt and make use of current innovations while

leaving the old methods behind.

Based on the results, we observe that only profit maximization concept and
technological developments described by the participants are parallel to corresponding
descriptions in the literature. Although agency and asymmetric information problems,
the volatility of financial innovation and avoiding financial risks are discussed as one
of the reasons behind the emergence of financial innovations within the studies found
in literature, none of the participants mentioned this kind of reasons. Like in the
previous section covering the interview results, the reason behind this situation is that
the participants did not think of financial innovation as a solution to a financial
problem. In other words, none of the participants think of the problem-solving aspect
of financial innovations. As previously explained, before the 2008 financial crisis,
theoreticians also had positive opinions about financial innovation. However, these
positive opinions changed. In the literature, market-related concepts that have an
influence on the emergence of financial innovation are stated as the complete financial
market and market limitations. On the other hand, in the results of the interview, these
concepts were explained as the change in customer demands and the entry of new
competitors into the market. This difference is related to the perspectives of

interviewees that focused on the meeting customer expectations and increasing the
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profit. However, we think that some of the concepts seen in the literature and the
interview results are still related to each other. Thanks to the complete market,
customers can reach their demands more easily because it makes financial markets

more integrated and it increases capital mobility.

5.4.3. Financial Innovations in Developing and Developed Countries

In this section of the interview results, the answers of all participants to the reasons
why financial innovations differ between developed and developing countries are

explained.

A common opinion expressed by many participants was that the structure of the
financial markets and economic conditions were some of the reasons why financial
innovation differs between developed and developing countries. Many of these
participants saw capital flows, investment budget plans and market search as the main
factors that created this difference. Moreover, they thought that developed countries
had a more structured financial market and better economic opportunities, and thus
these countries made financial innovations appealing to all countries. Availability of
many different technological opportunities was one of the differences that argued by
some of the participants (B1, B2, B9, B10), and these participants asserted that the
developed countries had better technological opportunities. Therefore, developed
countries were the pioneers in financial innovation. However, participant B9 said that
making the desired changes in the infrastructure in order to enable the emergence of
financial innovations was creating a bigger financial burden in developed countries
than it did in developing countries. For this reason, developing countries had an

advantage in this respect.

Some of the participants (B4, B6, B8) expressed that the differences between
concerned regulations of the developing and developed countries were one of the
crucial reasons lying behind the differences between the financial innovations
developed. They claimed that the regulations and policies regarding financial
innovations were more supportive in terms of creating an environment where financial

innovations can easily occur in developed countries. They also expressed that these
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regulations and policies were actually strict and more restrictive in developing
countries as opposed to the ones in developed countries. In addition, these participants
stated that the developed countries were using innovations like digital signature and
an open banking system, which they referred to as an example of more supportive

regulations in effect.

The participants B3 and B5 thought that the different needs of customers were one of
the reasons, and they explained their opinion by giving examples. The participant B3
argued that people living in developing countries tended to use more loans due to their
economic problems. Since the customer demand and expectations in developing
countries are related to financial products that solve their economic problems, while
the developed countries focus on the innovations regarding any part of the banking
system, developing countries make innovations mostly about payment and loan
management systems. The participant B3 asserted that the financial inclusion rate,
which means to make sure that all types of customers even including the ones with low
income have access to banking services for affordable costs, varies between developed
and developing countries. According to the participant B3, while financial inclusion

rate in developing countries is about 60%, it reaches up to 95% in developed countries.

The participant B7 asserted that the cultural differences between developing and
developed countries were also important in terms of shaping the financial innovations.
The diffusion of financial innovations is related to the culture of a society; therefore,
financial innovations should be aligned with the culture of the country and the culture
of the targeted region. Although only one participant specifically mentioned about
cultural differences, the participants B5 and B6 said that how the people adapt to the
financial innovations could also make a difference. These two participants said that
people living in developing countries were able to adapt faster to the innovations
because they interacted with the current innovations without the need to use some

technologies that were being used in developed countries.

The reasons why financial innovations differ in developing and developed countries

are summarized in table 8 below:
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Table 8

The reasons lie behind different financial innovations in developing and
developed countries

Having different structure of the financial markets and economic
conditions

Implementing different regulations

Having different needs of customers

Having different cultural features of the society

Based on the interview results, financial markets and economic conditions are regarded
as the most important factors that cause differences between developed and developing
countries in terms of financial innovations. These conditions explained by the
participants are also mentioned in chapter 3, but they are examined in a different
aspect. Financial markets and economic conditions discussed in the literature elaborate
on the aspects such as market size and concentration. In addition, we think that the
competitiveness aspect of the markets explained in chapter 3 has an important effect
on these main factors. However, the participants did not mention anything about
competitive structure while answering the interview questions included in this chapter.
Still, the participants regarded competitiveness as important for the emergence of
financial innovation as an answer to the mentioned questions in the previous section.
Moreover, gathered information shows that since the developing countries run late to
adapt the current innovations, they gain an advantage in terms of cost due to decreasing
costs of innovation infrastructures in time. However, about the cost of financial
innovation infrastructure in developing countries, we explained a different example in
chapter 3, which is related to spending higher cost to access the internet and
telecommunications in developing countries. Therefore, we can say that the cost of

infrastructure in developing countries varies in these premises.

In the light of the examples given for the explanation of different needs of customers,
we point out that the differences in financial markets and economic conditions are also

related to the needs of customers living in both developed and developing countries,
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because people's different living standards shape their demands. The differences in
expectations and demands of people have an influence on the development of financial
innovation in a country as well. Moreover, we think that the QR payment method
mentioned in the literature can be given as an example of the adaptation differences
mentioned above. For instance, since the Chinese community did not use credit cards,
they quickly adapted to the QR code payment method. Based on the example and our
interview results, the habits of customers have a close relationship with the culture of
their society, and this relationship plays a vital role in the adaptation to financial
innovations. Furthermore, it can be clearly observed that the path dependency of

society has also a crucial role in the adaptation process of financial innovation.

5.4.4. Factors Considered When Developing or Adapting a Product

In this section, the participants’ thoughts about the factors considered when developing

or adapting a product are explained as follows:

A common argument repeated by all of the participants was that a product should meet
the expectations and needs of customers. They thought that the demands and needs of
the market were determined by trial and error. For this reason, they stated that a product
should be user-friendly and time-saving due to its practical and rapid use. In addition,
solving customer problems about a product and taking their feedback into account is

important in terms of meeting the expectations and needs of the customers.

In general, most of the participants argued that concerns about increasing profitability
might be another factor. According to them, in order to increase the profit rate of a
bank, the performance of these products should be high and performing a large number
of transactions should be made possible. Also, they said that the cost analysis of
product innovation played a crucial role in both increasing profit rate of bank and

analyzing the market conditions.

In addition to these general answers, analyzing the demands of markets and market
conditions were seen as another important factor by some of the participants (B3, BS5,

B6, B10). According to them, when analyzing market demands and market conditions,
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factors such as outscoring the other players in the market, appealing to the majority of
the society and being able to meet the needs of customers worldwide should be taken
into consideration. Therefore, these participants stressed the importance of current

developments made by various competitors in the market from all over the world.

By some participants (B1, B3, BS), the product security was seen as an important
factor for both the product adaptation and development process because they argued
that the product security had a significant impact on both the bank's security system

and the software system.

The participants B4 and B6 responded that the regulations in a country are perhaps the
most important factor affecting the adaptation of a product of foreign origin because
an adapted product should comply with the law and regulations of a country. These
participants gave an example to explain their opinions. The open banking system is
widely used in Europe. On the other hand, its use is not allowed in Turkey. Even if it
was allowed, the banks would be very cautious about implementing this system due to

the risk of losing customers and the risks related to the system itself.

Summary of the factors that considered when developing or adapting a product are

given in table 9 below:

Table 9

Factors that are considered when developing or adapting a product

Meeting expectation and needs of customers

Increasing profitability

Analyzing the demands of markets and market conditions

Product security

Complying with law and regulations
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Based on the interview results, the most important factors effective in developing or
adapting a product are customers’ demands and profit maximization approach.
Furthermore, most of these factors are related to the aim and focus of financial

innovation explained in the previous interview results.

5.4.5. The Originality of Financial Innovation in Turkey

In this section, the explanations of the participants’ answers about the original and
adapted financial innovation in Turkey are analyzed. Before explaining the interview
results, we should share that most of the participants said these rates were not really
important because the most important things in financial innovation were to meet

market and customer demands.

Some of the participants (B1, B2, B10) claimed that the percentage of original
financial innovation in Turkey is 50 whereas the percentage of adapted financial
innovation is 50. One of them said that the main financial innovations such as mobile
banking and internet banking were adapted from abroad. Afterward, these main

financial innovations were improved according to the needs in Turkey.

Some of'the participants (B3, B4, B6, B9) thought that the original financial innovation
percentage is 85, which means it is higher than the adapted financial innovation
percentage. Furthermore, these participants claimed that Turkey was one of the pioneer
countries in financial innovation in the world. However, participant B6 claimed that
Turkey was late to adapt some financial innovations that were widely used in abroad
already. To give an example, a digital wallet was one of the mobile payment methods

widely used in the past in the United States while it is currently popular in Turkey.

Other participants (B5, B7, B8) thought that most of the financial innovations in
Turkey are adapted from abroad and this adapted financial innovation percentage is

70.
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5.4.6. Examples of Financial Innovation in Turkey

When we asked participants to give an example of financial innovation developed by
their banks, the examples given by most of the participants were related to the digital
banking systems. Specifically, almost all of the participants gave development and
improvement of mobile and internet banking applications such as digital wallet,
personal assistant and QR code payment method. Moreover, most of the participants
said that their banks have a strategy on the transformation of bank branches into digital
bank branches. In other words, the establishment of a more practical and digital bank
branch is aimed. For example, the participant B1 said that their new sales service
model was based on the use of tablet and kiosk devices. In this sales service model,
the customers can do transactions on their own like withdrawing money up to a certain
limit. Like this service model, the participant B2 said that his bank used robots in some
of their banking branches to help customers' needs such as waiting in the queue and
receiving a loan. In addition, POS application from the web, digitalization of the letter
of guarantee and creation of digital archives were given as the examples regarding the
implementation of some applications performed for the transformation of bank

branches into digital banking by some of the participants.

In general, most of the participants pointed out that their banks created platforms where
innovative ideas were shared and encouraged so that people get more likely to think
of developing innovations. In this way, the original financial innovation in Turkey is

increased, and also consumer demand is satisfied.

About the development of software and establishment of technological infrastructure,
some of the participants (B3, B5, B9, B10) said that their banks had its own R&D
center, and they had both developed and exported some software programs to be used
in the financial sector. By doing so, they said that the software import rate of their

banks can decrease at the same time.

In the light of the findings from the examples that are explained in this section, we
think that the market and customers’ expectations and their demands have a significant

effect on focusing on the digital banking systems. Similarly, considering the statistics
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of financial innovations as about the use of credit card, internet, and mobile banking
that are shown in chapter 4, it is observed that the market and customer demands in
Turkey focus on digital banking. Moreover, according to our interview results, it is
realized that the banks of participants who said that the original financial innovation
percentage is 85 in Turkey have an R&D center. In addition, we believe that such
platforms that are explained above emerge as a result of the attitude of bank managers
towards financial innovation, which is one of the important development factors

affecting financial innovation as described in the previous section.

5.4.7. Development of Financial Innovation in Turkey

The participants’ arguments about affecting the development and diffusion process of

financial innovation in Turkey are explained in this section:

A common argument repeated by all of the participants was that culture is one of the
crucial factors that affect the development and diffusion of financial innovation in
Turkey. The participant B1 claimed that Turkish society has a tendency to excessively
use technological products and methods instead of contributing to the development of
such technology. The participant B1 also gave an example of this claim: Turkey is one
of the leading countries in using smartphones; therefore, it has an influence on the
development and diffusion of mobile banking in Turkey. In addition, some of the
participants (B1, B2, B7, B8, B10) said that culture affects regional financial
innovations too. Sometimes, it does not matter how many financial innovations are
developed. The important thing is whether it is compatible with the culture of the
region according to them. These participants gave examples of regional financial
innovation in Turkey. After making a banking transaction, receiving bank transaction
receipt is one of the widely used financial innovations unique to Turkish culture.
Therefore, with the development of financial innovations such as ATMs, mobile and
internet banking, banking transaction receipts are sent via e-mail now. This method is
widely used in Turkey because it is suitable for Turkish culture. In addition, the dowry
accounts and the gold accounts that emerged as a result of regional culture in Turkish

society are the other examples given by the participants.
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The participant B3 said that Turkish society has a saving behavior and an inability to
adjust its budget. These features affect the developments of financial innovations in
Turkey. The participant gave the credit card installments as an example of this
situation. It is one of the most frequently used financial innovations in Turkish society
since the Turkish people are mostly having a hard time trying to balance their income
and expenses. Furthermore, the participant said that the Turkish government applies
some regulations like prohibiting credit card installments while buying smartphones
due to excessive using of credit card installment options. For this reason, banks give

credit to their customers when they want to purchase a smartphone.

According to the participant B5, Turkish society is fast to adapt to any new technology.
In addition, because of its hasty nature, Turkish society wants to get quick results while
using any technology. Therefore, their nature makes them more prone to adapting and
using financial innovations more quickly, and it increases their demand for financial
innovations. On the other hand, the participant B6 asserted that the hasty nature of
Turkish society prevents the developments of financial innovations because this nature
led the fintechs and startups to desire more profits at the early stages and act
impatiently. Another characteristic feature of Turkish society is finding practical and
meaningful solutions to the problems according to the participant B9. This feature
underlies the original financial innovations in the Turkish banking sector. Moreover,
the participant B2 said that the friendly character of Turkish people, like building a
good neighborly relationship, influenced the spread of financial innovations.
According to the participant, because of this feature, people often get together in close
friendships environments and talk about banking applications. For this reason, the

applications could spread by word of mouth.

Almost all of the participants emphasized that government regulations were maybe the
most important factor that affected the development of financial innovations. About
the governmental regulations, the participant B2 argued that the Turkish government
put emphasis on the banking sector and applied the relevant regulations after 2001,
which affected the development of financial innovation in Turkey since then. Thanks

to these regulations, the banking sector in Turkey is well developed and structured,
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which affects the development of financial innovation in Turkey. Moreover, some of
the participants (B3, B4, B6, B9) claimed that some of the restrictive regulations had
an important restrictive influence on the financial innovation development process of
banks. On the contrary, startups and fintechs are not held responsible for these
restrictive regulations. Therefore, banks do not encounter any problems when
purchasing financial innovations developed by startups and fintechs. Another example
of strict governmental regulation can be given. Almost all of the banking transactions
are done by a wet-ink signature in Turkey instead of a digital signature. However, with
the introduction of digital applications, some amendments were made within the
regulations regarding the use of the digital signature. For instance, the customers now
are able to do some transactions online by using their digital signature and they can
receive a loan without going to the branch physically. The last example of strict
governmental regulations is related to the open banking system. This system started to
spread throughout European countries. On the other hand, in Turkey, due to strict
governmental regulations, such as the regulation about payment services directive 2
(PSD2), which has been implemented since 2016 in Europe, it has started to apply
most recently in Turkey. Therefore, implementing the open banking system in Turkey

was not one of the focuses on the market.

Some of the participants (B1, B2, B4, B10) claimed that technological developments
were one of the factors that affected the development of financial innovations.
According to them, with technological developments, changes happen in the demands
of the customers, marketing strategies and technological infrastructure of banks are

developed.

The change in the market conditions was another factor expressed by some of the
participants (B1, B3, B4, B7, B8). They said that the increase in the number of
investors and entrepreneurs related to financial innovation affects the development of
financial innovation in Turkey. In addition, they also argued that increasing the number
of foreign investors in the Turkish financial market had also an influence on the
development of financial innovations. Moreover, they asserted that marketing

strategies such as advertising also affect the diffusion of financial innovations.
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The participants B5 and B6 thought that having a qualified workforce was another
factor that affected the development of financial innovations. They expressed that most
of the people working in the innovation departments of banks in Turkey were not that

qualified since their educational backgrounds were just insufficient.

Apart from these factors, the participant B5 said that the attitude of the bank managers
towards financial innovation was important for the employees in terms of encouraging

them to think and do research about financial innovations.

Important factors that affect the development process of financial innovation in Turkey

are given in table 10 below:

Table 10

Factors that influence the development process of financial innovation in Turkey

Cultural features of society

Government regulations

Technological developments

Change in the market conditions

Having a qualified workforce

In light of the above findings, the Turkish culture is regarded as one of the most
important factors that affect the development and diffusion of financial innovations.
The effect of culture is similar in other developing countries such as Asian countries
that we mentioned in chapter 3. Therefore, we can say that culture is an important
factor in the development and diffusion of financial innovations, especially in
developing countries which have profound historical backgrounds and distinctive
characteristics. In addition, the strict role of the Turkish government was one of the
examples of barriers to the creation and dissemination of financial innovations in

developing countries as we discussed in chapter 3. Moreover, we claim that the core
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competencies and knowledge level of the young population should be improved in
order to increase the percentage of original financial innovations developed in Turkey.
About the technological development arguments of the participants, considering the
financial innovations developed by the banks described in the previous sections, we
observe that these are related to digital banking applications. This shows us that the
demands of the customers and the market are changing with the increasing use of

available technology and recent developments in technology.

5.4.8. Prejudices against Digital Banking in Turkey & Its Effects

In this section, we discussed the answers of participants to the questions regarding the
prejudices against digital banking in Turkey and its effect on banks' new product

development processes.

All of the participants claimed that there were prejudices against digital banking in
Turkey, but these prejudices were dealt with nowadays. According to them, recently,
only a group of people who are in their 60s and above 60s have prejudices, and this is
related to increasing fraudulent transactions, the need they feel to speak with a branch
staff in person instead of going digital and being afraid of losing money as a result of

doing something wrong while doing any transaction.

All participants agree with the effects of these prejudices on banks' new product
development processes. According to them, due to these prejudices, Turkish banks use
new security measurements and new products to increase the demand for a digital
banking application. The participants B1 and B7 also pointed out that the use of
artificial intelligence technology in banking products such as personal assistant and
robots can be given as examples of this effort. Moreover, the participant B6 argued
that such banking products helped the people at this age with the need they felt for
speaking to bank branch staff. In addition, the participant B1 said his bank preferred
utilizing artificial intelligence technology to prevent the possible prejudices to occur
while designing their new credit machine. In this credit machine, which is designed as
self-service use, a virtual person contacts with you to answers your questions about

receiving loans and making credit card applications. If the credit machine was
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designed by using a software system that only allowed making transactions without
any verbal communication with the artificial intelligence, the usage rate of the machine
would be low because people mostly prefer to communicate verbally in Turkish
culture. Apart from the artificial intelligence technology, the participant B7 also said
that his bank was planning to start a new process regarding banking branches. Based
on this new process, it was intended that some of the bank officers will explain the
digitalization process and financial innovations of the bank to its customers who
seemed like having prejudices against the use of innovations. The participant B3
thought that the banks were trying to break down the prejudices by encouraging these
people to change their habits. For example, if these people withdraw their salaries by
coming to the bank's branch, more transaction fees are charged. For this reason, banks
are trying to convince these people to use the ATM, so that they get used to making

transactions via ATMs.

When the thoughts of the participants shared in this section are considered, apart from
the capability of the customers to use financial innovations, it is inferred that the
customers’ prejudices are based on the cultural factors too. As mentioned in the
previous chapters, being friendly and interacting with other people in person is a part
of Turkish culture. Therefore, while searching for a solution to some prejudices of
Turkish people against digital banking, this characteristic of the community shall be
taken into consideration. Moreover, considering the increasing the demand of financial
innovations in Turkey such as internet and mobile banking that explained in chapter
4, we can understand the prejudices against digital banking have decreased to a large

extent.

5.4.9. The Security Measurement Methods in the Turkish Banking System

In this section, we explained the security measurement techniques employed in the

Turkish banking system according to the responses of the participants.

Most of the participants thought that the security measurements of the Turkish banking

system were more various and different than other countries because the digital
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banking transactions were regarded as at high risk. However, they stated that taking
precautions against this security risk was crucial in the Turkish banking system
because the Turkish banking system dealt with a lot of fraudulent transactions.
Furthermore, some of the participants said that the percentage of fraudulent
transactions in European and US banking sectors is quite less when compared to
Turkey. Therefore, these participants thought that the banks in Turkey had to have a

strong infrastructure and take security measures to prevent fraudulent transactions.

Most participants explained that the Turkish people may be prejudiced against digital
banking due to this increasing fraudulent transactions. In addition to the fraudulent
transactions, they also pointed out that the cultural factors can affect the occurrence of
this prejudice at the same time; therefore, the confidence of people in both each other
and in the banks was decreasing. As a result, different security measurement

techniques were used in the Turkish banking system according to these participants.

In the interviews, some of the participants gave examples of implemented regulations,
which were related to the security measurements applied in the Turkish banking
system. One of them was the use of biometric features such as fingerprint and palm
vein via screening. These features were used by some banks to interact with some
financial innovations such as ATMs and mobile banking. However, due to the law on
the protection of personal data, the banks are now hardly using biometric features in
such financial transactions. In addition, another one was the opportunity to match and
synchronize the personal bank information of the customers with some applications
such as a budget application like in the United States. However, due to governmental
regulations in Turkey, such personal information is to be kept confidential and not
allowed to be shared with any application that could jeopardize its safety. Furthermore,
a two-factor authentication system is decided to be used in the Turkish banking system
by the Banking Regulation and Supervision Authority (BRSA) in order to increase the

safety level and make sure the customers feel safe while using digital banking.

Based on the interview results, the fraudulent transactions were thought to be the
reason lying behind the prejudices against digital banking in Turkey, and this led to

more diverse and different security measures to be taken in banking systems. In
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addition to the interview results, considering the comparison made between Turkey
and England in chapter 4, the creation of unique password security measurement

techniques such as SMS alerts and one-time passwords are also observed in Turkey.

Furthermore, these affect the adaptation and development process of a product, which
is mentioned in the previous sections. Regulations are restructured and tightened by
the BRSA against these fraudulent transactions. To take the BRSA regulations into
consideration is important in order to understand the regulatory factor imposed by the
government affecting the development of financial innovations and security
measurement techniques in the Turkish banking system. We think that these
regulations are related to the Turkish culture because Turkish people do not hesitate to
share their personal information most of the time, which is related to being a friendly
community and being curious about new technological methods. Therefore, making
regulations that protect personal data and prevent fraudulent transactions is vital for

Turkish society.

5.4.10. Recommended Policies Related to Financial Innovations

One of the interview questions was related to the policy recommendations for the
development of financial innovations and the responses to this question are discussed

in this section.

Supporting a wide range of sectors by using financial innovations was one of the
recommended policies revealed by some participants (B1, B2, B10). According to
them, various sectors such as industry and agriculture should be supported by financial
innovations. They thought that one of the methods may be providing private loans and
derivative products for these sectors. In addition, another method suggested was
practicing the digitalization applications for the SME sector which constitutes a large
part of the financial markets in Turkey. This kind of digitalization would make it easier
for both the customers and suppliers to communicate and trade in a digital

environment.
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Being more supportive and creating a financial resource for the newly established
institutions and firms was a commonly recommended policy by almost all of the
participants. These participants claimed that the most important thing was to establish
a fund that would help the new players grow in the market starting from their early
stages. In other words, they claimed that there should be policies developed to provide

opportunities for small players in the market and support their development.

Some of the participants (B4, B5, B6, B8) emphasized that government regulations
were one of the most important factors affecting the development of financial
innovations. Therefore, they also said that strict regulations should not be applied in
Turkey since they would affect the development of financial innovations adversely. In
addition, according to these participants, the existing strict regulations should be
rearranged by looking at the regulations of developed countries that have a higher rate

of financial innovation use.

Some of the participants gave specific examples in order to explain their opinions
about regulations and supportive policies regarding financial innovations. One of the
examples was to support fintechs with special licenses. With these special licenses
allowing the supervision of mutual funds and payment of invoices, startups and
fintechs can handle their financial problems more easily in their incubation period.
Another example was related to allowing the use of Application Programming
Interface (API). They thought that implemented restrictions on the open banking
applications in Turkey are needed to be rearranged. Otherwise, according to them, the
development process of financial innovation in Turkey can fall behind of the other
countries because most of them such as Germany and England started to rearrange
their regulations about open banking in order to keep up with the developments in the
world. Another example was to make changes in the law on the protection of personal
data. Some participants highlighted that this law should be rearranged by still
considering the protection of personal information but allowing the development and

better use of financial innovations.

The participant B5 suggested that there should be regulations encouraging the

cooperation between the universities and industries. The participant stated that the
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establishment of business incubation centers and fintechs within the universities was
very important in terms of the development of financial innovations because fintechs
were able to access information more accurately and easily within these centers. In
addition, as the number of articles published at the universities increased, initiatives of

fintechs would also increase according to this participant.

Based on the interview results shared in this section, we can say that almost all of the
recommended policies have the aim of helping financial institutions take more
analytical decisions at short notice by providing them with more support by any means
possible and changing the strict regulations accordingly. As previously mentioned in
chapter 3, Turkey should make an effort for keeping up the pace with the always-
changing market conditions like the other developing countries. Moreover, our policy

recommendations are given in the conclusion part.

5.4.11. Negative Side Effects of Financial Innovations

In this section, we shared the answers of the participants to the question about the

negative side effects of financial innovations.

Most of the participants mentioned the same negative side effects. One of them was
about the decreased confidence in the digital banking system. Especially in Turkey,
with the widespread use of digital banking, fraudulent transactions are increasing day
by day. Therefore, the confidence of people in both each other and the banking system
has been decreasing. Another one was the decrease in the rate of banks' profit. The
competition in the market is increasing with the new players entering the market such
as fintechs and startups. For this reason, the profit rate of the banks is in danger of

decreasing.

The increasing tendency to spend more money was another negative effect of financial
innovations claimed by some of the participants (B1, B7, B10). According to these
participants, people were spending extra money by using financial innovation methods
such as credit cards or loans. Then, they were experiencing difficulty in the payment

of these debts. They also thought that the decrease in the rate of cash usage was also a
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negative aspect of financial innovations. Additionally, financial innovation
advertisements were suggested to be the main reason stimulating people to spend extra

money.

In addition to these negative effects, most of the participants claimed that the
unemployment rate can increase due to the use of some financial innovations such as
the artificial intelligence applications and sophisticated software programs since they

can substitute for the actual employees working in the banks.

Apart from these negative side effects, the participant B5 argued that the negative side
effects of financial innovation stem from its poor management and malpractice of
regulations, not the financial innovation itself. To elaborate on the example of this
participant, we can give the economic crisis occurred in 2008. As opposed to the
general perception, the mortgage system itself as a financial innovation was not the
problem, but the malpractice of the mortgage was the real problem that triggered the

economic crisis according to the participants.

In the light of the answers given, we understand that all of the participants think of
financial innovations as something useful and beneficial to the community since they
focus only on the profit maximization aspect and the customer-oriented side of the
financial innovations. Therefore, we cannot really expect them to think of the negative
side effects of financial innovations as suggested in the literature. If theoreticians
inform the practitioners of financial innovation about the negative effects mentioned
in the literature, then these practitioners become more aware and may try to take

necessary precautions.

5.5. Concluding Remarks

In this section, we review the main findings of our research and then explain our
general observations based on these findings. It is observed that participants made a
better distinction between financial innovation and real sector innovation. Moreover,
all of the participants had a positive attitude about financial innovation and they also

thought that financial innovation has a positive influence on people’s daily life and
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finance sector. That is to say, they did not think that financial innovation leads to risky

financial environment unlike in the literature.

Like in the other developing countries, technological developments, customer
expectations, and market conditions are the crucial factors that affect the emergence
of financial innovation in Turkey. Moreover, considering the interview results, we
realize that developments of these 3 factors are interrelated to each other. That is to
say, technological developments affect the emergence and development process of
financial innovation, especially with the increasing use of internet and technological
devices in daily life. Customers’ demand and expectations also change with respect to
these technological developments. Furthermore, banks form their strategies in an effort
to increase profitability and meet customer expectations by considering these changing
conditions. In addition, like in other developing countries, government regulations and
behavior about financial innovation in Turkey influence on both the emergence and

development process of financial innovation.

The cultural characteristics of society are one of the crucial factors that affect the
emergence and development process of financial innovation in Turkey. Characteristics
of the Turkish society such as saving behavior, friendly character of Turkish people
and fast adaptation to any technology influences these process. Moreover, we think
that cultural characteristics that affect these processes in Turkey are related to the
historical background of Turkish society and path-depended characteristics of the
society as well. Considering our interview results, the prejudice against digital banking
system has been decreasing day by day and only a group of people who are generally
in their 60s have prejudices nowadays. In addition, for a deal with the prejudices
against digital banking and solving the problem of high-security risk in digital banking
transactions, security measurements of the Turkish banking system are more various

and different than other countries.

Considering the interview results, we observe that the type of banks such as state-
owned banks, participation banks, foreign banks, and privately-owned banks have an
influence on the aspects and focuses of the participants about financial innovations.

For example, except for the state banks, other bank types focus on the use of financial
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innovations in both foreign and domestic markets. Thus, this would affect the
development of original financial innovations and the rate of adaptation to financial
innovation for the banks. To give a specific example, state-owned banks focus on
creating their own codes and using these codes in their innovations. On the other hand,
other bank types focus on selling the codes they generate to the actors in other markets
in addition to using them in the national market. Based on the interview results, it can
observe that the adaptation rate to financial innovations and development rate of
original financial innovations is high in Turkey. Most of these financial innovations
are related to payment methods, mobile and internet banking. Moreover, about creating
original financial innovation, it is noticed that banks which have their own R&D center

have more advantages.
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CHAPTER 6

CONCLUSION

In this part, the novelty and the main findings of the study are presented to begin with.
After that, some policy recommendations are proposed. Last, some suggestions have

been made for further research.

6.1. Summary and Novelty

Financial innovation is one of the much-debated matters related to the finance sector
and it is expected that the debate will continue since there is still disagreement about
a lot of points related to financial innovation. While some researchers argue that
financial innovation has positive side of financial innovations on economy like
minimization of transaction costs and allowing better risk management, some other
researchers emphasize the negative side of financial innovation on economy like rising

complexity and encouraging risk-taking behavior as in the case of 2008 global crisis.

The aim of this thesis is to investigate financial innovation in developing countries in
terms of factors that affect the emergence and development process of financial
innovation in Turkey. This study fills the gaps in the literature from several aspects.
First of all, this study is one of the rare studies in the literature since it focuses on
Turkey as one of the developing countries while the other studies about financial
innovation in the literature mostly elaborate on the developed countries. Furthermore,
after literature review, it is seen that this study is the first study to examine the general
aspects of financial innovation in Turkey in a broad sense since most of the research
about financial innovation in Turkey are based on specific financial innovations such

as internet banking and ATM. Moreover, the factors that cause financial innovations
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to function differently in developed and developing countries have not been enough
discussed in the literature. Therefore, this study contributes to the literature in this
respect. Last, to our knowledge, this is the first research in which semi-structured
interviews are conducted with people who are working in innovation, R&D, or IT
department at the headquarters of banks. Other studies in the literature mentioned in

chapter 4 use secondary data about ATM or internet banking in Turkey.

Many factors influence the emergence and development process of financial
innovations. According to our research, we obtain that technological developments,
changes in customer demand, market conditions and increasing profitability are the
most important factors that trigger the emergence and development process of
financial innovations. Moreover, after the examination of the literature, it is obviously
seen that developing and developed countries have differences in terms of financial
innovations. Based on our research, these differences occur as results of differences in
the structure of financial markets and economic conditions, and government

regulations.

6.2. Policy Recommendations

After summarizing the main findings of our research, several obstacles that complicate
the development and emergence process of financial innovations in Turkey are

identified based on the previous chapters:

e A shortage of qualified workforce

e Anincreased fraudulent transactions rate

e Negative effects of financial innovation on economy like the 2008 economic
crisis

e Shortcomings in government regulations, especially with regard to small

players in the finance sector

We can give the following policy recommendations regarding the obstacles given

above respectively:
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e We believe that the policy recommendation for increasing the amount of
qualified workforce can be made at both macro and micro levels. One of the reasons
for the shortage of qualified workforce is the insufficient educational backgrounds
of employees. Therefore, at the macro level, undergraduate programs should be
redesigned to teach software programs and code writing at an advanced level. In
addition, these programs should be improved by enabling the students to participate
in related projects and to do internships in the real sector. At the micro level, banks
should encourage employees to improve themselves in their own field. Providing
the necessary conditions for the employees to do a master's degree or doctorate in
their related fields, organizing more frequent in-service training programs, and
organizing talent camps for the development of creative thinking are examples of
the policies that can be implemented at the micro level.

e All banks have a security system for fraudulent transactions. However, due to
some troubles in this system, the rate of fraudulent transactions is quite high in
Turkey. For this reason, the BRSA should take the necessary precautions like
establishing a security operation center for the finance sector. In this center, leak
tests on financial innovations should be conducted and necessary IT infrastructures
related to safety against fraudulent transactions should be developed.

e Financial innovations can lead to some disruptions in the economy like in the
2008 crisis. Therefore, financial innovations should be controlled to reduce
associated risks of harm and unforeseen side effects. With respect to this aim, a
special unit, which is responsible for monitoring, analyzing and limiting financial
innovations and financial sector risks, should be founded in CBRT. This unit should
set national priorities about financial innovations. Then, based on the results of the
analysis, necessary precautions should be taken.

e Small players such as fintechs and startups in the finance sector face some
troubles undermining their development process, especially in their early
incubation period. Therefore, the government should implement some supporting
regulations to protect and encourage these small players. To illustrate, incentive

funds and tax deductions should be implemented for fintechs and startups.
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e  One of the features of Turkey's financial market is having a huge potential for
growth. Therefore, Turkey can be one of the financial centers in the world if
national policies are redesigned and the government abandons its strict behavior
inhibiting the implementation of financial innovations. There are two important
paths to take when changing policies in the financial sector. The first one is to
review and adapt the structure of the necessary policies implemented abroad to the
system in Turkey, especially those related to fintechs and the banking sector. The
second one is to collaborate with a bank manager who has an idea about the
obstacles of the banking system and the solutions for these obstacles like the open
banking system. After redesigning the policies, the government should be focused
on designing some special programs for becoming a finance center in accordance
with the demand of the market. For example, a scale-up program for fintechs and

startups can be established to become a brand in this sector at the international level.

Table 11 shows a summary of the policy recommendations discussed in this chapter.

Table 11

Recommended Policies

Policy Level Policy Aim Policy Policy Tool
Recommendation
Micro To improve the Banks should Banks should
qualifications of ~ encourage stipulate to do a

employees at
banks

employees to
improve themselves
in their own field

master's degree or
doctorate for
employees in their
related fields to
get a promotion
and they should
organize more
frequent in-service
training programs
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Table 11 (continued)

Micro To support small ~ The government Implementing
players in the should review and  incentive funds
finance sector and redesign the and tax deductions
to allow the regulations in such  for fintechs and
development of a way that fintechs  startups
new financial and start-ups are
innovation ideas supported in the
in the market finance sector.

Meso To decrease The BRSA should  Establishing a
fraudulent take the necessary security operation
transaction rate precautions center

Meso To reduce risk of A special unit The unit monitor,
harm and should be founded  analyze, and limit
unforeseen side in CBRT financial sector
effects of financial risks. Then, based
innovation on the results of

the analysis,
necessary
precautions should
be taken.

Macro To have a more Undergraduate Undergraduate
qualified university programs programs should
workforce should be be redesigned to

rearranged to teach software

provide a better programs and code

education writing at an
advanced level

Macro To make Turkey a National policies in  Establishing scale-
finance center finance sector up programs for
supporting the should be fintechs and
development and  redesigned and the  startups.
creation of government should  Government

financial
nnovation

abandon its strict
behavior inhibiting
the implementation
of financial
innovation

should review and
adapt necessary
policy frameworks
from abroad to
Turkey
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6.3. Future Research

For the future research on financial innovation in Turkey, conducting also case
sampling from other players in the finance sector would give the opportunity to do a
comparative analysis between financial innovation processes of banks and these
players. Moreover, in addition to the interviews, possible research in the future can be
conducted by using both qualitative and quantitative methods by creating an index to

measure financial innovation.
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B. INTERVIEW QUESTIONS

1) How would you define financial innovation?

2) What are the main similarities and differences between real sector innovations
and financial innovations?

3) Could you explain the factors that trigger the emergence of innovation in the
financial sector?

4) What are the factors that affect the development of financial innovation
according to you?

5) What could be the reasons lie behind different financial innovations in
developing and developed countries?

6) What factors do you consider when developing or adapting a product?

7) According to you, how much of the financial innovation in Turkey is original
and how much of it is adapted from abroad?

8) Could you give an example of the financial innovations developed by your
bank?

9) What are the factors that affect the development and diffusion of financial
innovation in Turkey according to you?

10) Do you think there is a prejudice against digital banking in Turkey? If so, does
this prejudice affect banks' new product development processes?

11) Do you think the security measures used in the Turkish banking system are
more various and different than other countries? If so, do these measures have a
relationship with cultural factors and prejudice?

12)  If you were a policy maker, how would you support the innovations in the
financial sector in Turkey?

13)  Is it possible to mention about negative side effects of financial innovation?
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C. MAIN FINANCIAL INNOVATIONS IN TURKISH MARKET

Financial innovation Year
Dersaadet Securities Exhange 1866
Credit Card 1968
Capital Market Board 1982
SWIFT 1983
Foreign Exchange Forwards 1984
VISA 1984
SWAP 1985
Istanbul Stock Exchange 1986
Interbank Money Market 1986
ATM 1987
POS 1991
Bonds and Bill Market 1991
EFT 1992
Gold Future Contracts 1997
Internet Banking 1997
Individual Pension System 2003
TURKDEX 2001
Izmir Futures and Options Exchange 2005
Contactless credit card system 2006
Chip & PIN 2006
3D Security Payment 2006
Mortgage 2007
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D. TURKISH SUMMARY/TURKCE OZET

20. ylizy1lin basindan beri, hemen hemen her alanda benzeri gériilmemis bir teknolojik
degisim yasand1. Ozellikle bilgisayar ve internet gibi bilgi ve iletisim teknolojilerinin
(BIT) gelistirilmesi ve yaygin kullanimu ile bu degisim hizlanmistir. Giiniimiiz modern
diinyasinda yenilik, teknolojik degisimin ve gelismenin temelini olusturmaktadir.
Ayrica, yenilik¢ilik insanlarin yasamlarmin ayrilmaz bir pargasidir. Bu nedenle,
dergilerde, televizyonlarda ve gazetelerde tartisilan en ilging konulardan biridir. 20.
ylizyilin baslarinda, bir¢ok arastirmact temel olarak reel sektor yeniligine
odaklanmistir ve bu yeniligin ortaya ¢ikmasinin sebeplerini ve etkilerini arastirdilar.

Ozellikle, Schumpeter ve takipgileri yenilik literatiiriine biiyiik katkilar saglamstir.

Reel sektore ek olarak, tarih boyunca meydana gelen teknolojik gelismeler, 6zellikle
BiT‘teki gelismeler, finans sektdriinii de etkilemistir. Ozellikle bankacilik sektdrii bu
teknolojik gelismelerden etkilenmistir. Reel sektordeki yenilikler ve diger bazi
gelismeler sayesinde, finansal sektorde, yeni ve daha gelismis finansal araglar,
kurumlar, mallar ve hizmetler ortaya ¢ikmistir. Reel sektordeki yenilikler gibi, finansal
yenilikler de finansal sistemi, finansal kurumlari, makro-ekonomik degiskenleri ve
tiketicilerin refahin1 hem dogrudan hem de dolayli olarak etkilediklerinden

ekonomide ¢ok dnemli bir rol oynamaktadir (Schumpeter, 1939).

Finansal yenilikler olgusu yeni degildir. Aksine, tarth boyunca paranin icadindan bu
yana farkli bigimlerde ve hatta daha erken zamanlarda bile var olmustur (Comert ve
Epstein, 2016). Bununla birlikte, finansal serbestlesme ve diinya ¢apinda bilgi ve
iletisim teknolojilerindeki hizli degisiklikler nedeniyle, finansal yeniliklerin gelisimi
hizlandi ve 6zellikle 1980'lerden sonra, kapsami genisledi. Miller (1986), hem finansal
araglarda hem de kurumlardaki bu gelismelerin bir devrim olarak

degerlendirilebilecegini savunuyor.

Finansal yenilik, ekonomi i¢in hem avantaj hem de dezavantaj olarak diisiiniilebilir.
Literatiirdeki pek c¢ok arastirmaci, finansal yeniligin olumlu ydnlerini vurgulamistir.
Onlara gore, finansal yenilikler daha iyi bir sermaye tahsisi, islem maliyetlerinin en

aza indirilmesi ve ¢esitlendirmenin iyilestirilmesini saglayabilir. Ayrica, finansal
131



yenilik, daha iyi bir risk yonetimi saglayarak finansal sistemin istikrarimni artirabilir
(Llewellyn, 2009). Bunlara ek olarak, finansal yenilikler uygun 6deme araglarinin
kullanilmasini ve para birimleri arasinda para aligverisinin yapilmasini miimkiin kilar
(Levich, 1987). Akhavein ve digerleri (2005) finansal yeniligin olumlu yanlarini

“verimli ve duyarli sermaye piyasalariin can damar1” olarak nitelemistir (s.577).

Bununla birlikte, finansal yeniligin olast olumsuz etkileri konusunda bircok
akademisyen uyarmasina ragmen, yalnizca 2008 finansal krizinden sonra, ¢aligmalarin
cogu finansal yeniligin olas1 olumsuz etkilerini vurgulamaya baglamistir (Comert ve
Epstein, 2016). Ornegin, tiirev iiriinler krize yol acan asir1 kaldirag nedeniyle
suclanmistir (Llewellyn, 2009). Tiirev {iriinlere ek olarak, diisiik faizli menkul
kiymetler, kredi temerriit takaslar1 ve diger menkul kiymetlestirme uygulamalari krize
katkida bulunan 6nemli faktorler olarak tartisilmistir (Allen ve digerleri, 2012). Crotty
(2009), ipotege dayali menkul kiymetler ve konut ipotegine dayali menkul kiymetler
gibi yiiksek kredi degistirme araclariin asiri kullanilmasinin, finansal kurumlarin
yiiksek ikramiye kiiltiirliniin destekledigi bankalarin asirt risk alma davranigina yol
agtigin1 savunuyor. Ozellikle tiirevler, konut fiyatlarinin yiikselmesine neden olan
fazla kredi genislemesine yol agmistir. Bu baglamda, tlirevler ABD pazarinda
balonlagsmaya neden oldu c¢linkii ev fiyatlar1 gercek degerlerini asti. 2008 kiiresel
krizine neden olan temel faktorlerden biri budur (Brunnermeier, 2009). Genel olarak,
finansal yeniligin, finansal ¢evrede artan karmasiklik ve finansal kaldiragta rol almasi,
risk alma davranisini tesvik etmesi ve finansal piyasalarda oynakligi arttirmasi

tizerinde artan vurgular yapilmistir.

Finansal yeniligin farkli yonleri literatiirde incelenmistir. Ancak, mevcut finansal
inovasyon literatiirii ¢ogunlukla gelismis tilkelere, Ozellikle de bir¢cok finansal
inovasyonun gerceklestigi ABD'ye odaklanmaktadir. Finansal yeniliklerin c¢ogu
gelismis tlilkelerde ortaya ¢ikmis olsa da, finansal yenilikler gelismekte olan iilkelerin
finansal pazarinda da onemli rol oynamaktadir. Literatiirdeki bilgiler goz Oniine
alindiginda, finansal yeniliklerle ilgili ¢aligmalarda baz1 6nemli aragtirma bosluklar
gozlenmektedir. Bunlardan ilki, gelismekte olan iilkelerdeki finansal yenilikler

konusunda daha fazla arastirmaya ihtiya¢ olmasidir. Bir digeri, yapilan aragtirmalarin
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cogunun, finansal inovasyon iiriinleri veya finansal inovasyonun tanimi gibi finansal
inovasyonun yalnizca bir agisin1 ele almasidir. Bu nedenle, finansal inovasyon
konusunda daha fazla arastirma yapilmalidir ve bu aragtirmalar daha genis bir bakis
acist ile yapilmalidir. Bu ¢alisma, literatiirdeki bu bosluklar1 gelismekte olan iilkelerde
finansal yeniligin farkli yonlerini ve gelisme siireclerini inceleyerek doldurmaya

calismaktadir.

Baska bir degisle, bu ¢aligmanin amaci, Tirkiye'deki finansal yeniliklerin ortaya
cikisin1 ve gelisimini etkileyen faktorleri arastirmak ve bu bilgiler dogrultusunda,
gelismekte olan iilkelerdeki finansal inovasyonun gelisim siireci ile ilgili bilgi

edinmektir.

Tiirkiye'deki finansal yeniligi tartisan literatiirdeki calismalar, cogunlukla, ATM'ler ve
internet bankacilig1 gibi finansal yeniliklerin 6zel drneklerine odaklanmaktadir. Ote
yandan, bu arastirma, Tiirkiye'de finansal yeniligin ortaya ¢ikis ve gelisme siireglerine
daha genis bir sekilde odaklanmaktadir. Literatiirde Tiirkiye ile ilgili benzer bir
calisma bulunmadigindan, bu c¢aligmanin literatiire 6nemli bir katki saglayacagi

distiniilmektedir.

Bu caligmanin literatiire katkilar1 su sekildedir: Birincisi, bu ¢alisma, gelismekte olan
tilkelerdeki finansal inovasyon konusundaki sinirli ¢calismalar olan literatiire Tiirkiye
ornegi iizerinden katki saglamayr amaglamaktadir. Ikincisi, literatiirde gok fazla
kiyaslama yapilmayan, finansal yenilikler ile reel sektor yenilikleri arasindaki farklara
151k tutmaya ¢alisir. Ugiinciisii, bu ¢alisma, Tiirkiye'de finansal yeniliklerin gelisimini

etkileyen faktorleri nitel arastirma yontemi kullanarak inceleyen ilk ¢aligmadir.

Bu ¢alisma 5 ana béliimden olusmaktadir: Ikinci béliimde, finansal yenilik literatiirii
tartisilmaktadir. Bu boliim, finansal inovasyonun tanimi, siniflandirmasi ve olgiim
yontemlerini agiklayarak tezdeki diger tartigmalara zemin hazirlamaktadir. Bu
boliimde, finansal inovasyonlarin ortaya cikisinin ardindaki nedenlerle birlikte

finansal inovasyonun kisa tarihgesi de tartisiimaktadir.

3. boliim, gelismekte olan iilkelerde finansal yenilige odaklanmaktadir. Gelismekte

olan iilkelerde finansal yeniliklerin ortaya ¢ikisini etkileyen faktorler tartisilmaktadir.
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Bu faktorleri belirlemek igin, Oncelikle, finansal yeniligin gelisimini etkileyen
kurumsal ve ekonomik degisimler iizerinde duruyoruz. Ozellikle, Bretton Woods’un
sisteminin ¢Okiisliniin ve serbestlesme politikalarinin gelismekte olan iilkelerde
finansal inovasyonun geligme siireci tizerindeki etkileri tartigilmaktadir. 3. bolimiin
geri kalaninda, gelismekte olan ve gelismis iilkelerde finansal yeniligin igleyisindeki
temel farkliliklar1 incelemektedir. Bu iilkeler arasinda bir karsilastirma yapmak igin,
finansal yenilik literatiiriinde bu konuda c¢alisma olmadigindan, reel sektor yenilik
teorilerini finansal yenilik teorilerine uyarladik. Buna gore, bu iilkeler arasinda
finansal piyasa yapisi, diizenleyici ¢ergeve, bankacilik sistemi ve teknolojik altyapi
acisindan farkliliklar oldugundan finansal inovasyonun gelisme siireglerinin fark ettigi

acgiklanmaktadir.

Bu c¢alismanin 4. boliimde ise, 6nceki boliimlerdeki anlatilan tartismalar takip ederek,
Tiirkiye 6rnegine odaklanilmaktadir. Yani, bu boliimde, Tiirkiye'de finansal yeniligin
ortaya cikis ve gelisme siirecleri incelenmektedir. Oncelikle, bu siirecleri etkileyen
ozellikle 1980’lerden sonraki faktorler agiklanmaktadir. 4. boliimiin geri kalaninda,
Tiirkiye'deki finansal yeniligin kapsamli bir incelemesini sunmaktadir. Tiirkiye tiirev
piyasasi ve ipotek sistemi gibi baz1 6zel finansal yeniliklerin adaptasyon ve yayinim

siireci, 6deme yontemleri ve Tiirkiye'deki bankacilik sektorii incelenmektedir.

Bu calismanin belkemigini olusturan 5. boliimde nitel arastirma yontemi ve
arastirmanin bulgularinin analizi detaylica anlatilmaktadir. Arastirmanin son bdliimii
olan 6. Boliimde, arastirmanin genel bulgular1 ve gelismekte olan tilkelerde finansal
yeniliklerin ortaya ¢ikis ve gelisim siireci ile ilgili bilgiler kisaca 6zetlenmektedir.
Ayrica, bu boliimde, Tiirkiye’de finansal inovasyonun gelisme siirecinde
uygulanabilecek bazi politika 6nerileri ve gelecekteki aragtirmalar i¢in yapilabilecek

bazi Onerileri sunulmaktadir.

Caligsmanin ikinci boliimii olan literatiir taramasini daha ayrintili 6zetlemek gerekirse;
bu boliimde, finansal inovasyon ile ilgili literatiirdeki belirsiz kisimlarina ve finansal

inovasyonun ana 0zelliklerine yer vermekteyiz. Bu belirsiz kisimlar sdyledir:
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Finansal inovasyonun tarihi eski zamanlara kadar gitmesine ragmen, 1980'lerden beri
literatiir finansal inovasyona daha fazla 6nem vermistir. Finansal inovasyonun tarihi
gdz Oniinde bulunduruldugunda, giliniimiiz diinyasinda kullandi§imiz finansal
yeniliklerin tarih boyunca siirekli degiserek buglin ki haline donistigiini
gbzlemliyoruz. Dolayisiyla, siirekliligin finansal yenilik gelismesinde 6nemli bir

0zelligi oldugu sdylenebilir.

Finansal yenilik tanimlarina bakildiginda ¢ogunun iiriin ve siire¢ yeniligi tanimina ¢ok
benzedigi goriilmektedir. Bu boliimde, mevcut literatiirden faydalanarak, finansal
inovasyon ile reel sektor inovasyon kavramlar1 arasindaki benzerlikleri ve farkliliklar:
bulmaya ¢aligiyoruz. Bu iki kavram arasindaki en 6nemli farkin onlarin fonksiyonlari
acisindan oldugunu diisiiniiyoruz. Finansal yenilik tanimlarinin ¢ogu, risk
cesitlendirmesini dnlemek ve maliyet azaltma gibi olumsuz finansal durumlara kars1
coziimler icerir. Ancak, reel sektor yeniligi olumsuz ¢evreye karsi herhangi bir ¢oziim
icermemektedir. Baska bir deyisle, finansal yenilik tanimlarinin daha 6zel bir

cergevede olusturuldugunu goézlemliyoruz.

Finansal yeniliklerin nasil ortaya ¢iktigi konusu da en az tanimi kadar literatiirde
tartisilan en onemli kisimlardan biridir. Bu konu hakkinda bir¢cok farkli agiklama
vardir ve bu nedenlerden en Onemlileri kar maksimizasyonu ve devlet
diizenlemeleridir. (Flood 1992, Miller 1986). Diger 6nde ¢ikan nedenler ise teknolojik
gelismeler (Tufano, 2003), piyasa kosullarinin degismesi (Levich, 1987) ve
makroekonomik degiskenlerin degiskenligidir. (BIS, 1986).

Finansal inovasyonun taniminda ve ortaya ¢ikmasini etkileyen faktorlerde oldugu gibi,
finansal inovasyonun siniflandirilmasi ve 6lciilmesinde de literatiirde bircok farkli
goriis vardir. Literatlirde finansal inovasyon genelde tiiriine, islevlerine ve nedenlerine
gore smiflandirilmaktadir (bkz: Frame and White 2004, Merton 1992, , Llewellyn
1992). Reel sektor inovasyonu gibi belli bir 6l¢iim teknigi olmadigindan, bazi
aragtirmacilar yeniligi Olgmek i¢in kendi inovasyon gostergelerini gelistirmeye

calismaktadir (bkz: Tufano 1989, Lerner 2006).

135



Literatiir gdz Oniine alindiginda, finansal yeniligin gelisme siirecinin gelismekte olan
ve gelismis iilkeler arasinda farklilik gosterdigi gorilmektedir. Bu nedenle, 3.
boliimde, finansal yeniliklerin gelisim siirecini etkileyen ve finansal yeniliklerin
gelismis ve gelismekte olan {ilkeler arasinda farklilagmasina neden olan faktorleri
tartisgtyoruz. Oncelikle, ozellikle 1980'lerden sonra yasanan hizli teknolojik
gelismelerle birlikte, finansal yeniliklerin gelisim siireclerinin hiz kazandigim1 ve
Ozelliklerinin daha hizli degistigini diisiiniiyoruz. Gelismekte olan iilkelerde finansal
yeniliklerin ~ gelisme  siirecinde  finansal  piyasalarin  serbestlesmesinin,
kiiresellesmesinin  ve biitiinlesmesinin  dnemli oldugunu diistiindiik. Boyle
diistinmemizin nedene ise, finansal ¢evrede yaganan bu gelismelerin, gelismekte olan
iilkelerin finansal yenilikleri finansal sistemlerine uyarlama veya gelistirme
konusunda daha fazla imkan saglamasidir. Gelismekte olan ve gelismis iilkelerde
1980'lerden sonra finansal yeniliklerin gelisme siireci goz ontine alindiginda, finansal
yeniligin makroekonomik degiskenlerin oynakligi, serbestlesme ve kiiresellesme
politikalar1 nedeniyle ortaya ¢ikan finansal bozulma i¢in bir ¢6ziim oldugu
goriilmektedir. Ancak, finansal yeniligin kendisi 2008 krizinde oldugu gibi aym

zamanda finansal bozulmalarin bir nedeni olarak goriildiigii unutulmamalidir.

Bu boliimde agiklanan 6 nedenden 3'liniin, gelismekte olan ve gelismis iilkeler
arasindaki finansal yenilik farkliliklarina yol agan en Onemli neden olduguna
inaniyoruz. Bu 3 neden sunlardir: farkli diizenleyici yaklasimlarin uygulanmasi (bkz:
Kwok ve Tadesse 2005, Meen 2000), finansal piyasa yapilarinda farkliliklar (bkz:
Wurgler 2000, Hannan ve McDowell 1984), toplumun kiiltiirel 6zelliklerindeki
farkliliklar (bkz: Kwok ve Tadesse 2005, Boehle ve Krueger 2001).

3. boliimde anlatilan tartigmalar g6z 6niinde bulundurularak, 4. boliimde, gelismekte
olan iilkelerde finansal yeniliklerin bir 6rnek ¢alismast olarak, Tiirkiye'deki finansal

yeniliklerin ortaya ¢ikis ve gelisme siireglerini incelemektedir.

Bu nedenle, bu boliim, Tiirkiye'deki finansal inovasyon iizerine yapilan ilk kapsamli
literatiir taramast olup, bu 0Ozelligi ile literatiire katkida bulunmaktadir, ¢linki
literatiirdeki ¢alismalarin ¢ogu, genel olarak Tiirkiye'deki tiim finansal inovasyonlari

incelemek yerine sadece belirli finansal inovasyon tiirlerine odaklanir.
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Diger gelismekte olan iilkelerde oldugu gibi serbestlesme ve kiiresellesme sonucu
meydana gelen kurumsal ve diizenleyici degisikliklerle, Tiirkiye'de 1980'lerden sonra
finansal gelismenin hizinin arttigini ve finansal yeniliklerin 6zelliklerinin degistigini
savunuyoruz. Boliim 3'te daha Once belirtilen Asya iilkeleri gibi gelismekte olan
tilkelerde oldugu gibi, kiiltiiriin bireylerin kararlarimi etkilediginden dolayi, Tiirk
toplumunun kiiltiirel 6zelliklerinin de Tiirkiye'deki finansal yeniliklerin gelisim siireci
lizerinde ve finansal yenilikler hakkindaki goriislerde 6nemli bir etkisi olduguna

inaniyoruz.

4. boliimde aciklanan bilgiler 1s181nda, kiiltiiriin Tiirkiye'deki finansal yeniligin gelisim
stireci iizerinde hem olumsuz hem de olumlu etkileri oldugunu diistiniiyoruz. Diger
toplumlarda oldugu gibi, ¢eyiz hesab1 ve altin hesabi gibi bazi benzersiz finansal
yenilikler, Tiirk toplumunun kendine 6zgii kiiltiirel 6zelliklerinin bir sonucu olarak
ortaya cikmistir. Bu diislinceye miilakat sonuglarimizdan da bir 6rnek verilebilir.
Aceleci dogasi ve herhangi bir teknolojiyi kullanirken hizli sonu¢ alma istegi
nedeniyle, Tiirk halki finansal yenilikleri ¢ok hizli bir sekilde adapte etme ve kullanma
egilimindedir. Bununla birlikte, baz1 durumlarda, Tiirk toplumunun kiiltiirel 6zellikleri
finansal yeniliklerin gelisimini engelleyen faktorlerden biri olabilir. Miilakat
sonuglarimizdan birine gore, Tiirk halki ¢cogunlukla sozlii iletisim kurmayi tercih
ediyor ve onlardan bazilar1 ise herhangi bir finansal islem yaparken sahsen bir banka
calisaniyla konusmak istiyor. Bu nedenle, Tiirk toplumunda bazi kisilerin dijital
bankacilik uygulamalarina karsi onyargilari oldugu sonucu ortaya ¢ikmistir. Bu

durumun, Tiirkiye'de finansal yeniligin yayilmasini etkiledigini diistintiyoruz.

Diger gelismekte olan iilkelerde oldugu gibi, Tiirkiye'de de ATM ve kredi kart1 gibi
finansal yeniliklerin bir kismi1 gelismis tilkelerden uyarlanmistir ve bir kismi da yurt
icinde gelistirilmistir, bu da bazi finansal yeniliklerin Tiirkiye'de ilk kez gelistirildigi
ve kullanildig1 anlamina gelir. . Tiirkiye'de internet ve mobil bankaciliga olan talebin
artmastyla birlikte, banka subesi ve personel sayisinda azalma vardir. Ayrica, artan
sahtekarlik islemleri nedeniyle, Tiirk bankacilik sisteminde bir¢ok gilivenlik 6nlemi

uygulanmaktadir.
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Literatiirdeki gelismekte olan {iilkelerdeki ve Tiirkiye'deki finansal yenilikler
hakkindaki tartigmalara dayanarak, Tirkiye'deki finansal yeniliklerin ortaya ¢ikis ve
gelisme siireclerini incelemek i¢in 5. boliimde nitel bir analiz yapilmistir. Aym
zamanda, nitel analiz yonteminin kullanilmasi, bu ¢aligmanin literatiire katkilarindan

biridir ¢iinkii literatiirdeki daha 6nceki ¢alismalarda bu yontem kullanilmamustir.

Literatiirde yer alan bosluklar ve varsayimlar dogrultusunda, arastirma sorumuz
olusturulmustur. Bu sorumuz sdyledir: Tiirkiye'de finansal yeniliklerin ortaya ¢ikisini
ve gelisimini etkileyen faktorler nelerdir? Bu arastirmaya veri toplamak i¢in nitel
analiz yontemlerinden yar1 yapilandirilmis miilakatlar yaptik. Yar1 yapilandirilmisg
goriismelerde, arastirmaci bir goriisme rehberini izler, ancak kilavuzdaki talimatlarin
uygulanmasindaki esneklige ayni anda izin verilir (Farquhar, 2012). Yaptigimiz
miilakatlar, belirli, acik ve kapali uglu sorulardan olusmaktadir. Bu sorulari, diger
boliimlerde tartistigimiz bilgiler dogrultusunda hazirladik. Bu miilakat sorularinin

genel cergevesi soyledir:

¢ Finansal inovasyonun tanimi ve ortaya ¢ikmasi gibi faktorler gibi temel bilgiler
e Tirkiye'deki finansal yenilikler hakkinda genel ve 6zel bilgiler

e Tirkiye'deki finansal yenilikler icin politik tavsiyeler

Yar1 yapilandirilmig goriigmeler yapmak i¢in, bu ¢alismada iki farkli veri 6rnekleme
teknigi kullanilmistir. Tekniklerden biri, amacgl 6rneklemedir. Bu tiir 6rneklemede,
boliimler, kuruluslar veya insanlar aragtirma sorularina gore se¢ilir (Bryman, 2012).
Diger teknik ise kartopu Orneklemesidir. Kartopu orneklemesinin baglangicinda,
aragtirmaci, arastirma sorularmni tartigmak iizere secilen bir grup insanla roportajlar
yapar ve bu kisiler bir sonraki katilimcilarin benzer 6zelliklere sahip kisiler arasinda
arastirmaya dahil edilmesini Onerir (Bryman, 2012). Bu arastirmanin 6rneklem
biiyiikliigii, 10 banka olarak secilmistir. Bankalarin aktif biiytikliiglinii g6z oniinde
bulundurarak, Tiirkiye'deki ilk 15 bankanin ilk 9undaki banka ¢alisanlariyla
miilakatlar yapilmistir. Bu bankalara ek olarak, banka tiirii bakimindan cesitlilik
saglamak i¢in katilim bankasinda calisanla bir kisi ile de miilakat yapilmistir.

Gortisiilen katilimeilarin tamamu ilgili bankalarin merkez ofisinde calisiyordu ve
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katilimcilarin is unvanlar1 inovasyon departmani yoneticisi, Ar-Ge departmani
yoneticisi, BT uzmani veya inovasyon uzmanydi. Goriismeler yiiz yiize, skype veya
telefon goriismeleri ile yapilmistir ve tiim katilimcilarin adlart ve calistiklar

bankalarin gizli tutulmustur.

Saha arastirmasi sirasinda karsilagilan en biiyiik zorluk, inovasyon, Ar-Ge ve
bankalarin genel miudiirliiklerinin BT departmanlarinda calisanlarin isimlerini ve
iletisim bilgilerini bulmakt1 ¢iinkii bu bilgiler bankalarin web sitesinde bulunmuyordu.
Bu nedenle, gerekli isimlere ve iletisim bilgilerine erismek i¢in Google ve LinkedIn’de
detaylica bir arastirma yaptik. Diger bir sinirlama ise, bankalarin web sitelerinde
yayinlanan genel e-posta adreslerine gonderilen e-postalarin genellikle cevapsiz

kalmasiydi.

Veri analizi siirecinde, Oncelikle her goriisme sonucu taslaktan rapora
dontistiiriilmiistiir. Daha sonra, bu rapordaki goriisme sonuglarmin ana bulgular
kategorize edilerek tekrardan incelenmistir ve ayrica bu kategorize edilmis bilgiler
daha sonra gruplara ayrilarak tekrardan gozden gegirilmistir. Bu veri analizi siirecinde,
miilakat yapilan bankalarin isimleri rastgele kodlanmistir ve yapilan bu kodlamanin
bankalarin toplam varlik biiyiikliigii ile herhangi bir ilgisi yoktur. Arastirmanin temel

bulgular1 agsagida anlatilmaktadir:

Gorilisme sonuglarina bakildiginda, katilimcilar finansal inovasyonu tanimlarken onun
belli 6zelliklerini ya da genel 6zelliklerini sdylemislerdir ve katilimcilara gore finansal
yeniligin temel unsuru ¢ogunlukla bankacilik sisteminde yeniden tasarlamak ya da
mevcut sistemde iiriin ve slire¢ acisindan kismi degisiklikler yapmak olarak
tanimlanmaktadir. Yapilan bu tanimlarin literatiirde yer alan tanimlardan ¢ok farkl

olmadigini gézlemledik.

Literatiirde finansal sektor yenilikleri ile reel sektor yenilikleri arasindaki farklari net
bir sekilde agiklayan calismalarin eksikligi, bu iki kavram arasinda ayrim yapmanin
zor oldugunu gostermektedir. Bagka bir deyisle, hem katilimcilarin hem de
teorisyenlerin bu iki tiir inovasyonu ayirt etmekte zorlandiklarini gézlemliyoruz.

Katilimcilara gore, 6zel veya genel bir kavram olmak ve farkli odak ve amaglara sahip
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olmak bu iki kavram arasindaki en 6nemli farkliliklardir. Miilakat sonuglarina gore,
katilimeilarin bu iki tanim arasinda kisisel deneyim ve bilgiye dayanarak daha iyi bir

ayrim yaptigin diisiiniiyoruz.

Yapilan analizler sonucunda, finansal yeniliklerin ortaya ¢ikmasini tetikleyen ve
gelisimini etkileyen en 6nemli faktorler sunlardir: Teknolojik gelismeler, degisen
miisteri talepleri ve market kosullaridir. Bunlarin disinda, karliligr arttirmak,
uygulanan hiikiimet diizenlemeleri ve nitelikli bir iggiicline sahip olmak finansal
yeniliklerin bu siireglerini etkileyen diger faktorlerdir. Miilakat bulgular
degerlendirildiginde, teknolojik gelismelerin miisteri deneyimini ve beklentilerini
biiylik 6l¢iide degistirdigini iddia ediyoruz. Miisteri taleplerindeki degisimin piyasa
kosullar1 tizerinde de Onemli bir etkisi oldugunu diisiiniiyoruz. Ayrica, miilakat
sonuclarina gore, finansal yeniliklerin gelismis ve gelismekte olan iilkeler arasinda
farklilik gosterme nedenleri sunlardir: finansal piyasalarin yapisindaki ve ekonomik
sartlardaki farkliliklar, ilgili diizenlemeler arasindaki farkliliklar, miisterilerin

ihtiyaclarindaki farkliliklar, toplumdaki kiiltiirel farkliliklardir.

Bu ¢alismanin Tiirkiye’deki finansal inovasyonlar ile ilgili elde ettigi veriler kisaca

sOyledir:

Tiirkiye, finansal yeniliklere adaptasyon ve orijinal yani Tirkiye’de finansal
yeniliklerin gelisiminde diger gelismekte olan iilkelere gore daha yiiksek bir orana
sahiptir. Ayrica, Tiirkiye’de bir finansal iriliniin gelistirilmesinde veya
uyarlanmasinda, bankalar miisterilerin taleplerinin karsilanmasimna ve kar
maksimizasyonu yaklasimina uygun olmasina dikkat etmektedir. Piyasalarin talepleri
ve piyasa kosullarina uygun olmasi, iriiniin gilivenilir olmasi ve uygulanan

diizenlemelere uygun olmasi bu husustaki diger dikkat edilen faktorlerdir.

Gilinlimiizde, Tiirk bankacilik sisteminde gelistirilen finansal inovasyonlarin ¢ogu
dijital bankacilik sistemleriyle ilgilidir. Spesifik olarak, katilimcilarin neredeyse
tamamu, dijital clizdan, kisisel asistan ve QR kod 6deme yontemi gibi mobil ve internet

bankaciligi uygulamalarinin gelistirilmesinin ve iyilestirilmesinin hedeflendigini
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belirttiler. Ayrica, katilimcilarin ¢ogu, Tiirkiye’deki bircok bankalarin, subelerini

dijital banka subelerine doniistiiriilmesi konusunda bir stratejileri oldugunu agikladilar.

Tiirk kiiltiirii, finansal yeniliklerin gelisimini ve yayginlagmasin etkileyen en 6nemli
faktorlerden biri olarak kabul edilmektedir. Kiiltiiriin etkisi, 3. boliimde bahsettigimiz
Asya iilkeleri gibi gelismekte olan diger iilkelerde de benzerdir. Bu nedenle, kiiltiiriin
finansal yeniliklerin gelismesinde ve yayilmasinda, 6zellikle de koklii bir gegmise
sahip gelismekte olan iilkelerde dnemli bir faktor oldugunu soyleyebiliriz. Ayrica,
Tiirk hiikiimetinin kat1 roli ve Tiirk hiikiimet diizenlemelerindeki eksiklikler, ti¢lincii
boliimde ele aldigimiz gibi, gelismekte olan iilkelerde finansal yeniliklerin yaratilmasi
ve yayginlastirilmasinin Oniindeki engellerden bir Ornekti. Diger gelismis ve
gelismekte olan iilkelerde oldugu gibi, teknolojik gelismeler, miisteri beklentileri ve
piyasa kosullar1 da Tirkiye'de finansal yeniligin ortaya c¢ikmasini etkileyen diger

faktorlerdendir.

Miilakat sonuglarina ve 4. boliimdeki sayisal veriler disiiniildiigiinde, Tiirkiye'de
dijital bankacilifa karsi onceden Onyargilarin var oldugunu, ancak bu Onyargilar
bugiinlerde biiyiik dl¢iide ortadan kalktigi anlagilmistir. Miilakat bulgularina gore,
sadece 60 yaslarinda ve 601n yaslarinin iistiinde olan bir grup insanin bu hususta
Onyargilar1 vardir. Bu Onyargimin temelinde, sahtekarlik islemlerinin artmasi ve
kiiltiirel olarak biri ile konusarak bankacilik islemini yapmayi, dijital uygulama
kullanarak yapmak yerine tercih etmesi yatmaktadir. Bu 6nyargilarin azalmasinda,
Tiirk bankacilik sisteminde, dijital bankacilik uygulamasina olan talebi arttirmak icin
yeni giivenlik yontemleri ve yeni iiriinlerin kullanilmasinin payimin biiyiik oldugu elde

edilmistir.

Miilakat sonuclart 15181nda, tiim katilimcilarin, finansal inovasyonlarin sadece kar
maksimizasyonu ve miisteri odakli tarafindan diisiinmeleri nedeniyle, finansal
inovasyonun sadece yararli ve faydali taraflarim1 distindiiklerini anliyoruz.
Dolayistyla, onlarin finansal yeniliklerin literatiirde bahsedildigi gibi olumsuz yan
etkileri hakkinda diistinmelerini bekleyemeyiz. Eger teorisyenler finansal inovasyon
uygulayicilarina literatiirde belirtilen bu olumsuz etkiler konusunda bilgi verirse,

uygulayicilar bu konuda gerekli 6nlemleri almaya caligabilirler.
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Sonu¢ olarak, yukarida da tartistifimiz gibi, toplumunun kiiltirel oOzellikleri,
uygulanan hiikiimet politikalarinin yapisi ve politikalardaki bazi eksiklikler ve finansal
marketlerin yapisi1 ve kosullari, finansal yeniliklerin hem Tiirkiye 6rneginde hem de
diger gelismekte olan lilkelerde ortaya cikis ve gelisim siirecini etkileyen en énemli
faktorlerdir. Ayrica, Tiirkiye Ornegini goz Oniinde bulunduracak olursak, finansal
yeniliklerin gelisim ve yayilim siireglerinin diger gelismekte olan iilkelere gore daha
hizli ve cabuk oldugu goriilmektedir. Son olarak, bu arastirmanin sonug¢ kisminda,
Tirkiye’de finansal yeniliklerin ortaya ¢ikis ve gelisime siire¢lerinde uygulanabilecek

bazi politikalar 6nermekteyiz (bkz: tablo 7). Bunlardan bazilari sdyledir:

e Tiim bankalarin sahte islemler i¢in bir giivenlik sistemi vardir. Ancak, bu
sistemdeki baz1 sikintilar nedeniyle, dolandiricilik islemlerinin oran1 Tiirkiye'de
oldukca yiiksektir. Bu nedenle BDDK, finans sektorii i¢in bir glivenlik operasyon
merkezi olusturmak gibi gerekli Onlemleri almalidir. Bu merkezde finansal
yenilikler konusunda sizint1 testleri yapilmali ve dolandiricilik islemlerine karsi
giivenlik dnlemleri ve BT altyapilar1 gelistirilmelidir.

e Finansal yenilikler, 2008 krizinde oldugu gibi ekonomide bazi aksakliklara yol
acmaktadir. Bu nedenle, dngdriilemeyen riskleri ve yan etki risklerini azaltmak i¢in
finansal yenilikler kontrol edilmelidir. Bu amag¢ dogrultusunda, TCMB'de finansal
yeniliklerin siireclerini ve finansal sektor risklerini izlemek, analiz etmek ve
siirlandirmaktan sorumlu 6zel bir birim kurulmalidir. Bu birimde, 6nce finansal
yeniliklerle ilgili ulusal dncelikleri belirlenmelidir. Daha sonra, analiz sonuglarina
gore gerekli onlemler alinmalidir.

e Finans sektoriindeki fintech'ler ve girisimler gibi kii¢iik oyuncular, 6zellikle
erken kulugcka donemlerinde, gelisim siireglerini zedeleyen bazi sikintilarla
karsilagmaktadir. Bu nedenle, hiikiimet bu kiiciik oyunculari korumak ve tesvik
etmek i¢in baz1 destekleyici diizenlemeler uygulamalidir. Ornek olarak, fintech'ler

ve yeni baglayanlar icin tesvik fonlar1 ve baz1 vergi indirimleri uygulanmalidir.
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