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ABSTRACT 


Information  asymmetry  and  credit  risk  underlie  in  the  reasons  of  credit  access 
 obstacles  of  Small  and medium-sized enterprises (SMEs). In this regard, one of 
 the  purposes  of  the  thesis  is  to  find  out  constraints  that  stem  from information 
 asymmetries between firms and banks and also credit risks of SMEs in the bank 
 credit  access  of  Turkish  SMEs.  In  order  to  solve  asymmetric  information  and 
 credit  risk problems, the thesis aims to discover some factors  that can influence 
 bank lending decision to provide an easier access for those firms. Some methods 
 that  are  based  on  hard  data  can  solve  the  credit  access  issues.  However,  the 
 nonexistence  of  audited  financial  statements  and  lack  of  complete  and  timely 
 information  provided  by  SMEs  cause  troubles  for  banks  to  evaluate  SMEs’ 


creditworthiness  by  financial  indicators.  To  cope  with  this  issue,  the  thesis 
 suggests  some  variables  that  are  based  on  soft  information  such  as  some 
 attitudes of businesses and relationship between banks and firms. In this respect, 
 the  thesis  supposes  that  by  signaling  their  competencies  and  behaviors  that  are 
 related with entrepreneurial orientation, SMEs can reduce banks’ concerns about 
 their  credit risks in relationship  lending.   


Another  target  of  this  thesis  to  widen  entrepreneurs’  perspective  to  cope  with 
 constraints  of  bank  financing.  By  highlighting  the  importance  of  these 
 entrepreneurial  characteristics,  the  research  makes  entrepreneurs  and  SMEs  to 
 understand  their  competencies  and  significance  of  signaling  those skills  through 
 their  relationship  with  banks.  By  doing  so,  the  thesis  offers  an  alternative  way 
 for  SMEs  to  gain  bank  financing and face with reduced obstacles in their credit 
 access. 


Both banks and entrepreneurs can benefit from the outcomes of this research. By 
focusing  on  soft  information  such  as  SMEs’  entrepreneurial  characteristics 
banks  can  create  new  credit  assessment  methods  to  overcome  credit  default 
issues of SMEs. Moreover, the thesis can be useful for entrepreneurs to develop 
their  entrepreneurial  characteristics, and loan officers or loan managers can have 
better  understanding  of  those  behaviors.  In  this  context,  the  thesis  might  be 
helpful  for  entrepreneurs  and  bank  employees  to  improve  their  career  and  their 
working effectiveness. For these reasons, the research might be a useful resource 
in  the  academic  field  and  business  life  by  highlighting  the  importance  of 
entrepreneurial  ability  and personal development in bank financing. 
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ABSTRAKT 


Informační  asymetrie  a  úvěrové  riziko  patří  mezi  zmiňované  překážky  přístupu 
 k  úvěrům  Malé  a  střední  podniky  (MSP).  Z tohoto důvodu je jedním z cílů mé 
 práce  najít  komplikace  vyplývající  z  informačních  asymetrií  mezi  firmami  a 
 bankami  a  rovněž  problémy  spojené  s  úvěrovými  riziky  bank,  ke  kterým  mají 
 malé  a  střední  podniky  v  Turecku  přístup.  Tato  práce  se  zaměřuje  na  nalezení 
 určitých  faktorů  ovlivňující  rozhodování  při  úvěrových  možnostech  u  bank  a 
 zajištění snadnějšího přístupu těchto podniků k nim. Toto by napomohlo vyřešit 
 informační  asymetrie  a  problémy  spojené  s  úvěrovým  rizikem.  Některé  metody 
 založené  na  nezvratných  údajích  mohou  vyřešit  problematiku  přístupu  k 
 úvěrům.  Nicméně  chybějící  údaje  týkající  se  revidované  účetní  závěrky  a 
 nedostatek  úplných  a  včasných  informací  poskytnutých  malými  a  středními 
 podniky způsobují pro banky problémy, jenž  brání vyhodnocení bonity malých  a 
 středních podniků s využitím finanční ukazatelů. Za účelem lepšího porozumění 
 dané  problematiky  se  v  práci  rovněž  využívá  proměnných  faktorů,  které  jsou 
 založeny  na  subjektivních informacích, jako jsou např. postoje vlastníků firem a 
 vztahy  mezi  firmami  a  bankami.  V  této  souvislosti  práce  předpokládá,  že 
 signalizací kompetencí a chování, které souvisí s podnikatelskou orientací, MSP 
 mohou omezit obavy bank z úvěrových rizik  ve vztahu k úvěrům. 


Dalším cílem této práce je rozšířit perspektivu podnikatelů s cílem vyrovnat se s 
 omezeními  bankovního  financování.  Zdůrazněním  důležitosti  těchto 
 podnikatelských charakteristik práce napomůže pochopit dovednosti podnikatelů 
 a  MSP  a  potřebu  určitých  signálů  ve  vztahu  k  bankám.  Výzkum  tak  nabízí 
 malým  a  středním  podnikům  alternativní  způsob,  jak  získat  bankovní 
 financování a čelit  snížení překážkám  v přístupu k úvěrům. 


Výsledky  této  práce  mohou  být  přínosné  jak  pro  banky,  tak  pro  podnikatele 
 samotné.  Zaměřením  se  na  měkké  informace,  jako  jsou  podnikatelské 
 charakteristiky  malých a středních podniků, mohou banky vytvořit nové metody 
 hodnocení úvěrového rizika s cílem překonat problémy úvěrového selhání MSP. 


Kromě  tohoto  tato  práce  nabízí  podnikatelům  možnost  uvědomit  si  způsoby 
rozvíjení  jejich  podnikatelských  dovedností  a  bankovním  úředníkům  či 
manažerům  lepší  vnímání  takového  chování.  V  této  souvislosti  může  práce 
napomoci  podnikatelům  i  zaměstnancům  bank  zlepšit  jejich  práci  a  pracovní 
výkonnost.  Z  těchto  zmiňovaných  důvodů  se  jedná  o  užitečný  zdroj  informací 
jak  v  oblasti  akademické,  tak  oblasti  podnikání.  Práce  poukazuje  na  důležitost 
podnikatelských schopností a osobního rozvoje v bankovním financování. 
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1. INTRODUCTION 


1.1. Background  of the Research 


Similar  with  the  definition  of  the  European  Commission  (2003),  Turkish  SMEs 
 (Small  and  medium-sized  enterprises)  are  composed  of  small,  medium  and 
 micro  firms.  According  to KOSGEB’s  report  of  2015-2018  SME  Strategy  and 
 Action  Plan,  the  proportion  of  medium,  small  and  micro  enterprises in the total 
 number of SMEs in Turkey are 0.9 %, 5.4 % and 93.6% respectively.  Also, it is 
 indicated in this report that 69.7% of total wage workers are employees of those 
 businesses. 50%  of  total  investments,  56.2%  of  production  and  65.5%  of  total 
 sales were done by SMEs in 2013.  More than 99 % of all business are SMEs in 
 Turkey  (KOSGEB,  2015-2018  KSEP  Report)  and  this  percentage  is  same  as 
 EU-28  countries.  The  percentages  of  medium,  small  and  micro  enterprises  are 
 0.9%,  5.8%  and 93.1% of all non-financial businesses in EU-28. 66.4 % of EU-
 28  work  force,  56.8  %  of  value  addition  are  created  by  those  firms  in  EU-28 
 (EC,  Annual  Report,  2017/2018).    According  to  European  Commission  SBA 
 Fact  sheet  for  Turkey  (2017),  SMEs  generate  53  %  of  total  value  addition  and 
 73%  of  total labor force.  Those similar percentages for both Turkey and EU-28 
 countries  highlight  the  key  role  of  SMEs  not  only  in  Turkish economy but also 
 in the economy of EU-28.  


In  an  attempt  to  sustain  those  contributions  to  economies,  it  is  required  for 
 SMEs  to  survive.  In  this  regard,  financing  is  one  of  vital  factors  for  their 
 survival  although  they  encounter  various  difficulties  to  get  it.  According  to 
 Schmitz (1982) one of the main obstacles of small businesses to grow is gaining 
 loans.  Because  of  information  asymmetry  issues and costs of external  financing 
 institutions’  loans,  hierarchical  pecking  order  theory  comes  into  the  existence 
 for SMEs to make their financing choice. For this reason, SMEs firstly consider 
 their  internal  sources for their financing, otherwise they search for external loans 
 (Serrasqueiro and Caetano, 2015).  


Although  they  are  surrounded  with  many  financing  obstacles  that  banks  create 
(Altman  et  al.,  2018)  SMEs  are  substantially  dependent  on  bank  loans  in  their 
financing  from  external  sources. By  analyzing  some  SMEs in Europe, Duarte et 
al.  (2018)  outline  that because of lack of improvement in capital markets, SMEs 
are  reliant  on  bank  credit.  In  similar  vein,  Serefoglu  and  Gokkaya  (2017) 
investigate  some  SMEs  in  Turkey  and  confirm  that  the  biggest  constraint  for 
Turkish  SMEs  is  access  to  finance,  while  bank  financing  is  the  first  option  for 
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most  of  them.  This  is  because the  most  of  credit  instruments  are  owned  by 
 financial  sector  whose  major  player  is  the  banks  (Caouette  et  al.,  2008). 


Therefore,  this  research  analyzes  bank  credit  that  is  the  most  common  external 
 financing  source for most of SMEs not only in Europe but also in Turkey. 


However,  especially  in  emerging  countries  such  as  Turkey,  SMEs  face  with 
 more  obstacles  regarding  unstable  market  conditions,  regulations  of 
 governments  and  lending  policies  of  banks.    For  instance,  Yüksel  (2011) 
 highlights  that  comparing  to  developed  and  developing  countries  that  have 
 similar  economic  conditions  with  Turkey,  loan  interest  rates  are  higher  in 
 Turkey.  This  fact  exposes  to  Turkish  SMEs  to  face  with  higher  costs  to  gain 
 loans.  Moreover, most of SMEs in Turkey work in smaller extent and they have 
 weak  financial  and  organizational  structure (Yüksel,  2011).  Therefore,  they 
 might  not  have  adequate  amount  of  cash  and  lower  amount  of  debt  and  those 
 issues  also  create  difficulties  for  them  to  access  to  finance.  Nonexistence  of 
 credible  data  regarding  credit  reputation  of  SMEs  can  also  cause  financing 
 obstacles  especially  in  an  emerging  economy  such  as  Turkey  (Yıldırım  et  al., 
 2013).  This  is  because  financiers  look  for  previous  credit  payments  of 
 businesses  to  analyze  whether  borrower  firms  are creditworthy or not  (Karan et 
 al.,  2013).  In  his  study,  Yılmaz  (2016)  posits  that  amount  of  required collateral 
 is also one of main constraints for SMEs in Turkey to gain bank loans. Because 
 of  being  the  most  common  issues  in  receiving  bank  financing  for  SMEs  in 
 Turkey,  cost  of  loans,  amounts  of  debt  and  cash  of  firms,  credit  history,  and 
 collateral  are considered as credit obstacles by this research to work on.  


Although their importance for a country’s economy cannot be underrated, SMEs 
 face  with  all  those  mentioned  obstacles  because  of  their  credit  risk.  Depending 
 on  firms’  creditworthiness,  financiers  make  credit  decision  and  determine  the 
 cost  of  credits (Andrikopoulos  and  Khorasgani,  2018). Comparing  with  larger 
 firms,  SMEs  lending  is  more  hazardous  (Altman  and  Sabato,  2007),  because 
 SMEs  can  also  jeopardize  for  economies  regarding  to  their  low  profit  margins, 
 sales  volumes  and  investment  amount  especially  in  financial  crises 
 (Andrikopoulos and Khorasgani, 2018).  Those facts can make them to default in 
 credit  repayment  that  is the major credit risk for small firms (Dietsch and Petey, 
 2002).  


Because  of  SMEs’  higher  probability  of  default,  banks  need  to  develop  credit 
risk  models  for  them  to  mitigate  expected  and  unexpected  losses  (Altman  and 
Sabato,  2007).  Those  models  aim  to  measure  probability  of  default  adequately 
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and  most  of  them  are  mainly  based  on  hard  data  that  consists  of  accounting-
 based  ratios,  are  associated  with  transaction  lending.  For  instance,  liquidity, 
 profitability,  leverage,  solvency,  turnover  ratios,  (Altman,  1968),  return  on 
 equity,  operating  cash  flow  and interest coverage ratios (Neuberger and Rathke, 
 2009)  are  mainly  considered  by  accounting  based  methods  to  measure  credit 
 default.  Berger  and  Udell  (2002)  clarify  that  larger  firms  have  more  advantages 
 in  transaction  lending  comparing  to  small  businesses.  Since  most  of  SMEs  are 
 not  listed  in  stock  market,  it  is  difficult to measure credit risk of those firms by 
 the  models  that  focus  on  accounting  ratios  (Andrikopoulos  and  Khorasgani, 
 2018). Moreover, most of SMEs do not have audited financial statements and do 
 not provide timely and complete information to lenders. In this regard, problems 
 regarding  information  asymmetry  occur  because  when  one  party  of  lending has 
 more  timely  and  further  information  than  another  party,  information  asymmetry 
 takes  place  in  lending  (Nanyondo  et  al.,  2014).  Making  correct  credit  decision 
 becomes  more  difficult  in  SME  lending  for  banks  in  case  of  information 
 asymmetry. 


According to Minard (2015), information asymmetry among banks and SMEs is 
 the  reason  of  loan  obstacles.  When  information  asymmetry  exists  in  bank 
 lending,  banks  become  more  likely  to  misevaluate  credit  risk  (probability  of 
 default)  of  SMEs  that  causes  losses  for  them  by  having  higher  amount  of 
 nonperforming  loans  in  their  portfolio. Furthermore, banks  are exposed to more 
 costs  regarding  screening  and  monitoring  loans  of  those  firms.  To  protect 
 themselves  against  this  information  asymmetry  issue,  banks  require  more 
 obligations  that  create  credit  constraints  for  SME  such  as  increasing  interest 
 rates  or  asking  for  more  collateral  (Duarte  et  al.,  2018).  Although,  banks  are 
 willing  to  have  updated  and  reliable  information  to  evaluate  barrowers’  credit 
 risk  adequately  and  give  the  right  decision  for  lending,  getting information from 
 borrowers  is  such  a  taught  situation  because  information  is  interiorized  and 
 difficult  to  access.  In  this  case,  banks  look  at  some  other  indicators  that  are 
 mainly  based on soft data.  


In  this  case,  banks  can  search  for  specific  information  that  may  indicate  the 
quality  of  SMEs  (Stiglitz,  2002). This  soft  data  also  includes  dimensions  of 
entrepreneurial  orientation  (EO)  that  can  be  conveyed  through  both  theories 
namely,  signaling  and  relationship  lending.  Both  of  those  theories  with 
entrepreneurial  orientation  have  never  applied  by  previous  studies  to  gain  bank 
loans  for  SMEs.  Therefore,  one  of  the  purposes  of  this  research  is  to  reduce 
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credit  risk  and information asymmetry problems by  using those approaches and 
 focusing on the constructs of entrepreneurial  orientation. 


Relational  lending  includes  soft  information  that  consists  of  characteristics  and 
 personality  of  owners,  management  quality,  business  strategy  and  ownership 
 structure  of  firms  (Belás  et  al.,  2014).  By  relationship  lending,  banks  obtain 
 information  about  firms,  and  firms’  environments  and  owners  during  the 
 contracts  so  banks  use  this  knowledge  to  evaluate  credit  risk  and  credit 
 availability  of  businesses  (Moro  and  Fink,  2013).  In  this  case,  Entrepreneurial 
 Orientation (EO) can be a conceivable factor  because it is identified asa strategy 
 of  enterprises  that  is  related  with  their  entrepreneurial  characteristics  such  as 
 being  innovative,  risk  taker,  autonomous,  proactive  and  aggressive  against  their 
 competitors. The strategy involves all operational activities,  features and process 
 of  firms  that  indicate  above mentioned characteristics (Vantilborgh et al., 2015). 


By  signaling  their  entrepreneurial  competencies  related  to  EO,  firms  can  reduce 
 information  asymmetries  that  is  the  underlying  reason  of  their  credit  risk  and 
 credit  constraints. By  doing  so,  banks  can  be  more  informed  about enterprises 
 that  have  strong  EO  competencies,  are  able  to  perform  better  and  outlast  than 
 other  firms.  By  maintaining  and  improving  their  EO  activities,  SMEs  can  be 
 grown  and  be  more  successful  than  their  rivals (Bachmann,  Engelen,  and 
 Schwens,  2016). For  these  reasons,  they  can  be  more  likely  to  access  to  bank 
 finance.  


This  research  also  evaluates  influence  of  relationship  lending on access to bank 
 credit  from different perspective by including different dimensions of it, namely, 
 length  of  relationship  (LOR),  closeness  of  communication  (COC)  and 
 exclusivity  or  house  bank  status  (EHS). Longer  relationship  positively  impacts 
 access  to  finance  (Petersen  and  Rajan,  1994)  and  the  relations  between  banks 
 and  SMEs  (Fredriksson  and  Moro,  2014).  Moro  et  al.  (2015)  also  explain  that 
 the volume of loans that SMEs gain is influenced by the information asymmetry. 


The  scholars  also  mention  that  information  asymmetry  can  be  reduced  more, 
when  frequent  interactions  occur  in  relationship  lending.  Moreover,  Petersen 
and Rajan (1994) posit that enterprises are more likely to access to credit in case 
of  applying  it  from  their  main  bank.  When  banks  gain  more  information  about 
firms,  they  can  decrease the rate of borrower defaults and they are less likely to 
apply  for  some  activities  such  as  asking  for  more  collateral  and  complex  loan 
contracts.  Therefore,  this  study  also  examines  whether  longer  relationship, 
frequent  interactions,  and  higher  share  of  debt  finance  by  house  bank  enables 
credit access for SMEs or not.  
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In  the  event  of  evaluating  credit  applications  of  SMEs,  banks  can  also  utilize 
 observable  features  of  SMEs  that  can  determine  the  credibility  of  those  firms 
 (Certo,  2003).  By  doing  so,  they  can  reduce  information  asymmetry  to  make 
 correct  credit  decisions (Alsos and Ljunggren, 2013). When looking at from the 
 firms’  perspective,  SMEs  can  show  their  quality  to  lenders  by  sending trustful, 
 certain  and  notable  signals  (Zhao  et  al.  2008)  and  can  also  draw  lenders’ 


attention  (Busenitz,  et  al,  2005; Elitzur  and  Gavious,  2003). For  instance,  firms 
 may  get  financing  or  can  gain  other  financial  sources  by  signaling  their 
 innovative  abilities  such  as  showing  their  patents  and  applying  for  patents 
 (Baum  and  Silverman,  2004).  Similarly,  Moss  et  al.  (2015)  explain  that  the 
 probability  of  gaining  bank  credit  increases  and  length  of access to finance can 
 be  shortened,  if  microenterprises  signal  entrepreneurial  orientation’  dimensions. 


To  have  competitive  advantages  and  opportunities,  SMEs  need  to  enhance 
 strategic  entrepreneurship.  For  this  reason,  it  is  emphasized  in  the literature that 
 Entrepreneurial  Orientation  plays  a  fundamental  role  to  specify  those 
 opportunities  that  are  based  innovativeness,  risk  taking,  pro-activeness, 
 autonomy and competitive  aggressiveness (Rahman  et al., 2016).


1.2. Research  Gap  


As  in  other  SMEs  in  developing  counties,  access  to  bank  credit  is  also  a  vital 
 problem  for  Turkish  SMEs  because  of  their  credit  risks  and  information 
 asymmetry  between  those  firms  and  banks.  This  comprehensive  study  aims  to 
 find out the effects of EO of Turkish SMEs and relationship lending on access to 
 bank  finance  by  applying  signaling  theory.  In  this  regard,  the  thesis  proposes 
 that banks may reduce their anxiety about information asymmetry and credit risk 
 by  dealing  with  signals  of  EO  that  they  perceive  in  relationship  lending.  From 
 entrepreneurs’  side,  firms  may  be  able  to  get  easier  credit  access  by  signaling 
 their  characteristics related  with  EO in relationship  lending. 


The  positive  impacts  of  Entrepreneurial  Orientation  on  the  firms’  growth  are 
 confirmed  by  many  studies  (Islam  et  al.,  2011;  Roxas  and  Chadee,  2012; 


Khedhaouria et al., 2015). EO also affects some performance indicators such as 
growth of sales and market share (Kraus, 2013), number of customers (Wolff et 
al.,  2015),  and  number  of  employees  (Kraus,  2013)  positively.  On  top  of  that, 
the  positive  effects  of  EO  exist  on some management issues and activities such 
as  net  profit,  cash  flow  (Welsh  et  al.,  2013),  pricing,  ability  to  develop  and 
introduce  new  services  or  products,  advertising  and  promotion,  operations, 
financial  management,  business  image,  general  management,  business  location, 
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customer service, availability of competent staff and use of computer knowledge 
 (Munoz  et  al.,  2015).  But  when  it  comes  to  impacts  of  EO  on  access  to  bank 
 finance,  number  of  studies  lack  and  they  basically  consider  three  constructs  of 
 EO,  namely,  innovativeness,  risk  taking  and  proactiveness.  Although  another 
 measurement  of  EO  namely  autonomy  was  examined  by  Beltrame  et al. (2018), 
 their  study  investigated  impact of autonomy on bank guarantees. Therefore, this 
 research is a unique study that considers extended measurements of EO and their 
 impacts on bank credit access.  


Many  studies  exist  in  the  literature  in  relation  with  signaling  at  the  firm  segment 
 and  they  analyze  some  important  characteristics  that  act  as  signals ,  are  related 
 with  entrepreneurial  orientation  such  as,  preannouncement  of  new  products 
 (PNP)  (Lee  et  al.,  2016),  certifications  (Janney  and  Folta,  2006),  ties  with 
 prominent  players  in  the  market    (Dyer  and  Hatch,  2006;  Gulati,  2007), R&D 
 grants  and  subsidies  (Meuleman  and  De  Maeseneire  2012). Those  facts  have 
 also  seen  as  a  credible  signal  for  firms  to  signal  their  quality  and  to  alleviate 
 information  asymmetries  to  gain  loans  because  lenders  receive  them  to  make 
 more confident lending  decisions (Pollock and Gulati,  2007).  


Regarding  signaling  entrepreneurial  orientation  and  access  to  finance,  some 
 studies  analyzes  venture  capital  financing,  IPO  investments  and  microfinancing 
 institutions  and  some  of  them  use  entrepreneurial  rhetoric  and  narratives  (Moss 
 et  al.  2015; Allison  et  al.,  2013).  Although  this  study does not use narratives or 
 rhetoric,  it  enables  entrepreneurs  to  convey  their  entrepreneurial  characteristics 
 during  relationship  lending  that  provides  more  communication  and  interaction 
 opportunities  with  their  lender.  On  top  of  that,  this  research  applies  signaling 
 theory  and  use  more  credible  indicators  such  as  patent  and  investigates  their 
 impacts on bank credit access. Another reason why this study does not apply to 
 entrepreneurial  narratives  is  that  entrepreneurs  who  use  narratives  regarding 
 their  innovative  abilities  cannot get loans quickly (Allison  et al., 2013). 


When  viewed  from  different  aspect,  SMES  that  have  no  relationship  with  the 
banks  that  apply  to  get  credit  from,  are  obliged  to  face  with  processes  of 
transactional  lending  techniques  for  their  credit  evaluation.  This  is  because 
lenders do not have any information about those firms and are more interested to 
check  financial  statements  of  firms. Soft information such as EO characteristics 
of  SMEs  might  not  be  important  for  lender  and  they  will  not  focus  on  those 
characteristics  of  firms  to  evaluate  them  for  those  firms’  credit  evaluation 
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(Beltrame  et  al.,  2018). In  this  regard,  this  research  considers  SMEs  that  have 
 lending  relationship  with banks.  


Moreover,  the  positive  impact  of  relationship  lending  on  access  to  finance  is 
 approved  by  many  scholars.  However,  this  study  includes  both  EO  and 
 relationship  lending  together  and  look  their  influences  on  gaining  bank  loans. 


Similarly,  this is the only research that pays regard to influences of  signaling EO 
and  relationship  lending  on  having  bank  credit.  The  reason  of  involving  
Signaling  and  relationship  lending  theories  is  that  the  impacts  of  signals quickly 
deteriorate.  But  during  long  term  relationship,  firms  may  able  to  send  multiple 
signals  and  increase  their  probability  to  gain  credit  by  reducing  information 
asymmetry  that is the main  problem of SMEs’ credit risks.  
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2. LITERATURE  REVIEW  


2.1. The Reasons for Bank Credit  Obstacles  of SMEs  


The  constraints  that  SMEs  encounter  in  bank  financing  are  stem  from 
 information  asymmetry  (Ghimire  and  Abo,  2013; Minard,  2015).  Information 
 asymmetry  arises  from  lack  of  reliable  information,  and  existence  of  opacity 
 problem  about  default  risk  of  borrower  (Gama  and  Geraldes, 2012; Berger and 
 Frame, 2007). For this reason, banks become more likely to evaluate credit risks 
 of SMEs by mistake. To prevent this issue, banks can create more constraints in 
 SMEs‘ credit access such as asking more collateral or charging SMEs by higher 
 interest  rates.  In  the  literature,  adverse  selection  and  moral  hazard  have  seen  as 
 the  underlying  reasons  of  information  asymmetry  (Nanyondo  et  al.,  2014).  In 
 case  of adverse selection issue, firms are more acquainted with their potential to 
 payback  credit  than  banks.  Thus,  banks  suffer  to  find  differences  between 
 businesses  whether  they  are  high  quality  or  not (Minard,  2015) and  can  make 
 wrong  credit  decisions  that  cause  high  amount  of  non-performing  loans in their 
 portfolio.  Moral  hazard  arises  from  the  borrowers’  use  of  credit  for  different 
 purposes that lenders do not confirm (Okuyan, 2014). 


On the other hand, Nanyondo et al. (2014) consider both parties in bank lending 
 and reveal that information asymmetry comes into the existence when both sides 
 in  lending  do  not  have  all  detailed  information  about  themselves. Because of all 
 those factors banks create obstacles for SMEs to gain  credit access  (Nanyondo et 
 al., 2014). To cope with this issue, banks need to check reliable sources to close 
 this  information  gap.  In  this  regard,  audited  financial  statements  play  as  a 
 guarantee  role  for  banks  to  be  sure  about  the  borrowers’  survival.  Therefore, 
 banks  examine  the  financial  statements  of  firms  before  making  credit  decisio ns 
 for  them  (Nanyondo  et  al.,  2014).  Lambert  et  al.,  (2007)  and Ball  (2006) also 
 confirm  the  positive  influence  of  the  quality  of  financial  statements  on  credit 
 access.  


In  their  study,  Kim  et  al.  (2011)  outline  the  importance  of  borrowers’  financial 
 statements  that  are  checked  by  an  auditor.  These  audited  financial  statements 
 help  banks  in  loan  pricing  policies,  because  it  improves  the  reliability  of  them 
 from  the  perspective  of  banks  and  information  asymmetry  about  borrowers’ 


credit quality becomes reduced for banks. Minnis, (2011) and Kim et al., (2011) 
contend  that  audited  financial  statements  decrease  the  interest  rates  because  it 
provides  noteworthy  information to the banks and firms can gain advantages by 
facing  with  reduced  loan  costs.  SMEs  that  provide  more  quality,  complete and 
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timely  information  to  banks,    can  be  able  to  reduce  information  asymmetry  in 
 large  extend, by doing so they increase their possibility  to gain  loans.  


According  to  Moro et al. (2015), quality financial statement might signal the risk 
 of  SMEs for banks. Negative association between gaining loans and information 
 asymmetry and positive relationship among credit access and quality of financial 
 statement  are  confirmed  by  the  study  of  Nanyondo  et  al.  (2014).  The  financial 
 statements  of SMEs that are opaque, complicate the credit decisions of lenders. 


Incorrect  and  poor  information  also  hinders  SMEs  to  access  bank  credit. 


Therefore,  it  is  important  for  SMEs  to  increase  the  transparency  of  their 
 financial  statements.  Thus,  they  can  decrease  information  asymmetry  and  their 
 risks to gain credit from banks (Nanyondo et al., 2014). As specified above, the 
 financial  statements  that  are  audited  by  external  or  internal  auditor,  timely  and 
 complete  information  are  essential  factors  to  overcome  information 
 asymmetries.  Therefore,  this  research  pays  regards  to  those  facts  to  measure 
 information  asymmetry. 


The  information  that  is  insufficient  and  opaque  increases  the  cost  of  having 
 accurate  information  (Jenkins  and  Hussain,  2014)  and  banks  reimburse  from 
 those  costs  by  charging  SMEs  with  higher  prices  or  requiring  other  activities 
 that  create  obstacles.  Small  firms  do  not  have  any  stock  prices,  (Lawless  and 
 McCann,  2013),  they are usually not listed, not obliged to have  audited financial 
 statements  and  analysts  do  not  control  them  (Berger  and  Frame,  2007). 


Moreover,  they  do  not  have  transparent  financial  statements  (Berger  and  Udell, 
 1995).  Due  to  having  no  efficient  information  about  small  firms,  banks  are 
 usually not prone to provide credits for SMEs (Gama and Geraldes, 2012), apply 
 for  credit  rationing,  look  for  more  collateral  (Berger  and  Udell,  1995;  Rajan, 
 1992;  Beck  et  al.,  2006),  charge  small  firms  with  higher  interest  rates  or  apply 
 other activities  that create difficulties  for SMEs.


Another  substantial  factor  that  determines  credit  access  is  the  credit  risk  of 
 SMEs.  The  importance  of  credit risk and the concerns of banks and borrowers 
 rise  about  this  issue  day  by  day.  This  is  because  credit  risk  is one of the most 
 common  issues that is seen in financing (Andrikopoulos and Khorasgani, 2018). 


When SMEs default in loan repayment, this case not only causes increases in the 
 non-performing  loans  and  costs  of  banks,  but  also  decreases  their profitability. 


Therefore,  banks  impede  SMEs  to  access  to  loan  especially  for  firms  whose 
credit ratings  are problematic (Ikram et al., 2016). 
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Moreover,  in  case  of  having  unpredicted  alterations  in  the  creditworthiness  of 
 borrowers (Andrikopoulos  and  Khorasgani,  2018), their bankrupcy,  their ability 
 to  make  credit  payments  and  fulfill  the  liabilities,  (Trenca  and  Bolocan,  2010) 
 and  deterioration  in  their  financial  conditions  create credit  risks  (Nurgaliyeva, 
 2014).  Credit  risk  is  generally  calculated  as  borrowers’  probability  of  default 
 and  possible  financial  losses  that  they  create  for  lenders  (Andrikopoulos  and 
 Khorasgani, 2018). 


SMEs  are  more  risky for banks to give credit compared to larger firms  because 
 they  are  usually  not  able  to  provide  sufficient  collateral,  do  not  have  enough 
 internal cash flows to carry on their businesses, have high debt ratios and lack of 
 ability  to  guarantee  (Belás  et  al.,  2014).  Because  of  higher  credit  risk of SMEs, 
 banks  charge  them  with  higher  prices  (Cowling  et  al.,  2012) and  higher  interest 
 rates  (Yıldırım  et  al.,  2013)  look  for  more  collateral  requirements,  (Behr  and 
 Güttler,  2007)  apply  credit  rationing  (Cenni  et  al  2015).  Therefore,  those  four 
 important  determinant  factors  of  credit  risk  are  taken  into  consideration  to 
 evaluate  credit risk of SMEs in  this research.  


On  the  other  hand, many obstacles  have experienced by SMEs because of their 
 characteristics,  structure  of  banking  system,  market  structure and governments’ 


regulation  in  relation  with  their  credit  risk  and  information  asymmetry  between 
 banks  and  SMEs.  For  instance,  under  the  imperfect  market  conditions,  banks 
 apply  for  many  policies  to  close  the  information  gap  between  themselves  and 
 SMEs  such  as  ask  for complex and too many procedures for credit application 
 (Pandula,  2015).  By  using  a  data  from  191  Greek  small  and  micro  firms, 
 Daskalakis  et  al.,  (2013)  observe  that  bureaucratic procedures of credits are the 
 most significant  constraints for these firms.  


Credit  reputation  (Yıldırım  et  al.,  2013),  lack  of  lending  relationships  (Ardic  et 
al.,  2012),  lack  of  awareness  of  funding  opportunities,  lack  of  small  firms 
support  services  (Osano  and  Languitone,  2016),  having  non  developmental 
banking  system,  an  inadequate  financial  structure,  lack  of  guarantee  system 
(Wang,  2004),  inefficient  guarantees  schemes  (Azende,  2012)  are  other 
obstacles  that  SMEs  encounter  in  gaining  bank  financing.  Furthermore, 
monetary policies (Bougheas et al., 2006), unfriendly tax policy, and loan period 
(Ghimire  and  Abo,  2013),    high  level  of  market  power  of  banks  (Berger  and 
Udell,  2006),  banking  sector’s  degree  of  concentration  (Canton  et  al.,  2013),  a 
rise  in  the  concentration  of  banks  (Saeed  and  Sameer,  2015),  existence  of  too 
many  layers  in  hierarchy  levels  of  banks  (Berger  and  Udell,  2002)  and  lower 
level  of  authority  of  branches  in credit decision also make difficulties for SMEs 
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to  get  credit  (Shen  et  al.,  2009).  Lack  of  knowledge,  competencies,  experience 
 of  entrepreneurs  (Olomi  et  al.,  2008),  lower  education  level  of  entrepreneurs 
 (Achleitner  et  al.,  2011),  and  non-existence of efficient credit history  also create 
 difficulties  for  SMEs  to  gain  loans  (Olomi  et  al.,  2008).  Rejections  in  credit 
 applications,  ethnic  minority,  being  female  (Deakins  et  al.,  2010),  young,  small, 
 have  less  profit  and  bad  credit  history (Coleman, 2004) and screening errors of 
 banks  may  cause  discouragement  for  SMEs  to  apply  credits  (Kon  and  Storey, 
 2003).  Although  all  above-mentioned  bank  credit  barriers  exist  for  SME,  the 
 research  focuses  on  most  common  obstacles  that  have  already  analyzed  by 
 previous  studies  considering  to SMEs in Turkey. More details regarding current 
 and  previous  credit  access  conditions  in  Turkey  will  be  presented  by  the 
 following  title. 


2.2. Access to Bank Finance by Turkish  SMEs 


Although  the  number  of  staff  headcounts  are  same  to  identify  micro, small and 
 medium-sized  enterprises  in  the  European  Union  countries  and  Turkey,  the 
 definitions  of  different  size  firms  are  not  same  regarding  their  financial turnover 
 and  capital.  This  is  because,  Turkish  SMEs  have  lower  financial  turnover  and 
 capital  comparing  to  SMEs  in  European  countries  (Yüksel,  2011). Table  2.1 
 shows  the  definitions  of  SMEs  regarding  their  number  of  staff  head  counts, 
 financial  turnovers and capitals.


Table 2. 1: The definitions  of SMEs in Turkey and in European Union 


Criteria  Micro 


enterprises 


Small 
 enterprises   


Medium-Sized 
 enterprises   


TURKEY 


Staff  headcount   


0-9  10-49  50-249 


Net Turnover  ≤ € 493.210  ≤ € 4.110.085   ≤ € 20.550.423 
 The  Balance 


sheet  total  ≤ € 493.210   ≤ € 4.110.085  ≤ € 20.550.423 


EUROPEAN 
 UNİON 


Staff  headcount   


0-9  10-49  50-249 


Net Turnover  ≤ € 2 m  ≤ € 10 m  ≤ € 50 m 


The  Balance 


sheet  total  ≤ € 2 m  ≤ € 10 m  ≤ € 43 m 


Sources:  EC  Commission  Recommendation,  2003 and The Official Gazette of 
 Turkish Republic.  


Note:  (TL  was  converted  to  Euro  by  the  exchange  rate  of  Central  Bank  of 
 Turkey 22.01.2019, 1 euro= 6.0826 tl)  


According  to  Turkish  Banking Regulation and Supervision Agency (BDDK), 52 
national,  state  and  foreign banks exist in Turkish banking sector. 34 of them are 
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deposit  banks,  while  the  number  of  Development  and  Investment  Banks  and 
 Participation  Banks  (Islamic  Banking)  are  13  and  5  respectively. Moreover, this 
 report  also  expresses  that  26%  of  total  loans  that  are  given  in  Turkish  market 
 have  provided  for  Turkish  SMEs  (BDDK,  2018).  Figure  2.1  indicates  the 
 volume of non-performing loans in Turkey between the years of 2010 and 2018. 


If SMEs default in loan repayment for three running months, the loan becomes a 
 non-performing  SME loan (Kalaycı and Arslan,  2017).  


Figure  2.  1:  The  Volume  of  Non-performing  Loans  in  Turkey,  2010-2018 
 (Billion  TL, years) 


Source: BDDK, 2018 


There  was  an  upward  trend in nonperforming SMEs loans between the years of 
2010  and  2018  in  Turkish  banking  sector.  While  the  volume  of  nonperforming 
loans  was  6  billion  Turkish  liras  (around  1  billion  euros)  in  2010, it increased 6 
times  more  and  became  around  6  billion  euros  in  September  2018.  This  result 
can be an evidence for the problems of banks’ credit evaluation methods. This is 
because  they  might  have  given  wrong  decision  to  provide  credits  for  some 
SMEs  that  have  had  high  credit  risks.  Due  to  information  asymmetry  between 
those  firms  and banks, the banks in Turkish market might have not been able to 
calculate  their  credit  risk  correctly.  According  to  Kalaycı  and  Arslan,  (2017)  in 
comparison with consumer and corporate credits, SMEs credits have the highest 
ratio  in  nonperforming  loans  in  Turkey.    To  challenge  with  these  issues  in 
SMEs’  lending,  there  should  be  a new mechanism to close this information gap 
between both players in  bank lending. 
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Table 2. 2: Non-performing  SMEs loans, % of all  SME loans 


Country  2013  2014  2015  2016 


Turkey  3.12  3.27  3.92  4.9 


Chile  6.1   6.1   5.9   5.5 


Colombia  1.99  2.45  2.25  3.12 


Denmark  3.27  2.96  2.79  2.88 


Israel  0.4  0.35  0.14  0.2 


Korea  2.05  1.89  1.80  1.38 


Latvia  8.4  7.2  5.7  3.3 


New Zealand  2.4  1.6  0.7  0.8 


Poland  12.99   12.75   12.29   10.97 


Slovakia  9.90  10.30  9.00  8.10 


South Africa  2.92  2.94  2.51  2.55 


USA  1.21  1.21  1.23  1.25 


Source:  OECD,  Financing  SMEs  and  Entrepreneurs, An OECD Scoreboard, 
 2018. 


Table  2.2  demonstrates  the  percentage  of  non-performing  SMEs  loans  in  the 
 total  SMEs  loans  of  some  countries  from  all  over  the  world.  Most  of  the 
 countries  in  the  table,  have  lower  percentages  of  non-performing  SMEs  loans 
 than  Turkey.  Although,  the  percentages  of  non-performing  loans  in  some 
 countries  such  as  Chile,  Slovakia,  Poland  and  Latvia  were  higher  than  Turkey, 
 their percentages decreased year by year. When it comes to percentages of non-
 performing SMEs’ loans in Turkey, an upward trend exists. This upward trend is 
 also  in  existence  for  the  percentages  of  USA  in  the  presented  period.  But  the 
 increase  in  the  percentages  of  USA  had  been  to  a  lesser  extend  comparing  to 
 Turkey. 


Even though  some  of  Turkish  SMEs  access  to  finance,  they  face  with  some 
difficulties  in  the repayment of the loans. This increasing trend in the percentage 
of  non-performing  loans  for  Turkish  SMEs  can  be  the  results  of  asymmetric 
information  problem  between  firms  and  banks.  To  apply  for  a  credit,  SMEs  in 
Turkey do not have to present their balance sheet in case of having profit that is 
lower  than  250000  (around € 40.000).  Majority  of  SMEs  in  Turkey  have  not 
high  volume  of  revenue  so  they  are  not  willing  to  show  their  balance  sheet and 
this  case  can  create  information  asymmetry  (Kalayci  and  Arslan,  2017)  that lies 
behind the bank credit obstacles. Due to facing with this problem, banks cannot 
be  able  to  evaluate  probability  of  default  (credit  risk)  of firms correctly so they 
can  make  wrong  credit  decisions.  In  this  case,  borrower  firms might default so 
non-performing  loans  in  banks’  portfolio  increase.  To  reduce  those  default 
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problems,  banks  can apply some regulations that create difficulties for SMEs to 
 access to finance.  


Figure 2.2 presents the weighted average interest rates of trade credits (including 
 credits for SMEs) that were provided by banking sector in Turkey. But, the rates 
 of  the  Participations  Banks  were  not  included  and  those  rates  only  for  credits 
 that were gained in Turkish liras. 


Figure  2.  2: Weighted average interest rate charged by banks for trade credits in 
 Turkey (%) 


Source: Central Bank of the Republic of Turkey, Accessed: 20.01.2019 


According  to  Figure  2.2,  the  weighted  average  interest  rates  increased  year  by 
 year  between  the  years  of  2013  to  2018.  Although,  the  rates  increased  slightly 
 especially  the  years  between  2014  to  2017,  a  significant  raise  occurred in 2018. 


Those  high  interest  rates  that  were  charged  by  banks  in  Turkey  could  also  be 
 constraint  for  Turkish  SMEs  to  access  to  banks’  loans.  As  mentioned  above, 
 charging  SMEs  by  higher  rates  can  be  one  of  strategies  of  banks  to  protect 
 themselves  against SMEs’ default problems. 


Table  2.3  depicts  lending  interest  rates  for  SMEs  in  different  countries  from 
 European  Union  and  other  countries such as USA and China. Those rates were 
 lower  than  the  rates  of  Turkey  considering  to  years  between  2013  and  2016. 


There  was  a  downward  trend  in  the  SME  interest  rates  in  those  selected 
countries  while  the  rates  in  Turkey  increased  in  this  selected  period  (from  8.78 
to  13.85%).  For  this  reason,  SMEs  in  Turkey  might  have  been  obliged  to  get 
finance  by  higher  interest  rates  in  comparison  to  SMEs in the countries that are 
presented in Table 2.3.  
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Table 2. 3: SME Interest Rates in Various Countries, %, 2013-2016 


Country  2013  2014  2015  2016 


Austria  2.28  2.27  2.02  1.92 


China  8.39  7.51  5.23  4.77 


Czechia  3.13  3.76  2.70  2.50 


France  2.16  2.08  1.78  1.50 


Greece  6.51  5.80  5.38  5.32 


Hungary  7.40  5.10  4.70  4.20 


Italy  5.40  4.40  3.84  3.20 


Poland  3.85  3.52  3.00  2.86 


Portugal  6.82  5.97  4.60  3.83 


Slovakia  3.60  3.80  3.40  3.10 


Spain  4.79  3.86  3.01  2.44 


Sweden  3.29  2.71  1.75  1.57 


UK  3.60  3.43  3.33  3.22 


USA  3.23  3.03  2.95  3.02 


Source: OECD, 2018.  


According  to  Figure  2.3,  overall  score  of  Turkey  from  the  Index  of  Economic 
 Freedom is 65.4 where the top score is 100. The average score of EU countries 
 and  the  score  of  USA  from  this  index  are,  68.8  and  75.4%  respectively.  This 
 index  evaluates  trade,  business,  investment  freedom  and  property  rights  of  186 
 states.  In  comparison  with  the  European  countries  and  USA,  Turkey has lower 
 score  from  this  index.  Therefore,  it  can  be  stated  that businesses in Turkey are 
 less  free  and  the  property  rights  are  structured  less  efficiently  in  this  country 
 than Europe and USA.  


Figure 2. 3: Economic Freedom Indexes for USA, EU countries and Turkey (%) 
Source: Heritage, Economic Freedom Index, 2018 
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Figure 2. 4: Business Freedom Indexes for USA, EU countries and Turkey (%) 
 Source: Heritage, Business Freedom Index, 2018  


Business freedom is gauged by the challenges to start, open and close a firm and 
 involved from 10 determinants by applying the World Bank’s statistics. The aim 
 of  this  score  is  to  show  how  efficient  the  state  regulations  are  for  firms. 


According to Heritage 2018, concerns in politics and security concerns impacted 
 business environment of Turkey. As it can be easily noticed from Figure 2.4, the 
 score  of  Turkey  is  less  than  in  EU  countries  and  USA.  This  result  shows  that 
 state  regulations  are  less  effective  for  businesses  in  Turkey  to  operate  in 
 comparison with  other selected countries.  


Another important index that can be considered for the comparison of countries’ 


financial  conditions  is  financial  freedom.  Financial  freedom  is  a  dimension  of 
effectiveness  of  banking  and  being  free  against  government  supervision  and 
intervention  in  the  financial  market.  The  level  of  government  interferences  for 
financial  services,  banks  and  other  financial  institutions,  growth  of financial and 
capital  markets  and  having  competitive  market  including  foreign  players  are  the 
components of the financial freedom score that shows ease and effectiveness of 
gaining  financing  options  for  individuals  and  enterprises  in  an  economy 
(Heritage,  Financial  Freedom Index, 2018). 
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Figure 2. 5: Financial  Freedom Indexes for USA, EU countries and Turkey(%) 
 Source: Heritage, Financial Freedom Index, 2018 


According to Figure 2.5, the score of Turkey from the financial freedom index is 
 60.  According  to  Heritage,  the  country  that  has  score  of  60  from  finance 
 freedom  has  some  barriers. For instance, financial organizations are not capable 
 of  providing  all  services  because  they  are  exposed  to  some  limitations  of  the 
 government.  On  the  other  hand,  the  central  bank  also  has  some  constraints 
 regarding  controlling  and  ruling  of  financial  organizations  (Heritage,  Financial 
 Freedom Index, 2018).  


In  the  countries  that  have  higher  scores  from  financial  freedom  such  as  USA, 
 banks  have  more  independency  to  prolong  loan  terms  and  provide  easier 
 financing  conditions  for  their  customers.  In  an  optimal  financing  and  banking 
 atmosphere, lack of government interventions comes into existence, central bank 
 behaves  more  independent  and  credit  allocation  occurs  in  market  conditions. 


Due to having lower score from this indicator, Turkish SMEs can be more likely 
 to  face  with  more  constraints in their bank credit access in comparison with the 
 enterprises in European Union and USA. 


The  World  Bank  publishes  some  important  rankings  and  indicators  that  show 
effectiveness  of  the  economies  and  government  interferences  to  provide  credit 
access for business and individuals. Table 2.4 shows the rankings and the scores 
of  Turkey  from  some  of  indexes  that  World  Bank  provides.  Table  2.4 
demonstrates  that  getting  credit  ranks  of  Turkey  has  differed  from  79  to  78 
between  2012  and  2018.  However,  the  rankings  of  the  Turkey  in  this  selected 
period has not progressed remarkably.  As it is indicated in the table 2.4, the rank 
of  Turkey  from  resolving  insolvency  got  worse  in  the  period  between  2012  to 
2018. 



(32)32 


Table  2.  4:  Rankings  and  Scores  of  Turkey  from  some  World  Banks’  Indexes 
 (2012-2018) 


Rankings 
 and Indexes  


2012  2013  2014  2015  2016  2017  2018 
 Getting 


Credit 
 Ranking 


78  83  86  89  79  82  77 


Resolving 
 Insolvency 
 Ranking 


120  124  130  109  124  126  139 


Time, year  3.3  3.3  3.3  3.3  4.5  4.5  5.0 


Recovery 


Rate %  22.3  23.6  22.3  27.9  18.7  18.5  15.3 


Source: The World Bank, Doing Business Reports 2012-2018. 


Moreover, the time and recovery rate have also been deteriorated in this selected 
 period. Time is gauged as a default period of firms, until they repay some or the 
 total amount of money that they borrow from the banks. It is a recovering period 
 for  banks  to  have  the  money  that  they  lend  (The  World  Bank,  Doing  Business 
 Report,  2012,  p. 58). Therefore, the upward trend in the “time” indicator makes 
 banks  in  Turkey  to  face  with  default  problem  in  longer  periods  than  other 
 presented  countries  in  Table  2.5.  To  reduce  this  time,  banks  might  have  been 
 applied  some  regulations  that  have  caused  more  barriers  for  Turkish  SMEs  to 
 gain  loans.  


On  the  other  hand,  the  comparisons  of  some  countries  regarding  the  same 
 indicators in Table 2.4, are presented in the table 2.5. According to the table 2.5, 
 getting  credit  ranks  of  USA  (2),  UK  (29),  Spain  (68),  Slovakia  (55),  Czech 
 Republic  (42),  Poland  (29),  Russia  (29),  Germany  (42),  Australia  (6),  New 
 Zealand  (1)  and  China  (68)  are  better  than  Turkey’s  ranking  (77)  in  2018. 


Although  some  countries’  rankings  from  getting  credit  index  are  worse  than 
 Turkey, their rankings from the Resolving Insolvency index and scores from the 


“time”  and  “recovery  rate”  indicators  are  better.  The  scores  and  rankings  of 
 France, Belgium,  Italy  and Greece are the examples  for this fact.  


 Regarding  resolving  insolvency  index,  it  is  identified  as  “the  ranking  on  the 
 ease  of  resolving  insolvency  is  based  on  the  recovery  rate  that  is  a  function  of 
 time,  cost  and  other  factors  such  as  lending  rate  and  the  likelihood  of  the 
 company  continuing  to  operate”  (The  World  Bank,  Doing  Business  2013,  p. 


126).  Having  worse  rankings  in  resolving  insolvency  index  and  lower  rates  in 
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the  indicator  of  recovery  rate  can  be  also  evidence  of  increasing  trend  in  non-
 performing  loans in Turkey.  


Table 2. 5: Rankings and Scores of Some Countries from Various World Banks’ 


Indexes (2018) 


Countries   Getting  Credit 
 Rank 


Resolving 
 Insolvency 


Rank 


Time  Recovery 


Rate 


Australia    6  18  1  82.5 


Austria    77  23  1.1  80 


Belgium  105  11  0.9  84.6 


China  68  56  1.7  36.9 


Czechia   42  25  2.1  67 


France  90  28  1.9  73.5 


Germany  42  4  1.2  80.6 


Greece   90  57  3.5  33.6 


Italy  105  24  1.8  64.6 


Japan   77  1  0.6  92.4 


New Zealand  1  32  1.3  84.2 


Poland   29  22  3  63.1 


Russia  29  54  2  40.7 


Slovakia  55  42  4  47.3 


Spain   68  19  1.5  76.6 


Turkey  77  139  5.0  15.3 


UK  29  14  1  85.2 


USA  2  3  1  82.1 


Source: World Bank, Doing Business, 2018  


Considering  to  the  Strength  of  Legal  Right  index,  the  score  of  Turkey  differed 
between  2012  and  2018  and  it  was  3  and  4  out  of  12.  (World  Bank  Doing 
Business Reports, 2012,2018). But the World average from this index is 5, while 
the  average  scores  of  the  countries  in  European  Union  and  OECD is 6. On the 
other  hand,  the  score  of  USA  from  this  index  is  11.  This  index  refers  to 
efficiency  of  bankruptcy  and  collateral  laws  to  access  to  finance.  Having  low 
score  from  this index means that bankruptcy and collateral laws are not forceful 
enough  to  provide  credit  access  for  firms  in  Turkey.  For  this  reason,  the 
structure of those laws can create more financing obstacles for Turkish SMEs in 
comparison with the countries of European Union and OECD. In case of having 
ineffective  legal  structure  that  do  not  assert  firms’  rights,  SMEs  are more likely 
to encounter barriers in financing  (Dong and Men, 2014; Le and Nguyen,  2009). 
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Considering  to  Distance  to  frontier  score  from  getting  credit  index  (2017)  that 
 demonstrates the performance of economies and access to finance, Turkey’s and 
 average  of  Europe  Union  and  OECD  members’  scores  were  69,  76  and  77 
 respectively.  These  scores  make  it  clear  that  Turkey’s  score  is  further  than  the 
 average of members of European Union and OECD to the frontier where the top 
 score  is  100.  Therefore, individuals and enterprises in Turkey can be less likely 
 to  access  to  finance  in  comparison  with  some  countries  from  European  Union 
 and OECD members.  


Many  empirical  studies  are  also  in  existence  in  the  literature  regarding  bank 
 financing  obstacles  of  Turkish  SMEs.  These  studies  also  have  similar  results 
 with  above  mentioned  indicators  that  show  the  impediments  in  credit access of 
 SMEs.  In  emerging  countries  such  as  Turkey,  SMEs  face  with  more  barriers 
 when  gaining  bank  loans  (Erdogan,  A.,  2015).  Aras  (2001)  clarifies  the  major 
 issues  that  Turkish  SMEs  encounter  in  access  to  finance,  as  economic 
 instability,  the  structure  of  banking  system,  lack  of  support  policies  and 
 structural  problems.  Moreover,  high  interest  rates,  short  maturity  terms,  loan 
 sizes  (Yıldırım  et  al.,  2013),  high  borrowing  costs,  (Karabıçak  and  Altuntepe, 
 2001),  inadeaquate  collateral  (Yalçın,  2006)  are  other  constraints  to  access  to 
 credit  for  Turkish  SMEs.  By  analyzing  128  Turkish  firms,  Torlak  and  Uçkun 
 (2005)  find  that  having  lack  of  cash  money  and  capital,  economic  stagnation, 
 scarcity  of  capital  are  the  main  problems  of  financing.    Furthermore,  Akyuz  et 
 al.  (2006)  investigate  851  SMEs  in forest industry in Turkey and result that high 
 costs  of  capital  from  external  sources,  lack  of  information  about  financial 
 sources and bank expenses are some of the most significant financial constraints 
 to gain  loans.  


Furthermore,  Yılmaz,  (2016)  deduces  from  his  analyses  that  bank  loan  is  the 
 initial  external  financing  resource  for  majority  of  SMEs  in  Turkey.  But,  the 
 researcher  also  outlines  that  high interest rates, collateral and credit rationing are 
 main bank financing barriers for Turkish SMEs.  Okuyan (2014) also proves that 
 because  of  asymmetric  information  in  the  Turkish  banking  sector,  banks  apply 
 for  credit rationing. Credit rationing happens when banks delimitate the usage of 
 total amount of granted loans that  are given to the borrowers. As a consequence 
 of  credit  rationing,  banks  begin  to  decrease  the  amount  of  guaranteed  credits 
 because  of  existence  of  higher  level  of  non-performing  loans  (Okuyan,  2014).


Moreover,  firms  that  have  no  credit  history  and  no  adequate  collateral  are  in 
trouble  regarding  to  credit  rationing.  Due  to  the  existence  of  foreign  banks,  the 
competition  in  the  Turkish  banking sector is high and this case draws attentions 
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