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‘What Explains Firm’s Access to Finance in Turkey?

Tiirkive'de Frinalarin Finansmana Erisiminin Belirleyicileri Nelerdir?

Ekin Ayse Ozsuca

Abstract: The relationship between the financial sector and private non-financial sector deserves particular
attention given the incontestable importance of the private sector as an engine of economic growth and job
creation. Notwithstanding this importance, however, the evidence is highly suggestive that Turkish firms are
confronted with obstacles in accessing formal financial services. Along these lines, this paper provides new
empirical evidence for the determinants of access to finance by the enterprises in Turkey. In particular, the
study investigates some enterprise-specific characteristics that may have an impact on a firm’s ability in
accessing finance to scrutinize whether Turkish firms are credit constrained. The empirical analysis is based
on micro level data from the World Bank’s Enterprise Survey for the fiscal year 2019. Three different
measures of credit constraint are computed; a subjective measure based on perception and two objective
measures based on the usage of formal financial services and direct information on credit constraints.
Employing both subjective and objective measures of credit provide means for assessing the extent to which
and how key determinants among firms” characteristics displays variation between enterprises categorized by
alternative credit constraint measures. Overall, the findings of the study reveal that the age of the firm,
experience of the current manager, female/foreign participation in ownership and exporter status are found to
be significantly associated with the firm’s access to finance. Notably. the results display several differences
in underlying firm level factors for credit situation among subcategories based on alternative credit
indicators. The findings of the study are of remarkable importance for designing policy to improve firms’
credit constraints and advance bank-firm connectedness in Turkey.

Structured Abstract: The results of the 2019 World Bank Enterprise Survey demonstrate that access to
finance is one of the major obstacles facing enterprises since it has occupied the second highest frequency of
all obstacles listed in the survey. Following this statistical evidence, it can be inferred that Turkish enterprises
are confronted with obstacles in accessing formal financial services, which in turn could impede their
development as they may forgo growth opportunities. Accordingly, determining the factors affecting firms’
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access to finance is of significant policy-making interest in order to improve firm-bank connectedness, which
could promote faster output and employment increase.

Against this backdrop, this paper aims to provide new empirical evidence for the determinants of
firm’s access to finance in Turkey by utilizing micro level data from the World Bank’s Enterprise Survey for
the fiscal year of 2019. More specifically, the study explores some firm-specific characteristics that may have
an impact on enterprise’s ability in accessing finance to scrutinize whether Turkish firms are credit
constrained and/or disconnected from the financial sector. In that respect, the study not only examines the
relationship between several enterprise characteristics and credit constraints, but it also investigates the
reasons associated with lack of access to credit as perceived by enterprise managers.

This study aims to comprehend the existing literature in two main ways. Firstly, this research is the
first to use the most recent 2019 edition of the World Bank’s Enterprise Survey as regards to Turkey.
Secondly, it deviates from many existing studies by constructing an objective measure of credit-constrained
status following the methodology put forward by Kuntchev et al. (2014) besides using two different measures
of credit constraints, one of which is a subjective measure based on perception and the other on credit usage.
In this manner. this study offers a more comprehensive understanding of how firm characteristics affect
different credit constraints in the Turkish context.

Along these lines, the empirical analysis uses the 2019 World Bank Enterprise Survey data set for
Turkey. In this firm-level survey, the sample is selected and assigned survey weights so as to be a
representative sample of the non-agricultural, formal private sector in Turkey. A three-stage stratified
sampling procedure is used in sample selection. The 2019 survey respondents are comprised of 1663 formal
firms, which operate in the manufacturing and services sectors, in all the regions of Turkey. Following the
recent literature, alternative credit constraint measures are computed and three categories of enterprises have
been defined accordingly. This categorization facilitates investigation of possible differences in the
underlying factors of access to credit among subgroups. In particular, it provides means for assessing the
extent to which and how key determinants among firms’ attributes displays variation between different
categories of enterprises. Accordingly, three different probit models have been estimated individually for
each firm category by adopting several firm characteristics as explanatory variables.

The results of the study display that there are differences in the key determinants of access to
finance depending on the adopted credit constraint measure. More specifically, the results using the
perception based credit indicator show that exporters, firms with female or foreign ownership, and firms with
experienced managers are less likely to perceive access to finance as a major obstacle. Notably, sole
proprietorships are more inclined to see credit as a binding constraint, while the legal status of the firm is
statistically insignificant in terms of other credit measures. As regards to the use of formal financial services,
the key determinants among enterprise characteristics are found to be size, age, experience of the manager,
female participation in ownership and exporter status. The findings of the empirical analysis further indicate
that the age of the enterprise and foreign ownership are significant determinants of the probability of being
credit constrained.

By using evidence-based measures of credit constraints, the results of the study have provided some
important insights into the financing of enterprises in Turkey. Concrete efforts need to be undertaken to
overcome barriers in obtaining formal finance and hence, to increase firm-bank connectedness in Turkey.
Towards this end, the credit guarantee fund scheme, which was revived by the public authorities by early
2017, can be an alternative mechanism for the financing needs of small and medium-sized enterprises, can
resolve their problems of access to finance and foster financial inclusion. Moreover, the government could
further encourage and support women entrepreneurs, and facilitate their access to finance for the start-up and
growth of their businesses. Supporting the firms to focus on export market development could provide
improvements in financial access, which may also accompany a scale up in their operations and increase in
productivity.

Keywords: Access to credit, Financing constraints, Firms, Turkey
Oz: Ozel sektoriin iktisadi biiyiime ve istihdam varatmadaki inkar edilemez roli gbz @niinde

bulunduruldugunda, finansal sektor ile finansal olmayan 6zel sektér arasindaki iliskinin incelenmesi dnem
kazanmaktadir. Ancak bu oneme ragmen, bulgular Tirk firmalariun resmi finansal hizmetlere erisim
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konusunda engellerle karsilastiklariu ortaya koymaktadir. Bu dogrultuda, bu ¢alisma Tiirkive deki isletmeler
tarafindan finansmana erisime iliskin belirleyicilere yonelik yeni ampirik bulgular sunmaktadir. Tiirk
firmalarinin kredi kisitlamalart olup olmadigim ortaya koymak amaciyla bu arastirma, ozellikle firmanin
finansmana erisim giiciinii etkileyebilecek bazi firma diizeyindeki &zellikleri arastirmaktadir. Ampirik
analizler. 2019 mali yili icin Diinya Bankas: Isletme Anketi'nden alinan mikro seviye verilere
dayanmaktadir. U¢ farkl kredi kisitlamasi &l¢tisii hesaplanmustir; bunlardan bir tanesi algiya dayali bir
subjektif degisken ve diger ikisi ise resmi finansal hizmetlerin kullanumina ve kredi kisitlamalarina iliskin
dogrudan bilgiye dayanan objektif degiskenlerdir. Krediye iliskin hem subjektif hem objektif degiskenleri
kullanmak firma 6zellikleri arasindaki baslica belirleyicilerin ne dereceye kadar alternatif kredi kisitlamast
olciileri ile suuflandirilan isletmeler arasinda farklilik gdsterdiginin degerlendirilmesini saglamaktadir. Genel
olarak arastirmanin sonuglari firmanmn yvasuun, meveut yoneticinin deneyimlerinin, miilkivette kadin/yabanct
katiliminin ve ihracat¢i durumunun firmamn finansmana erisimiyle énemli derecede baglantilh oldugunu
gostermektedir. Sonuclar, alternatif kredi gostergelerine baglh alt kategoriler arasindaki kredi durumuna
iliskin altta yatan firma seviyesindeki faktorlerde bazi degisiklikler oldugunu acikca ortaya koymustur.
Arastumanin bulgulari, firmalarm kredi kisitlamalan durumunun ve Tirkiye'deki banka-firma bagiin
ivilestirilmesine yonelik politikanin gelistirilmesi bakimindan oldukca énemlidir.

Anahtar Kelimeler: Krediye erisim, Finansman kisitlamalari, Firmalar, Tiirkiye

Introduction

According to the results of the 2019 World Bank Enterprise Survey, access to finance is
one of the major obstacles facing enterprises as it has occupied the second highest frequency of all
obstacles listed in the survey. More specifically, among the constraints that firms report as
obstacles in their business environment access to finance accounted for 20 percent following the
obstacle of tax rates that was reported the most with 24 percent. Considering this statistical
evidence, it can be inferred that Turkish firms are confronted with obstacles in accessing formal
financial services, which in turn could impede their development as they may forgo growth
opportunities. In this context, the interplay between the financial sector and private non-financial
sector in Turkey deserves particular attention given the incontestable importance of the private
sector as an engine of economic growth. In that respect, determining the factors affecting firms’
access fo finance is of significant policy-making interest in order to improve firm-bank
connectedness, which could promote faster output and employment increase.

Against this background, this paper aims to provide new empirical evidence for the
determinants of access to finance by the enterprises in Turkey. In particular, the study investigates
some enterprise-specific characteristics that may have an impact on firm’s ability in accessing
finance to scrutinize whether Turkish firms are credit constrained and/or disconnected from the
financial sector. The empirical analysis is based on micro level data from the World Bank’s
Enterprise Survey for the fiscal year of 2019. The questionnaire not only allows us to examine the
relationship between several enterprise characteristics and credit constraints, but also let us
examine the reasons associated with lack of access to credit as perceived by firm managers. By
using evidence-based measures of credit constraints, the findings of the study could provide some
significant insights into the factors that would improve firms’ credit constraints and advance bank-
firm connectedness in Turkey.

In line with recent literature, alternative credit constraint measures are computed and three
categories of enterprises have been defined accordingly. This categorization facilitates
investigation of possible differences in the underlying factors of access to credit among subgroups.
Particularly. it provides means for assessing the extent to which and how key determinants among
firms’ attributes displays variation between different categories of enterprises. Along this line, three
different probit models have been estimated individually for each firm category by adopting several
firm characteristics as explanatory variables.
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This study aims to comprehend the existing literature in two main ways. Firstly, this
research is the first to use the most recent 2019 edition of the World Bank’s Enterprise Survey as
regards to Turkey. Secondly, it deviates from many existing studies by constructing an objective
measure of credit-constrained status following the methodology put forward by Kuntchev et al.
(2014) besides using two different measures of credit constraints, one of which is a subjective
measure based on perception and the other on credit usage. In this manner, this study offers a more
comprehensive understanding of how firm characteristics affect different credit constraints in the
Turkish context.

In the next section, a brief survey of literature which investigates the factors that impact
firms’ access to finance is provided. The second section describes the data used and descriptive
statistics, while the third section displays the econometric model and methodology. In the fourth
section, the empirical findings based on probit estimations are presented. The final section provides
a summary of the main results and discusses policy implications.

1. Literature Review

A broad and still growing literature has focused on access to and use of financial services
by enterprises along several dimensions, while recent data collection efforts on the firm-level
enables more comprehensive analysis. One of the important and most extensively analyzed
dimensions in the debate of access to finance is the financing constraints of the enterprises.
Following the seminal work of Fazzari et al. (1988), a considerable number of scholars have
explored the determinants of firms” financial constraints (Ayyagari et al., 2006; Beck et al.. 2006;
Claessens and Tzioumis, 2006 ; Schiffer and Weder, 2001; Wang, 2016) and their impact on firm
performance (Aterido et al., 2011; Beck et al.; 2005; Dinh et al., 2012; Fowowe, 2017) A common
finding in most of the research is that enterprises face a range of obstacles, while access to finance
features importantly among the different constraints, especially for the small and medium-sized
enterprises. Instead of focusing solely on self-reported constraints based on perceptions, a more
recent line of literature started to adopt a broader approach. incorporating an objective measure of
credit constraint based both on the firm’s usage of and ability to obtain new loans following the
framework described by Kuntchev et al. (2014) as the basis. Along this line, EBRD/EIB/WB
(2016) investigate whether firms in the MENA region are credit constrained, Chavez (2017)
examines the impact of credit information on the enterprise’s access to finance in 111 countries and
Fowawe (2017) explores the role of access to finance on firm growth in African economies.

Many studies are devoted to analyzing the gender differences in the firm’s access to credit
(Aristei and Gallo, 2016; Asiedu et al., 2013; Aterido et al., 2013; Bellucci et al., 2010; Bruhn,
2009; Hansen and Rand, 2014; Moro et al., 2017; Muravyev et al., 2009; Piresbitero et al., 2014),
while the findings of the studies are not yet definitive and provide mixed evidence as regards to the
existence of a significant gender gap in the access to financial services. Another group of studies
(Abor et al., 2014; Amornkitvikai and Harvie, 2018; Castagnino et al., 2013; Kumarasamy and
Singh, 2018) investigate the role of access to financial services in a firm’s export performance. The
broad consensus in these studies is that a firm’s access to finance improves its ability to export.

While a great amount of literature has examined the firm’s access to finance on several
dimensions, as suggested by the above review, only a very limited research has been directed
towards Turkey on this issue.

Yildirnim et al. (2013) investigate several enterprise-level characteristics that influence
access to finance using a sample of 970 small and medium-sized firms operating across nine
provinces of Mediterranean and Southeast Anatolia regions. Firm’s asset size, high and stable
sales, legal status and rate of exports are found as significant factors of satisfaction with banking
services. In her study, Erdogan (2015) investigates the enterprise-level determinants of perceiving
the access to finance as a major constraint by the small and medium-sized Turkish enterprises for
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the year 2013. By using cross-sectional data on 250 small and medium-sized firms, the empirical
results show that firms who made a loan application in the previous year and those that have
audited financial statements are less likely to see access to finance as a major obstacle. Notably,
size, age, business group affiliation as well as the share of exports in total sales are found to have
no impact on the inclination towards the perception that finance is a binding constraint. Mutluer-
Kurul and Tiryaki (2016) use the Business Environment and Enterprise Performance Survey to
examine factors related with the credit constrained firms in Turkey. The logistic regression results
reveal that firms are more likely to access finance if they are larger, exporter and being
independently audited. However, the likelihood of having access to finance decreases for firms
having overdue payments. Karacaovali (2017) assesses the access to finance conditions in Turkey
by using the World Bank Enterprise Survey for 2015. The comparative analysis relative to 2013
show that access to finance conditions have aggravated between the two years. Moreover, size,
foreign/female ownership, exporter and legal status seem to be significant determinants for
indicators of access to finance.

Another strand of literature focuses on the factors affecting firm employment growth in
Turkey, but this group of studies do not form the central focus of this paper. For instance, in their
analysis of enterprise dynamics in Turkey, Seker and Correa (2010) examine employment growth
of Turkish firms with a particular focus on small and medium-sized firms. The findings of the
study reveal that medium-sized enterprises are the lowest growing group among the others.
Comparing the results with that of several Eastern European and Central Asian countries, the
authors claim that the growth rate of small and medium-sized enterprises is lower than that of
several comparator economies in these regions. Another finding of the study is the positive effect
of improved access to finance on firm growth rates. Yorulmaz et al. (2019) , using the 2015 World
Bank Enterprise Survey data set, analyze the factors that have an impact on the employment
increases of Turkish firms. The analysis covers multiple correspondence analysis and logistic
regression. The findings reveal that, age, industry, education of the current manager among firm
characteristics, and inadequately educated workforce, political instability, tax administration among
obstacles, affect employment increases.

2. Data

The data set used in this analysis is drawn from the Enterprise Survey, which is being
conducted by the World Bank since 2002 over 150 countries. The survey not only provides detailed
information on the characteristics of a firm, including its size, sector, performance measures; but
also includes a rich set of information on the experiences of firms through various dimensions and
challenges of the business environment in which they operate, such as access to finance,
competition, corruption, and infrastructure.

The survey results regarding Turkey have been released in micro data sets for years 2008,
2013 and 2019 in both cross-section and panel data set formats, while the analysis below uses the
most recent 2019 Enterprise Survey. In this firm-level survey, the sample is selected and assigned
survey weights so as to be a representative sample of the non-agricultural, formal private sector in
Turkey. A three-stage stratified sampling procedure is used in sample selection. More specifically,
the sample is stratified by industry, establishment size and region. The 2019 survey respondents are
comprised of 1663 formal firms, which operate in the manufacturing and services sectors, in all the
regions of Turkey.

2.1. Dependent Variables

Subsuming a rich set of information on the financing of firms, the Enterprise Survey allows
us to compute various measures of credit constraints. In this respect, three different credit measures
have been constructed following the existing empirical literature, while all of these variables have
been derived from several questions asked in the survey. Among these variables, the first one is the
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perception based credit measure (Asiedu et al., 2013; Beck and Demirgiic- Kunt, 2006; Hansen and
Rand, 2014). The questionnaire explicitly asks the firm managers and other officers whether access
to finance is an obstacle to current operations of the establishment and rates the degree of obstacles
faced among categories ranging from ‘no constraint’ to ‘a very severe constraint’. Accordingly, the
perception based binary credit variable is defined and coded as one if the enterprise reports that
access to finance is either a ‘moderate severe’, ‘major severe’ or ‘a very severe’ obstacle. The
second credit variable is based on the use of formal banking services. The Enterprise Survey
provides information on the firm’s access to an overdraft facility, a line of credit or a loan from a
financial institution. Based on this information, a firm is identified as whether it has access to
formal financing channel. As regards to the second credit measure, a dummy variable is
constructed by taking the value of one if the enterprise is not currently using formal credit (Aterido
et al., 2013; Hansen and Rand, 2014; Muravyev et al. 2009). The third credit constraint measure is
constructed utilizing information on external finance and credit usage along with direct loan
application. The survey includes questions on whether or not the establishment applied for a credit
and on the reasons for not applying to formal credit. Following the methodology based on
Kuntchev et al. (2014), three categories of enterprises are defined as fully credit constrained,
partially credit constrained and not credit constrained. A firm is categorized as fully credit-
constrained if it (1) had no source of external financing and (ii) applied for a credit and was denied
or (iii) was discouraged applying for loan due to terms and conditions such as complex application
procedures, insufficient loan size and maturity, high collateral requirements, unfavorable interest
rates, or that they think the loan application would be turned down. Next, partially credit-
constrained firm is identified if it (i) had obtained external finance and (ii) did not apply for a
formal credit due to unfavorable terms and conditions or (iii) applied for a loan and was rejected.
Finally, unconstrained category comprises firms that (i) had sufficient capital and did not applied
for a loan from financial institution or (ii) applied for a credit and that application was approved.
Towards this end, fully and partially constrained firms are defined as credit constrained in the
empirical specification.

In order to classify whether enterprises in the sample are credit constrained, Table 1
portrays the share of firms with respect to each of the three alternative credit measures. While the
subjective indicator of access to finance provides a rather similar picture with the second measure,
it is quite higher compared to the objective measure of participation in financial markets. In
particular, 63 percent of enterprises perceive access to finance as a binding constraint for their
operations, whereas 68 percent of firms do not have an overdraft facility and line of credit/loans
from a formal financial institution. However, the direct credit constraint measure suggests a higher
portion of firms as either being fully or partially credit constrained with 23 percent.

Table 1: Firms Categorized By Alternative Credit Measures

Frequency Percent

Perceives access to finance as a major obstacle 1046 62.90
Do not have an overdraft facility/line of credit/loan 1133 68.13
Credit-constrained based on information external sources of finance and credit 386 23.21
application

Table 2 presents the reasons for a lack of loan application. Out of the 1663 firms in the
total sample, 64 percent reported “no need for loan” in regards to not applying for a credit, while
the second main reason features “‘interest rates are not favorable” as 27 percent of all respondents
citing unfavorable interest rates for lack of application. Other reasons, such as “application
procedures were complex”, “collateral requirements were high”, were cited by a considerably low
number of firms, hence it can be inferred that these reasons were not much of a concern.
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Table 2: Reasons for not Applying For a Loan

Frequency Percent

No need for a loan 788 64.86
Application procedures were complex 27 222
Interest rates were not favorable 328 27.00
Collateral requirements were too high 12 1.00
Size of loan and maturity were insufficient 2 0.16
Did not think it would be approved 7 0.58
Other 37 3.05

Table 3 shows the top five obstacles in the operation of enterprises. As can be seen, the five
most significant obstacles perceived by Turkish firms were reported as tax rate, access to finance,
political instability, inadequately educated workforce, and competition. Notably, the private sector
in Turkey appears to be suffering more from tax administration and access to finance, since 24 and
20 percent of survey respondents respectively chose these as significant barriers among the listed
obstacles.

Table 3: Top Five Obstacles for Firms

Frequency Percent
Tax administration 400 24.05
Access to finance 339 20.38
Political instability 202 12.15
Inadequately educated workforce 195 11.73
Competition 150 9.02

2.2. Independent Variables

Independent variables selected for the empirical analysis comprise a set of firm
characteristics that are well established in literature as potential determinants of a firm’s access to
finance. In this context, establishment size, firm age, manager experience, female and foreign
participation in ownership, direct exporter and legal status are adopted as covariates in the
empirical analysis to investigate their potential impact on the probability of being credit
constrained.

Among these explanatory variables, Sme is a dummy variable indicating small and
medium- sized enterprises. In comparison with large firms, smaller firms in general are more likely
to experience financing constraints. Size is documented to be a significant determinant for the
firm’s credit constrained status (Chavez, 2017; Kunchev et al., 2014), Moreover, cross-country
evidence displays that small and medium-sized enterprises tend to face more financing and other
institutional obstacles when compared to their larger counterparts (Ayyagari et al., 2006; Beck,
2007), while lack of access to finance is pointed out as the most significant constraint in the growth
of these firms (Beck et al., 2006; Cole and Dietrich, 2014; Schiffer and Weder, 2001; Wang, 2016).
Indeed. especially in developing and emerging economies, access to finance emerges as the most
constraining feature of the business environment for small and medium-sized enterprises, which
stem from lower levels of institutional development and the reluctance of financial intermediaries
in reaching out to these firms.

Following previous literature, 4ge is incorporated into empirical specification as an
indicator of enterprise age. It is calculated by subtracting the year of the establishment of the firm
from the survey year of 2019. In the literature, it is well documented that age of the enterprise
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increase the amount of credit extended (Berger and Udell, 1995; Petersen and Rajan, 1994) and that
older firms experience less obstacles in accessing finance than younger ones (Chavis et al. 2010,
Makler et al., 2013).

As regards to the human capital theory, the educational attainment, skills and experience of
the top manager are counted as human assets that are expected to positively impact firm
performance. In that regard, these assets could have a significant influence on the firm’s ability to
access credit. In particular, more experienced managers are deemed to have more exposure to
previous banking practice and thereby, more knowledge and understanding about the requirements
of banks and how to approach them for credit. Moreover, when providing loans, banks perceive
management experience as a signal that the manager has know-how on the banking part and also
has the competence to manage the funds. Hence, managers with higher business experience find it
easier and have a relatively more advantageous position in terms of accessing finance. Following
this line of thought and some previous studies (Brush et al. 2009; Zarook et al., 2013), the variable
Experience describing the top manager’s years of work experience is included.

It is commonly asserted that since financial institutions are biased against women, women
entrepreneurs experience many generic problems in accessing financial resources to establish and
develop their businesses, which may result in female-run firms to be less likely to be applied for a
loan, or more likely to be denied bank credits and discouraged from applying for a bank credit due
to anticipated rejection. Notably, it is documented in the still growing literature on gender gap in
credit access that firms with female ownership participation are less likely to use formal finance
channels (Aterido et al., 2013; Bellucci et al., 2010; Demirgiic-Kunt et al., 2008; Murayyev et al.,
2009; Richardson et al., 2004) and that they consider finance as a major obstacle (Bardasi et al.,
2007; Demirgiic-Kunt et al., 2008; IFC, 2011). This negative impact could be even more salient in
developing countries like Turkey, where social norms and cultural attitudes commonly ascribe a
traditional role distribution in society with women taking responsibility of domestic activities and
with men focusing on the financial support of the family as the bread-winner. Yet, it is important to
note that the evidence regarding this impact of gender in credit availability is far from conclusive
since numerous studies report that women face no gender bias as far as formal financial activity is
concerned (Bruhn, 2009; Carter and Shaw, 2006; Coleman, 2000; Wilson et al., 2007). In this
scope, the female dummy variable is incorporated to control for the impact of female ownership
participation.

Previous literature asserts that ownership structure is one of the significant determinants of
a firm’s ability of having access to finance (Beck et al., 2006; Galindo and Schiantarelli, 2002;
Harrison and McMillan, 2003; Mertzanis, 2017; Sembenelli and Schiantarelli, 1996). That is to say,
ownership structure differentially affects credit provision among enterprises, while foreign owned
enterprises tend to display lower financing restrictions compared to domestically owned firms.
More specifically, firms with foreign participation are expected to have more privileges in ensuring
adequate financing as they usually have greater access, at better terms, to international sources of
external funding than purely national firms, and this puts these firms which have foreign ownership
in a better position to access finance. Accordingly, due to this selection effect, foreign owned
enterprises are expected to face less financing obstacles. Following this line of argument, the
variable foreign, which is a dummy variable identifying foreign ownership, is included. The
variable is set as one if foreign participation in ownership is at least 10 percent.

A vast number of previous research (Beck and Cull, 2014; Cassar, 2004; Coleman and
Cohn, 2000; Storey, 1994) reported that legal status of the firm affects its ability to access bank
finance. Given the ownership—decision maker distinction and thereby, higher levels of formality,
shareholding companies and limited liability corporations finds it easier to establish credit histories
and provide sufficient collateral and hence, are expected to have better access and tend to use
formal finance than sole proprietorship firms. In a similar vein, when compared to sole
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proprietorships, these firms are less likely to perceive access to finance as a major constraint.
Accordingly, as an indicator of the legal status of the enterprise, the variable Sole is defined and
takes the value of one if the firm is a sole proprietorship.

Firms engaged in exports are expected to fare better in formal credit markets than non-
exporting companies. This could be linked to the fact that these firms have access to alternative
sources of finance such as trade credit. Moreover, in most cases, these export oriented businesses
have easy access to bank finance since they tend to be well established, productive and hence,
considered to be creditworthy by the financial institutions. Competitive pressures on exporters
have a positive impact on access to credit through its efficiency and high quality output effects
(Ganesh-Kumar et al., 2001). Therefore, exporter enterprises are less likely to face obstacles in
accessing financial services and less likely to be credit constrained. Accordingly, a dummy
variable of Exporter is incorporated and defined as firms with a 10 percent or above share of
exports in total sales.

3. Model

In order to explore firm-specific characteristics that may have an impact on a firm’s ability
to access finance; the following empirical model is constructed:

Y; = Pi+ B2 Sme; + f3 Age;
+ B, Experience; + s Female; + [, Foreign; + 3, Sole; + [ Export; + &

(1)

As explained above, Y is the dependent variable that represents whether firm 7 is credit constrained
and it is also a dummy variable. This outcome variable is set as one, otherwise zero, when the firm
perceives access to finance as a major obstacle, does not use formal banking services, is fully or
partially credit constrained according to each of the three measures of credit constraints. The
explanatory variables are several enterprise attributes comprised of both continuous (i.e. age,
experience) and dummy variables (Le. sme, female, foreign, sole, export). The dependent and
independent variables are described in Table 4.

Table 4: Description of the Variables

Variable Explanation

Credit perception 1 if credit is perceived as a severe obstacle, 0 otherwise

Credit use 1 if there is no line of credit/overdraft facility or a loan, 0 otherwise
Credit constrained 1 if credit constrained status, 0 otherwise

Sme 1 if small and medium-sized enterprise, 0 otherwise

Age Age of the firm

Experience Years of experience the current manager of the firm has been working for in the industry
Female 1 if female ownership, 0 otherwise

Foreign 1 if 10% or more is foreign owned, 0 otherwise

Sole 1 if sole proprietorship, 0 otherwise

Export 1 if direct exports are 10% or more of total sales, 0 otherwise

The empirical model (1) is estimated with a probit technique as the outcome variable is a
binary variable. Specifically, three probit models are estimated individually for each credit
constraint measure in order to analyze the predictive power of various firm-specific characteristics
on different dimensions of access to finance.

www.turkishstudies.net/social



310 Ekin Ayse Ozsuca

4. Estimation Results

The marginal effects of the probit estimation results for each of the alternative credit
constraint measures are reported in Table 5.

Table 5: Marginal Effect of Probit Regression

Model 1 Model 2 Model 3
Credit perception Credit use Credit constrained
Sme 0.0249 0.0634%* 0.0022
(0.0290) (0.0276) (0.0257)
Age 0.0001 -0.0001%* -0.0001%*
(0.0001) (0.0001) (0.0001)
Experience -0.0018* -0.0023%#* -0.0006
(0.0009) (0.0009) (0.0008)
Female -0.1055%%%* -0.0679%%* -0.0103
(0.0334) (0.0319) (0.0301)
Foreign -0.1101%* 0.0352 -0.1834%=*
(0.0559) (0.0325) (0.0600)
Sole 0.0531% -0.0366 0.0229
(0.0330) (0.0325) (0.0278)
Export -0.0551* -0.1222%%* -0.0036
(0.0306) (0.0291) (0.0271)
No of obs. 1663 1663 1663
Pseudo R2 0.1218 0.1191 0.1098

Notes: The values in parenthesis are standard errors.
wH% % % denote statistical significance at 1%, 5% and 10% levels, respectively.

The coetficient estimate of Sme is only statistically significant with a positive sign in the
second specification. That is to say. using formal financial services is more challenging for small
and medium-sized enterprises. Not surprisingly, small and medium-sized enterprises are more
likely than large enterprises to be constrained by formal financing channels. This result implies that
financial institutions do not sufficiently outreach small and medium-sized firms as reflected by
their lower use of formal banking products in Turkey. However, regarding the perception based
credit measure and direct credit constraint measure, no significant size impact is detected. Hence,
interestingly, the probability of perceiving access to finance as a major constraint and the
probability of being credit constrained have no association with the establishment size in Turkey.

Firm age (4ge) reveals a significantly positive relationship with the use of finance,
confirming the previous empirical evidence. Moreover, age of the enterprise turns out to be a
significant predictor of the probability of being credit constrained in Turkey. The older the firm, the
less likely it is to be constrained by finance. This result implies that older enterprises rely on
established reputation and signal more creditworthiness in access to and usage of finance. Whereas,
the probability of perceiving access to finance as a significant obstacle has no significant
correlation with the age of the firm.

The coetficient of the variable Experience is found as statistically significant only for the
first specification. This empirical finding suggests that as the working experience of the top
manager is increasing, the probability of a firm to perceive access to finance as a severe obstacle is
decreasing in Turkey. However, when it comes to the second and third model the estimated
coefficients as regards to experience is not significant. In other words, the experience of top
managers has no influence on the likelihood of a firm’s credit usage and credit constrained status.
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The empirical findings of the analysis display that female-owned firms are more likely to
use formal bank finance, however no such statistically significant gender impact is found for the
fully and partially constrained firms. This result may stem from the Turkish Government’s
combined efforts with several international organizations to support women entrepreneurs via
increased lending through financial intermediaries. The results further show that firms with female
ownership participation are also not more likely to perceive access to finance as a significant
obstacle.

As can be seen in Table 5, the coefficient on foreign ownership (Foreign) is negative and
statistically significant for the first and third estimated specifications, whereas it turns out to be
statistically insignificant in the second one. This result indicates that firms with foreign
participation tend to obtain financing from financial institutions more easily and hence, are less
likely to be credit constrained. Unsurprisingly, foreign owned firms are associated with a lower
likelihood of perceiving access to finance as a major obstacle in Turkey.

The estimation of the first specification yield the expected positive and significant sign for
the Sole variable, implying that the sole proprietorship firms are more likely to perceive access to
finance as a significant barrier than shareholding companies and limited liability corporations. This
result is not surprising given the simpler organizational form of sole proprietorships. However, the
coefficient estimates for the Sole are statistically insignificant for both the second and third model.
Hence, the results posit no significant impact of sole proprietorship on the probability of using
formal finance and being financially constrained.

The significantly negative coefficient estimates for the variable Exporter for the first and
second specifications demonstrate that non-exporters are more likely to discern financing
constraints and use finance. In other words, exporters are more likely to perceive access to credit as
a severe obstacle and are positively associated with higher degree of using formal financing
channels. This result could be attributable to higher creditworthiness of export-oriented companies
and their ability to access alternative sources of loans such as trade credits. However, the
estimation results as regards to the credit constraint measure based on external finance usage and
credit application information do not display a statistically significant relationship for the firm’s
exporter status.

5. Conclusion

Inadequate access to finance is considered to be a major issue for a number of countries
and this paper examines the role of firm-level characteristics in access to finance by using various
credit constraint measures. The main data source of this study is the 2019 Enterprise Survey
collected by the World Bank. This firm-level survey is conducted through a representative stratified
random sample of 1,663 firms operating in the manufacturing and services sectors, covering all the
regions in Turkey. Based on survey responses, three different credit constraint measures are
computed and alternative models are estimated to elucidate possible differences in underlying
factors in access to finance among different credit measures.

Overall, the findings of the study show that there are differences in the key determinants of
access to finance depending on the adopted credit constraint measure. More specifically, the
results using the perception based credit indicator display that exporters, firms with female or
foreign ownership, and firms with experienced managers are less likely to perceive access to
finance as a major obstacle. Notably, sole proprietorships are more inclined to see credit as a
binding constraint, while the legal status of the firm is statistically insignificant in terms of other
credit measures. As regards to the use of formal financial services, the key determinants among
enterprise characteristics are found to be size, age, experience of the manager, female participation
in ownership and exporter status. The findings of the empirical analysis further indicate that the age
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of the enterprise and foreign ownership are significant determinants of the probability of being
credit constrained.

To conclude, the results of the study have provided some important insights into the
financing of enterprises in Turkey. Given the significance of firms’ access to finance for their
efficiency and growth, concrete efforts need to be undertaken to overcome barriers in obtaining
formal finance and hence, to increase firm-bank connectedness in Turkey. Towards this end, the
credit guarantee fund scheme, which was revived by the public authorities by early 2017, can be an
alternative mechanism for the financing needs of small and medium-sized enterprises, can resolve
their problems of access to finance and foster financial inclusion. Moreover, the government could
further encourage and support women entrepreneurs, and facilitate their access to finance for the
start-up and growth of their businesses. Supporting the firms to focus on export market
development could provide improvements in financial access, which may also accompany a scale
up in their operations and increase in productivity.
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