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Chapter 1 – Financial Sector Development in Turkey 
 
A.    Introduction 
 
1.1 This chapter examines the depth of the financial sector, the presence of banks and 

credit cooperatives, and the use of their credit and deposit services throughout 
Turkey. The chapter is divided into two sections. Section B discusses financial 
sector depth in Turkey and compares it to that for other emerging markets. 
Section C describes the Turkish banking sector in more detail, placing special 
emphasis on characterizing its role in intermediating funds to the private sector.  
Sections D and E examine the Agricultural Credit Cooperatives and micro-finance 
institutions, respectively. 

B. Financial Sector Depth and Breadth  

1.2 Recent trends in financial sector depth in Turkey. The evolution of financial 
sector depth in Turkey since the mid 1980s, depends on how it is measured. 
Common indicators of financial sector depth include the ratio of liquid liabilities 
(currency plus demand and interest bearing liabilities of banks and other financial 
institutions) to gross domestic product (GDP), the extent of credit provided by 
bank and other bank like institutions as a share of GDP, as well as measures of 
stock market and bond market capitalization to GDP. Capitalization measures are 
indicators of capital market development, while the other measures track mostly 
banking sector depth. 

Figure 1.1: Financial sector depth indicators for Turkey, 1987-2003 
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           Source: International Financial Statistics (IMF). 
 

-1- 



1.3 Both the share of liquid liabilities to GDP and public bond capitalization to GDP 
grew almost steadily since the mid-1980s, with some reversals during the 1995 
and 2001 crises.  Stock market capitalization also grew considerably during this 
period, however, both the 1995 and, in particular, the 2001 crises brought about 
large declines in this ratio. 

1.4 Relative to the other indicators of financial sector depth, the evolution of credit to 
GDP has been rather disappointing. This indicator exhibited almost no growth 
during the late 1980s and early 1990s. After the 1995 crisis, credit to GDP did 
increase, but at a much slower pace than the liability and capital market indicators 
of financial sector development. However, progress made in terms of credit 
development was almost completely wiped out during the recent crisis, as a result 
of which credit to GDP levels went down to pre-1995 levels.  

Table 1.1: Financial sector depth indicators across selected countries 

Country Name Liquid liabilities to 
GDP 

Private credit by 
banks & other 

financial inst. to GDP

Stock market 
capitalization to 

GDP 

Public bond market 
capitalization to GDP

GDP per 
capita in 
PPP US$

 2000 2003 2000 2003 2000 2003 2000 2003 2003 
          

Turkey 39.5% 41.9% 18.7% 14.0% 46.0% 21.3% 24.6% 49.0% 6,398 
               

Argentina 31.8% 26.8% 24.4% 11.8% 44.1% 62.4% 10.9% 5.6% 11,436 
Brazil 28.3% 29.2% 35.3% 33.2% 38.6% 36.2% 40.7% 42.6% 7,360 
Bulgaria 32.3% 43.8% 11.6% 22.4% 5.3% 6.3%    7,304 
China 145.0% 176.4% 119.2% 135.5% 42.6% 40.6% 13.7% 18.9% 4,726 
Czech Rep. 63.0% 70.0% 49.9% 29.5% 19.6% 18.3% 38.0% 51.5% 15,453 
Estonia 32.1% 38.3% 22.6% 29.2% 31.7% 2.1%     12,790 
Hungary 43.3% 45.6% 27.5% 37.8% 29.1% 17.4% 33.6% 40.9%  13,777 
India 52.5% 60.2% 26.7% 30.6% 36.0% 34.3% 23.3% 29.2% 2,732 
Indonesia 57.4% 51.9% 20.4% 22.0% 29.8% 20.4%    3,175 
Jordan 107.8%   74.7%   63.6%      4,081 
Korea 82.9% 87.9% 112.9% 119.9% 55.3% 47.9% 14.4% 18.3%  16,977 
Latvia 25.2% 33.4% 15.2% 29.3% 6.2% 8.1%    9,702 
Lithuania 21.4% 29.0% 11.9% 16.8% 12.0% 12.9%    11,055 
Malaysia 125.3% 126.5% 128.5% 132.7% 145.2% 141.4% 29.6% 36.3% 8,986 
Mexico 27.9% 28.1% 17.8% 18.1% 24.5% 18.1% 10.5% 20.3% 8,661 
Philippines 62.7% 60.2% 42.5% 34.9% 66.8% 39.7% 27.9% 28.0% 4,082 
Poland 39.0% 41.6% 25.7% 28.1% 17.6% 15.3% 17.9% 29.1% 10,749 
Slovak Rep. 61.4% 62.8% 51.5% 35.0% 5.6% 7.1%    12,747 
Slovenia 43.7% 53.3% 33.7% 39.2% 11.9% 20.7%    18,091 
South Africa 42.2% 49.6% 65.0% 75.0% 173.5% 136.3% 40.1% 31.7% 9,774 
Thailand 112.2% 109.2% 110.5% 95.7% 35.4% 56.4% 13.5% 21.0% 7,175 
Ukraine 16.1% 30.0% 8.9% 19.7% 4.8% 7.5%     5,188 
Source: Financial Structure Database (World Bank).  

1.5 Benchmarking financial sector depth and banking sector outreach in 
Turkey. Compared to other emerging countries, Turkey fares favorably in terms 
of liability and capital market measures of financial sector depth, but performs 
very poorly in terms of credit market development. The ratio of liquid liabilities to 
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GDP for Turkey ranks slightly below the median for a sample of 24 countries and 
below all the Asian economies included. However, the ratio for Turkey surpasses 
that for many of the Latin American economies and European Union (EU) 
accession countries included in the sample. Capital market development in 
Turkey, measured by the ratio of stock market capitalization to GDP, exceeds that 
for most of the countries in the sample with the exception of Jordan, Korea, 
Malaysia, Philippines, and South Africa. On the other hand, with the exception of 
Argentina, which experienced a very significant crisis in 2001, the ratio of private 
credit to GDP for Turkey is well below most of the other countries in the sample. 

1.6 Though an assessment of why private credit depth in Turkey is lower than in 
many emerging markets is beyond the scope of this study, it is interesting and 
relevant to consider the likely impact of the quality of institutions and the 
business environment. Table 1.2 compares a number of macroeconomic variables 
known to influence credit market development. In particular, the table shows 
figures for real interest rates, inflation, government budget to GDP, and the 
percentage of bank claims directed to the public sector. A cursory look at the 
statistics reported in Table 1.2 suggests that Turkey is characterized by higher 
levels of inflation, interest rates, government deficits, and public sector borrowing 
from banks than most of other emerging markets in the sample. 

Table 1.2: Macroeconomic variables that can influence credit market depth  
across countries - Averages, 1998-2003 

Country Name Real deposit 
interest rate Inflation Overall budget balance, 

including grants (% of GDP)
Bank claims on the public 

sector (% of total) 
Turkey 11.2 50.2 -13.1 58.2 
        
Argentina 8.6 6.3 -2.5 42.7 
Brazil 13.4 8.3 -7.8 41.4 
Bulgaria -4.8 7.8 1.7 26.6 
China 2.5 -0.1 -2.6 6.9 
Czech Republic -0.7 4.4 -2.0 21.1 
Estonia -1.3 5.5 0.6 4.6 
Hungary 1.1 9.4 -4.4 26.0 
India   4.3 -5.2 37.4 
Indonesia -0.8 20.6 -1.3 46.9 
Jordan 5.3 1.5 -3.2 14.6 
Korea, Rep. 4.8 2.5   4.4 
Latvia 1.4 3.0 -1.9 17.6 
Lithuania 2.3 1.1 -2.3 28.8 
Malaysia 1.3 3.0   6.2 
Mexico -2.3 10.3 -1.4 45.9 
Philippines 1.2 6.6 -3.4 27.5 
Poland 6.7 4.2 -1.4 26.2 
Slovak Republic 4.4 5.1 -3.2 41.2 
Slovenia 1.4 7.2 -0.9 23.2 
South Africa 4.0 7.4 -1.8 7.8 
Thailand 2.2 1.9 -6.0 8.0 
Ukraine -0.3 14.1 -1.2 16.5 
Source: World Development Indicators (World Bank) and International Financial Statistics (IMF) 
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1.7 Furthermore, some aspects of the business and institutional environment relevant 
for credit market growth appear to be worse for Turkey (see Table 1.3).  Turkey 
ranks particularly badly when it comes to the legal rights of borrowers and 
creditors. The costs of creating collateral – often a prerequisite for getting credit – 
and the cost of enforcing contracts are not the highest among all countries 
considered, but they are still quite high both in absolute terms and also relative to 
those observed for most EU accession countries. 

Table 1.3: Business environment indicators that influence credit market depth, 2004 

 
Cost to create collateral 
(% of income per capita) 

(1) 

Legal rights 
index 

(2) 

Credit information 
index 

(3) 

Cost of enforcing 
contracts (% of debt) 

(4) 
Turkey 19.9 1 4 12.5 
     
Argentina 21.3 3 6 15.0 
Brazil 21.4 2 6 15.5 
Bulgaria 1.0 6 4 14.0 
China - 2 3 25.5 
Czech Republic 0.6 6 5 9.6 
Estonia   5 10.6 
Hungary 13.5 5 3 8.1 
India 11.3 4 - 43.1 
Indonesia 2.5 5 3 126.5 
Jordan 56.3 6 3 8.8 
Korea, Rep. 8.1 6 5 5.4 
Latvia 1.5 8 4 11.0 
Lithuania 4.1 4 3 14.1 
Malaysia 3.2 8 6 20.2 
Mexico 25.7 2 6 20.0 
Philippines 8.3 5 2 50.7 
Poland 1.2 2 4 8.7 
Slovak Republic 20.1 9 3 15.0 
Slovenia 3.2 6 3 16.3 
South Africa 2.3 6 5 11.5 
Thailand 1.1 5 5 13.4 
Ukraine 3.5 6 - 11.0 
Source: Doing Business Indicators (World Bank). (1) The indicator assesses the ease of creating and registering 
collateral. The data are based on research of collateral and insolvency laws and responses to a survey on secured 
transactions laws, developed with input and comments from experts, including from the Center for Economic Analysis 
of Law, the International Bar Association Committee E8 on Financial Law, and the European Bank for Reconstruction 
and Development. Costs include taxes, notary fees and duties associated with creating the security right and registering 
it in the collateral registry, where such a registry operates. (2) The index measures the degree to which collateral and 
bankruptcy laws facilitate lending. The index ranges from 0 to 10, with higher scores indicating that collateral and 
bankruptcy laws are better designed to expand access to credit. (3) This index measures rules affecting the scope, 
access and quality of credit information available through either public or private bureaus. The index ranges from 0 to 
6, with higher values indicating that more credit information is available from either a public registry or a private 
bureau to facilitate lending decisions. (4) The indicator measures the official cost of going through court procedures, 
including court costs and attorney fees where the use of attorneys is mandatory or common, or the costs of an 
administrative debt recovery procedure, expressed as a percentage of the debt value. 
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1.8 While the indicators above help to characterize financial sector depth, they are 
less meaningful in portraying the reach or breadth of financial services in an 
economy.  Broad access to financial services is considered central to the 
economic and social development of countries for several reasons. The first 
argument builds on the theoretical and empirical finance and growth literature, as 
surveyed by Levine (2005) and the importance of a well-developed financial 
system for economic development and poverty alleviation (Beck, Demirguc-Kunt 
and Levine, 2004).  Financial market imperfections such as informational 
asymmetries, transactions costs and contract enforcement costs are particularly 
binding on poor or small entrepreneurs who lack collateral, credit histories and 
connections.  Without broad access, such credit constraints make it difficult for 
poor households or small entrepreneurs to finance high-return investment 
projects, reducing the efficiency of resource allocation and having adverse 
implications for growth and poverty alleviation (Galor and Zeira, 1993).1. 

1.9 Second, one of the channels through which financial development fosters 
economic growth is through the entry of new firms (Klapper, Laeven and Rajan, 
2004) and the Schumpeterian process of “creative destruction”.  This implies that 
talented newcomers have access to the necessary financial services, including 
external finance. Access to finance for large parts of the population is thus seen as 
important to expand opportunities beyond the rich and connected and also crucial 
for a thriving democracy and market economy (Rajan and Zingales, 2003). The 
third argument is a socio-political one and sees access to financial services on a 
similar level as access to basic needs such as safe water, health services and 
education (Peachey and Roe, 2004). 

1.10 Access to financial services, however, is not synonymous to the use of financial 
services.  Economic agents might have access to financial services, but might 
decide not to use them, either for socio-cultural reasons, or because costs are too 
high. Therefore, it is necessary to carefully distinguish between two different 
concepts when discussing the outreach of the banking system– (i) access and the 
possibility to use financial services and (ii) actual use of financial services.2   

1.11 Using a recently constructed database on access and use of financial services 
across countries (see Beck et al. 2005); Table 1.4 compares the reach and use of 
financial services in Turkey to that of a subset of other emerging markets. There 
are two classes of indicators that correspond to the different concepts of access 
and use of financial services. First, the table presents data on the number of 
branches and ATMs relative to population and area. These are indicators of the 
geographic and demographic outreach of the financial system.  Higher branch 
intensity in demographic and geographic terms indicates higher possibilities of 
access and use of financial services by households and enterprises. Second, the 

                                                 
1 Capital market imperfections are at the core of theoretical models that show redistributing wealth from the 
rich to the poor would enhance aggregate productivity and therefore growth.  In the absence of well-
functioning capital markets and broad access to financial system, it is this wealth redistribution that creates 
investment opportunities.  
2 Compare Beck and de la Torre (2005). 
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table shows indicators of the number and value of loans and deposits relative to 
population. These loan and deposit measures are interpreted as indicators of the 
actual use of deposit and credit services. 

Table 1.4: Indicators of banking sector breadth across countries, 2003 

Country 
Name 

Population 
in millions 

Area 
(sq km) 
in 000s 

Number 
of 

branches 
per 

100,000 
people 

Branches 
per 1,000 

sq km 

Number 
of ATMs 

per 
100,000 
people 

ATMs 
per 1,000 

sq km 

Number 
of Loans 
Per 1,000 

People 

Number 
of 

Deposits 
per 1,000 

People 

Value of 
loans per 

capita    
(2003 
US$) 

Value of 
deposits 

per capita 
(2003 
US$) 

           

Turkey 70.7 770 8.5 7.8 18.0 16.5 n.a. 1114.2 1,504 1,568 
                   

Argentina 38.4 2,737 10.0 1.4 14.9 2.1 144.2 368.7 1,211 1,023 
Brazil 176.6 8,457 14.6 3.1 17.8 3.7 49.6 630.9 1,296 869 
Bulgaria 7.8 111 13.9 9.8 29.8 21.1 73.9 1351.4 846 949 
China 1288.4 9,327 1.3 1.8 3.9 5.4 n.a. n.a. 1,884 756 
Czech 
Republic 10.2 77 11.2 14.7 19.6 25.8 n.a. 1922.8 4,613 6,536 

Estonia 1.4 42 n.a. n.a. 57.5 18.4 n.a.   3,842 4,167 
Hungary 10.1 92 28.3 31.0 29.4 32.3     4,521 3,787 
India 1064.4 2,973 6.2 22.0         306 294 
Indonesia 214.5 1,812 6.3 7.5         440 486 
Jordan 5.3 89 10.0 6.0 9.4 5.6 80.4 465.5 1,565 2,809 
Korea 47.9 99 13.4 65.0 90.0 436.9     12,501 10,274 
Lithuania 3.5 65 3.4 1.8 28.8 15.3 58.9 1166.5 1,519 1,694 
Malaysia 24.8 329 9.8 7.4 16.4 12.4 329.0 1250.1 4,903 4,270 
Mexico 102.3 1,909 7.6 4.1 16.6 8.9   309.6 1,980 2,353 
Philippines 81.5 298 7.8 21.4 5.3 14.5   302.1 526 587 
Poland 38.2 304 8.2 10.3 17.3 21.7 773.9   2,239 2,329 
Slovakia 5.4 49 10.3 11.3 29.2 32.2     3,912 4,469 
Slovenia 2.0 20 2.2 2.1 66.1 64.6     7,697 9,451 
South Africa 45.3 1,221 6.0 2.2 17.5 6.5     3,273 2,366 
Thailand 62.0 511 7.2 8.7 17.1 20.7 247.9 1423.1 2,098 2,109 
Ukraine 48.4 579     0.9 0.8     286 349 
Median     8.5 7.8 17.8 16.5 144.2 1140.3 1,932 2,219 
Source: Beck, Demirguc-Kunt and Martinez Peria (2005) 

1.12 Banking sector breadth indicators shown in Table 1.4 reveal that Turkey generally 
outperforms many economies in Latin America and Asia, but tends to under-
perform across most of the indicators relative to many EU accession countries in 
the sample such as Bulgaria, Czech Republic, Estonia, Hungary, Poland, and 
Slovakia. In particular, in terms of the physical presence of bank outlets, Turkey 
has more branches (7.81) and ATMs (16.54) per 1,000 square kilometer than 
countries such as Argentina, Brazil, China, Indonesia, Malaysia, and Mexico but 
lower levels than the majority of the EU accession countries and many other 
countries in Asia. A similar pattern is observed for the number of ATMs per 
100,000 people. On the other hand,  Turkey’s performance in terms of the number 
of branches per capita is worse than for the other outreach statistics discussed so 
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far, since the value for Turkey (8.5) is not only lower than that for most EU 
accession countries, but it is also below that for Argentina, Brazil, Jordan, Korea, 
and Malaysia. 

1.13 In terms of the use of financial services, statistics such as the number of deposits, 
and the value of loans and deposits per capita, reveal that Turkey ranks below 
most countries in the sample other than Argentina, Brazil, India, Indonesia, 
Philippines, and the Ukraine. 

C. The Turkish Banking Sector  
 

1.14 The Turkish banking system today consists of 47 institutions  with a total of over 
6,276 branches and 133,000 employees. Assets for the system add up to US $300 
billion. More than half of the assets and 68 percent of the loans are held by 
Turkish privately-owned commercial banks. State-owned banks account for 
almost 32 percent of the assets in the system and almost 21 percent of the loans. 
Both foreign commercial banks and non-depository financial institutions hold 
small shares of the system. Foreign banks account for approximately 5 percent of 
the assets and 7 percent of loans while non-depository banks hold 3 percent of the 
system assets and account for almost 4 percent of loans. 

Table 1.5: The structure of Turkish banking sector, December 2005  
 

Total 
Assets 

Total 
Loans 

Bank Group   No. of 
Banks 

 (US$ 
Million) 

(US$ 
Million) 

Total 
Deposits 

(US$ 
Million) 

No. of 
Branches 

No. of 
Employees 

              
Privately-owned banks  17 179,306 77,396 104,893 3,737 78,804 
        % of total banking system 36.2% 59.7% 68.2% 57.0% 59.5% 59.3% 
State-owned Commercial 
Banks 

 4 95,570 23,775 71,461 2,111 38,432 

        % of total banking system 8.5% 31.8% 21.0% 38.9% 33.6% 28.9% 
Foreign Banks  13 15,664 7,736 7,549 393 10,611 
        % of total banking system 27.7% 5.2% 6.8% 4.1% 6.3% 8.0% 
Non-depository Banks  13 9,733 4,510 - 35 5,126 
        % of total banking system 27.7% 3.2% 4.0% - 0.6% 3.9% 
Total Banking System  47 300,274 113,417 183,904 6,276 132,973 

Source: Turkish Bankers’ Association. 

1.15 Striking features of the Turkish banking sector as of 2004 are the large share of 
securities in banks’ total assets (40 percent) and the relatively low share of loans 
(33 percent), especially given that lending is generally considered the “bread and 
butter” business of banks. Of course, there are significant differences across types 
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of banks. State-owned banks hold 58 percent of their assets in securities (traded 
plus non-traded) and 20 percent in loans, while foreign banks hold 20 percent of 
their assets in securities and 45 percent in loans. Among private banks, the share 
of securities is 33 percent and the share of loans is 39 percent. 

Table 1.6: The balance sheet structure of Turkish banks, December 2004 
  Banking Sector    State-Owned Banks   Private Bank s   Foreign Banks   
 Million  

US$ 
% total 
assets 

Million  
US$ 

% total 
assets 

Million  
US$ 

% total 
assets 

Million 
US$ 

% total 
assets 

  Liquid Assets 24,342 11% 8,620 11% 11,795 9% 1,253 16% 
  Traded Securities 52,271 23% 14,974 19% 34,806 27% 1,680 22% 
  Non-Traded Securities 38,759 17% 31,089 39% 7,253 6% 202 3% 
  Required Reserves 9,805 4% 2,902 4% 6,505 5% 379 5% 
  Loans 74,052 33% 15,592 20% 51,030 39% 3,476 45% 
    Past Due Loans (Net)  521 0% 78 0% 398 0% 29 0% 
    a) Past Due Loans   4,605 2% 1,785 2% 2,573 2% 113 1% 
    b) Loan Loss Reserves (-)  4,084 2% 1,707 2% 2,175 2% 85 1% 
  Other 27,151 12% 6,421 8% 19,284 15% 697 9% 
TOTAL ASSETS 226,901 100% 79,675 100% 131,071 100% 7,716 100% 
  Deposits 142,311 63% 60,418 76% 78,381 60% 3,513 46% 
  Loans From Others 38,011 17% 8,310 10% 24,990 19% 2,033 26% 
  Securities 349 0% - 0% - 0% - 0% 
  Other 12,921 6% 3,440 4% 7,282 6% 618 8% 
TOTAL LIABILITIES 193,593 85% 72,167 91% 110,653 84% 6,163 80% 
EQUITY 33,309 15% 7,507 9% 20,418 16% 1,553 20% 

Source: BRSA. SDIF banks are excluded. 

1.16 Looking at the type of securities held by banks (Table 1.7), it is clear that most are 
government-issued securities. This is true across all groups of banks. The share of 
government securities is 88 percent of all securities for the banking sector as a 
whole, 97 percent for state-owned banks, close to 80 percent for private banks, 
and 93 percent for foreign banks. To some degree banks’ holdings of government 
securities reflect payments by the government to banks for claims arising from 
past government subsidies on bank lending. However, the high share of 
government securities in banks’ assets also is likely to reflect banks’ willingness 
to invest in government paper because of the attractive rate of returns offered. 
 
Table 1.7: Bank holdings of government securities, December 2004  

 Government securities 
(million US$) 

% of total 
securities 

Banking sector 80,162 88% 
State-owned 44,490 97% 
Private 33,165 79% 
Foreign 1,757 93% 

Source: BRSA 

1.17 In terms of the type of loans that banks extend, Table 1.8 shows a clear and 
increasing preference for consumer lending. Approximately 27 percent of bank 
loans are consumer or credit card loans. In particular, for the system as a whole, 
credit card lending doubled as a share of total loans since 2000. The share of 
consumer and credit card loans is highest for foreign banks (48 percent of their 
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loans) and lowest for state-owned banks (25 percent). For both groups of banks, 
the share of loans was 16 percent prior to the 2001 crisis. In the case of private 
banks, the increase in consumer and credit lending was smaller. Private banks 
directed 24 percent of their loans to this segment in 2000 relative to 28 percent 
today. 

1.18 Working capital loans make up the second largest category of loans for the 
banking sector as a whole. This loan type accounts for 19 percent of total banking 
system loans. Working capital loans account for 23 percent of private bank loans, 
and almost all of them (97 percent) are long-term. In contrast, working capital 
loans account for only 9 and 10 percent of state-owned and foreign banks loans, 
respectively, and are primarily short-term. 

Table 1.8: The loan portfolio of Turkish banks (Millions US$) 
2004 2000 All Banks  

  Total Short 
Term 

Med. and 
Long Term Total Short 

Term 
Med. and 

Long Term
Consumer Loans  9,459 13.1% 38.2% 61.8% 5,837 13.2% 56.5% 43.5%
Credit Cards  10,372 14.3% 99.9% 0.1% 2,975 6.7% 100.0% 0.0%
Working Capital 13,675 18.9% 14.0% 86.0% 1,269 2.9% 0.0% 100.0%
Export & Import 11,765 16.2% 85.8% 14.2% 9,423 21.3% 89.1% 10.9%
Investment Loans 2,390 3.3% 0.0% 100.0% 1,556 3.5% 0.0% 100.0%
Specialty Loans  2,306 3.2% 43.3% 56.7% 4,212 9.5% 56.0% 44.0%
Loans from Funds  3,621 5.0% 30.2% 69.8% 4,379 9.9% 41.0% 59.0%
Discount Loans  313 0.4% 100.0% 0.0% 188 0.4% 100.0% 0.0%
Other Loans 18,554 25.6% 77.8% 22.2% 14,383 32.5% 74.4% 25.6%
Total Loans    72,454 100.0% 59.1% 40.9% 44,222 100.0% 67.2% 32.8%

2004 2000  State-Owned 
Banks 

  Total Short 
Term 

Med. and 
Long Term Total Short 

Term 
Med. and 

Long Term

Consumer Loans  3,167 20.3% 60.8% 39.2% 1,593 12.2% 87.7% 12.3%
Credit Cards  836 5.4% 100.0% 0.0% 524 4.0% 100.0% 0.0%
Working Capital  1,473 9.4% 87.7% 12.3% 262 2.0% 0.0% 100.0%
Export & Import 1,768 11.3% 58.9% 41.1% 1,777 13.6% 77.2% 22.8%
Investment Loans  222 1.4% 0.0% 100.0% 149 1.1% 0.0% 100.0%
Specialty Loans  2,192 14.1% 42.6% 57.4% 3,509 26.9% 58.6% 41.4%
Loans from Funds  3,248 20.8% 24.6% 75.4% 3,572 27.4% 31.5% 68.5%
Discount Loans  35 0.2% 100.0% 0.0% 15 0.1% 100.0% 0.0%
Other Loans 2,651 17.0% 90.0% 10.0% 1,635 12.5% 73.9% 26.1%
Total Loans    15,592 100.0% 59.3% 40.7% 13,036 100.0% 59.1% 40.9%

2004 2000  Private Banks 
  Total Short 

Term 
Med. and 

Long Term Total Short 
Term 

Med. and  
Long Term

Consumer Loans  5,502 10.8% 27.7% 72.3% 4,095 15.4% 43.5% 56.5%
Credit Cards  8,680 17.0% 99.9% 0.1% 2,333 8.8% 100.0% 0.0%
Working Capital 
Loans  11,792 23.1% 3.2% 96.8% 894 3.4% 0.0% 100.0%

Export & Import  7,744 15.2% 96.2% 3.8% 6,094 23.0% 95.4% 4.6%
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Investment Loans  1,890 3.7% 0.0% 100.0% 1,205 4.5% 0.0% 100.0%
Specialty Loans  48 0.1% 100.0% 0.0% 20 0.1% 98.8% 1.2%
Loans from Funds  34 0.1% 0.0% 100.0% 52 0.2% 0.0% 100.0%
Discount 227 0.4% 100.0% 0.0% 144 0.5% 100.0% 0.0%
Other Loans  15,114 29.6% 77.3% 22.7% 11,682 44.0% 77.0% 23.0%
Total Loans    51,030 100.0% 58.7% 41.3% 26,519 100.0% 72.0% 28.0%

2004 2000  Foreign Banks 
   Total   Short 

Term  
 Med. and 
Long Term  Total   Short 

Term  
 Med. and 
Long Term 

Consumer Loans  7839 22.5% 20.4% 79.6% 149 9.0% 79.0% 21.0%
Credit Cards  856 24.6% 100.0% 0.0% 118 7.2% 100.0% 0.0%
Working Capital 3612 10.4% 67.4% 32.6% 43 2.6% 0.0% 100.0%
Export & Import  898 25.8% 98.3% 1.7% 619 37.6% 92.6% 7.4%
Investment Loans  194 5.6% 0.0% 100.0% 148 9.0% 0.0% 100.0%
Discount Loans  43 1.2% 100.0% 0.0% 17 1.0% 100.0% 0.0%
Other Loans  339 9.8% 80.0% 20.0% 554 33.6% 73.2% 26.8%
Total Loans   3,476 100.0% 70.7% 29.3% 1,647 100.0% 74.7% 25.3%
Source: BRSA 

1.19 Export and import loans, which are mostly short-term, account for 16 percent of 
banking sector loans. They are a particularly important type of loans for foreign 
banks, accounting for 26 percent of their loans portfolio. On the other hand, they 
only represent 11 percent of state-owned bank loans. Private banks devote 16 
percent of their lending to finance exports. 

1.20 The very low and relatively stagnant share of long-term investment loans - 3 
percent of all banking system loans in 2004 and 4 percent in 2000 - is yet another 
reflection of a rather underdeveloped credit market. With 6 percent of their total 
loans directed to investment financing, foreign banks are allocating – in relative 
terms – the largest share to this segment. However, among all groups of banks, 
this share has been in decline. For foreign banks, the share was 9 percent in 2000. 
The share of investment loans among private banks was 5 percent in 2000 and is 4 
percent today. Among state-owned banks, the share of loans dedicated to long-
term investments has been 1 percent in both periods. 

Table 1.9: Share of cash loans to agriculture by type of bank 
 US$ Million Percentage of total loans 

All banks 2,308 5.15% 
State 2,302 25.39% 
Private 7 0.02% 
Foreign - 0.00% 

Source: Turkish Banker’s Association. 

1.21 In terms of the sector distribution of cash loans, Table 1.9 shows the share of 
loans financing agriculture relative to other sectors. Agricultural activities are 
particularly important in rural areas. Table 1.9 illustrates that while this sector 
accounts for roughly 14 percent of GDP, it receives only 5 percent of all bank 
loans. Furthermore, agricultural loans are heavily financed by state-owned banks. 
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These banks have 25 percent of their portfolio in financing of agricultural 
activities. In contrast, private and foreign financing to the sector is almost zero.  

1.22 Information on the main features of the loan products currently offered by banks 
in Turkey (obtained from interviews with the largest banks) is summarized in 
Table 1.10. Consumer loans are offered with a maturity ranging from 3 to 24 
months. In mid-2004, the interest on these loans ranged from a monthly rate of 
2.55 to a 3 percent rate. The fees for these loans ranged from 0.5 to 1.5 percent. 
The most common forms of collateral for consumer lending are personal 
guarantees, cash and liquid assets for goods other than cars and houses. Housing 
loans require that the property be placed as collateral and car pledges are used as 
collateral for car loans. In general, banks report that 2 visits to the bank are 
required to apply for these loans. After that, loan processing takes 1 to 7 days. 

Table 1.10: Bank Loan Features 
 Consumer Loans Corporate Loans SME Loans Agricultural Loans

Maturity From 3 to 24 months 12 months (some institutions make 
longer maturity) 

From 1 to 4 years From 9 to 12 
moths 

Interest rate From 2.55% to 3% 
monthly 

From 26% a year for loans in TL 
to 5% for loans in foreign currency 

From 26% to 44% 
a year 

From 30% to 42% 
a year 

Fees From 0.5% to 1.5% n.a n.a n.a 

Collateral Personal guarantees, 
cash and liquid assets 
for goods other than 

cars and houses 

Land, other real estate, account 
receivables, cash, other liquid 
assets and personal guarantees 

Personal 
guarantees, cash, 

land and other real 
estate 

Real estate, 
personal 

guarantees and 
liquid assets 

Loan Processing From 1 to 7 days From 1 to 4 weeks n.a n.a 
Source: Interviews with banks. 
 
1.23 In most cases, corporate loan maturity is 12 months, but some institutions 

mentioned making longer maturity loans in some instances, depending on the 
borrower and its needs. However, loans are rarely extended for longer than 4 
years. Typically, land, other real estate, account receivables, cash and other liquid 
assets are used as collateral. Personal guarantees from the business owner are also 
commonly used. These applications are processed within 1 week to 1 month 
depending on the loan and institution. Interest rates on these loans vary from 26 
percent for loans in Turkish Lira and 5 percent for loans in foreign currency. SME 
loans can range from 1 to 4 years in maturity, although 1 year maturity is most 
common. Interest rates range between 26 and 44 percent a year, depending on the 
borrower and on the institution. Typically personal guarantees, cash, land, and 
other real estate are used as collateral. 

1.24 Only three of the institutions surveyed (Ziraat, plus two of the largest private 
banks) responded having an agricultural loan product. With the exception of 
Ziraat that makes loans up to 5 years for investment purposes, the remaining 
institutions make loans with maturity between 9 to 12 months at the most. Interest 
rates charged range between 30 percent (charged by Ziraat) and 42 percent. Real 
estate, personal guarantees, and liquid assets are the preferred types of collateral. 
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D. The Agricultural Credit Cooperatives 
 

1.25 No examination of financial breadth in Turkey, especially in rural areas, can be 
complete without an analysis of the Agricultural Credit Cooperatives (ACCs) 
system and its operations. The ACC system consists of 1,993 cooperatives and 
approximately 1.4 million members. The main function of these cooperatives is to 
provide inputs and credits3 to its members (mostly farmers in rural areas). As of 
2004, ACCs had 1.98 billion NTL in assets, almost half of which (880 million 
NTL) were commercial credits distributed among its members (see Table 1.11).4  
The total market value of real property assets was is estimated at 450 million 
NTL: half is non-core land assets, while the other half is core assets in buildings. 

1.26 Similar to banks, ACCs’ securities portfolio is fairly large (it accounts for 21 
percent of assets). However, ACCs appear to be less liquid than banks, with about 
10 percent of their assets held as cash in bank accounts. Equity accounts (paid in 
capital, capital reserves and earnings) represent almost 80 percent of ACCs’ 
assets, while liabilities account for the remaining 20 percent. 

 
Table 1.11: ACCs Consolidated Balance Sheet Structure, December 2004 
ASSETS Billion TL 

(1000 NTL) 
% of 

Assets 
LIABILITIES Billion TL 

(1000 NTL) 
% of 

Assets 
Cash in Bank accounts. 158,480 8.0% Financial debts 97,937 5.0% 
Marketable securities 15,954 0.8% Accounts payables 167,668 8.5% 
Commercial credits 751,190 38.0% Advances received 2,978 0.2% 
Other current accounts 2,164 0.1% Accrued taxes and duties 124,600 6.3% 
Stocks-fertilizer 112,413 5.7% Accrued expenses 269 0.0% 
Prepaid accs.accrued inc. 37,028 1.9% Other accrued expenses 923 0.0% 
Other current assets 14,981 0.8% Other short term accounts 671 0.0% 
Total current assets 1,092,210 55.2% Total current liabilities 395,046 20.0% 
Commercial credits 120,807 6.1% Financial debts 14,625 0.7% 
Commercial accounts 830 0.0% Commercial debts 25 0.0% 
Investment-participations 414,935 21.0% Other debts 9 0.0% 
Fixed assets-buildings etc. 343,719 17.4% Accrued taxes and duties 674 0.0% 
Other non-current assets 2 0.0% Accrued Income for future years 512 0.0% 
Prepaid exp.accrued inc. 5,091 0.3%    
Other accounts 11 0.0%    
Total long-term assets 885,393 44.8% Total long-term liabilities 15,846 0.8% 

    Total equity accounts 1,566,711 79.2% 
TOTAL ASSETS 1,977,603 100.0% TOTAL EQUITY + 

LIABILITIES 
1,977,603 100.0% 

Source: ACCs 

                                                 
3 The ACCs are not solely a credit delivery mechanism – they are a multi-purpose integrated service 
organization. ACCs provide credits (mainly in kind), inputs (seed, fertilizer, chemicals and fuel), 
consumables (cooking oil, canned olives, bagged dry food, soap and coal), insurance (Guven insurance sold 
through coops),marketing (crop purchase of wheat, barley and corn and some coops involved in marketing 
of animal products and perishable farm produce), production (certified seed), extension services, and other 
services (artificial insemination is provided through a subsidiary). 
4 Still, ACC loans in 2003 were only 12% of the total loans disbursed by Ziraat Bank. 
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1.27 Traditionally, ACCs have relied heavily on funds from Ziraat to extend loans to 
its members. Prior to 2001, more than 80 percent of ACC loans were financed 
with sources from Ziraat.  Following the 2001 financial crisis and the subsequent 
restructuring of Ziraat, this bank’s support to ACCs declined rapidly. As of 2003, 
Ziraat sources accounted for only 15 percent of all loans extended by ACCs.   

 
Table 1.12: ACCs Loans by Source of Funds, 1999-2003 

Years Credit From Ziraat Sources Credit From ACC Sources 
 Million TL 

(equiv. to NTL)
% of total credit Million TL 

(equiv. to NTL) 
% of total credit 

1999 483,190,150 80% 123,578,611 20% 
2000 697,525,724 87% 100,218,708 13% 
2001 317,464,394 42% 432,888,411 58% 
2002 341,215,768 33% 690,677,153 67% 
2003 100,405,848 15% 553,083,314 85% 

Source: ACCs 

1.28 As a result of agricultural reforms which followed the 2001 crisis, the GOT 
discontinued interest rate subsidies granted through state-directed lending through 
ACCs.  ACCs’ interest rates followed those of Ziraat Bank and became positive in 
real terms (in the 8-10 percent range) in 2002-2003.  As farmers became aware of 
GOT plans to restructure their ACC loans (by recalculating past interest at much 
lower interest rates applied retroactively), the share of overdue loans rose to 20 
percent.  In late 2003 and 2004, the GOT implemented an ACC loan restructuring 
which cut roughly 300 million NTL off farmers’ loan balances.  Restructured 
loans reached almost a 50 percent share of all ACC loans in 2003, and written-off 
loans were less than 1 percent of the total.  In 2004, the level of restructured loans 
declined to below 20% in 2004, but overdue loans rose to over 25 percent.   

1.29 Despite this very unstable situation of government intervention and consequent 
incentives for farmers to delay loan repayments, the ACC system responded in 
2004 by boosting its loans by 230 million NTL, basically by drawing down its 
cash reserves.  Trying to serve a larger share of its client base is laudable, but it is 
risky if more government interventions in ACCs’ loan terms with their clients are 
still possible.  The ACCs hedge this risk by not liquidating their stock holdings in 
25 companies (operating in fertilizer, animal feed and food businesses), though 
these stocks are non-productive in terms of the level of dividends received. 

 
Table 1.13: The Status of ACCs Loans, December 2003 and December 2004 

By Type Share of Total Loans, 2003 Share of Total Loans, 2004 
New Loans in Cash 4.1% 
New Loans in Kind 31.0% 

 
56.8% 

Restructured Loans 44.3% 17.7% 
Overdue Loans 20.6% 25.5% 
Total Loans 100.0% 100.0% 

Source: ACCs 
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1.30 Within the ACC system, there are different regional business strategies as ACCs 
located in the western and eastern regions of Turkey differ significantly in their 
ability to collect loans and therefore in their incentive to provide agricultural 
credit. Eastern ACCs are exposed to a higher risk of political influence and 
farmers have a higher expectation of further loan forgiveness.  Loan overdue rates 
are as high as 60 percent in eastern ACCs but only 15 percent in the western 
ACCs. Therefore, most ACCs in eastern Turkey prefer in-cash sales rather than 
in-kind loans in order to avoid further erosion of capital. Still, 84 percent of the 
ACCs located in Eastern, South Eastern and the Black Sea regions, make a loss.   

1.31 Despite higher loan repayments, western ACCs also experience frequent losses 
(almost half of these ACCs).  This has much more to do with the general lack in 
the ACC system of defining their “cost of capital” since they fund their loans 
almost entirely from equity and have very few long-term liabilities.  In any case, 
the ACCs recent short-term borrowings (under a credit line from a commercial 
bank in 2005) were at 18 percent.  With administrative overheads (transactions 
costs of roughly 7-8 percent) and loss provisions (of at least 4-5 percent), their 
spreads should be on the order of 12 percent rather than the 2 percent spreads they 
appear to be covering currently.  The interest rate to be charged would be no less 
than 30 percent in 2004.  (Currently, there is no loan loss provisioning.) 

1.32 In 2004, ACCs supplied credits to approximately 260,000 farmers out of its 1.4 
million members, with an average loan estimated at roughly 3,600 TL. However, 
since an estimated half of the registered members do not have an active account, 
the more realistic estimate of the total number of active members is about 
700,000, and annual outreach is close to 40 percent of active members.  

E. Micro-Finance Institutions 

1.33 Micro-Finance Models.  A micro-finance institution (MFI) is broadly defined as 
an organization that provides financial services to the poorer and more vulnerable 
clients than traditional bank clients.  Formal MFIs (development banks, savings 
and postal banks, commercial banks, and non-bank financial intermediaries) are 
usually subject not only to general laws but also to specific banking regulation 
and supervision. Semiformal providers (financial NGOs, credit unions and 
cooperatives) are registered entities subject to general and commercial laws but 
are usually not under bank regulation and supervision. Informal providers are 
non-registered groups such as rotating savings and credit associations and self-
help groups. MFIs also can take a wide variety of ownership structures: 
government-owned, such as the rural credit cooperatives in China; member-
owned, such as the credit unions in West Africa; socially minded shareholders, 
such as many transformed NGOs in Latin America; and profit-maximizing 
shareholders, such as the micro-finance banks in Central and Eastern Europe. 

1.34 Although for many providers the target group is exclusively the poor and the non-
banked, other providers prefer providing a wide range of financial services for 
different markets. Some organizations may also provide non-financial services 
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such as business-development services or social services. The most well-known 
service is non-collateralized "micro-loans," delivered through a range of group-
based and individual methodologies. The menu of services offered also includes 
others adapted to the specific needs of the poor, such as savings, insurance, and 
remittances. The types of services offered are limited by what is allowed by the 
legal structure of the provider—non-regulated institutions are not generally 
allowed to provide savings or insurance. 

1.35 Microfinance, or financial services for the poor, can be profitable. Based on a data 
from 62 self-sufficient MFIs (out of total 147 MFIs), the average return on assets 
is 5.5%, (November 2001 issue of the Micro Finance Bulletin) which compares 
favorably to commercial-bank returns. Indeed, there are grounds for hope that 
micro-finance can become attractive to retail bankers. Donors who support 
financial services for the poor generally search out MFIs that are committed to 
sustainability - the ability of an MFI to cover all of its costs through interest paid 
by its clients and other income.  Financially sustainable MFIs can become a 
permanent part of the financial system because they can stay in business when 
grants or soft loans are no longer available. 

1.36 To achieve sustainable financial services to the poor, capacity building is a key 
component of micro-finance programs. Many MFIs require institution-
strengthening grants and technical assistance before they can reach the operational 
and financial self-sufficiency needed to sustain large-scale growth. Building 
institutional capacity includes such varied tasks as designing and implementing a 
management information system; cultivating strategic and human resource 
management; developing financial forecasting capability; instituting transparent 
financial reporting, internal controls, and audit practices; and implementing a 
product development process. For NGOs seeking to transform into regulated 
financial institutions, it also means creating a shareholder organization, attracting 
equity investment, and forming a strong board of directors. 

1.37 Although financing for agriculture still falls outside the scope of mainstream 
microfinance industry due to higher transaction costs, price and yield risks, 
seasonal climate incomes and collateral limitations inherent to the agricultural 
sector, a few innovative MFIs have led the way in adapting their operations and 
products to expand viably into agricultural lending in rural areas. The Unit 
System of Bank Rakyat Indonesia is a very good example of how large scale 
micro finance activities can be achieved in rural areas (See Box 1.1 below). 

1.38 Micro-Finance in Turkey  Sustainable micro finance activities are almost non-
existent in Turkey.  Except for two main NGOs’ activities and limited private 
bank initiations, the main operations are through state banks and cooperatives 
driven by government subsidies (with high loan losses and/or inefficient cost 
structures). These providers’ activities are discussed in detail below. 

1.39 NGOs.  Contrary to the general experience in many countries where NGOs are the 
major players in the early stages of the micro finance development, NGO 
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presence in Turkey is quite limited. This is partly due to weak NGO movement in 
Turkey and also lack of legal clarity regarding the ability of such institutions to 
lend money, which makes it not only risky for them to operate but also difficult to 
receive donor support. There are several initiatives, the two most notable of which 
have recently started: the Maya Enterprise established by the Foundation for the 
Support of Women’s Work (KEDV) and the Grameen Project supported by the 
Waste Reduction Foundation of Diyarbakir. 

 
Box 1.1 - Bank Rakyat Indonesia (BRI) – Large Scale Microfinance 
 
Established in 1983, the Unit System of Bank Rakyat Indonesia (BRI) is today the largest and one of the 
most successful microfinance institutions in the world. With 3,885 “units” (small outlets mostly in rural 
areas) deployed nationwide, the BRI provides services to approximately 30 million small savers and 3.1 
million small borrowers  Based on locally mobilized savings without subsidies and funds from government 
or donors, the BRI has followed a profitable, sustainable approach to microfinance on a large scale. 
 
Initially, BRI was a state owned commercial bank with village units established for channeling subsidized 
credits to the agricultural sector and rural areas in Indonesia. In 1983, these village units were restructured 
with the aim of introducing a full range of viable rural banking services. The units were first reorganized 
into independent profit centers with separate financial statements. In that sense, units were made highly 
decentralized and semi-autonomous. Then almost one-third of the units that had low potential were 
downsized into village service posts.  Many other units were physically relocated from out of town field 
sites to central locations closer to markets.  
 
Since more people in rural areas tend to be savers than borrowers, providing better savings services was 
seen by the BRI to be more effective in achieving an equitable distribution of banking services than 
providing cheap credit.  Thus, a simple passbook savings product (Simpedes) was introduced, followed 
later by other demand and time deposits products, including a special savings product designed for school 
children and students. (Currently, the average savings account balance is US$ 108.)  At the same time, a 
credit product (Kupedes) was developed: Kupedes is a single loan product for general rural credit, which is 
non-targeted and is available to every credit worthy customer for any kind of productive enterprise. 
Kupedes borrowers must provide sufficient value of collateral usually in terms of land or buildings or 
motor cycles or other property. Kupedes also has a timely repayment incentive, equivalent to a refund of 25 
percent of the interest paid on the loan. (Currently, the BRI’s system’s average loan balance is US$ 540.) 
 
Soon after the 1983 restructuring, Simpedes deposits started to outstrip Kupedes loans.  As a result, a large 
share of the deposits mobilized by the BRI units was transferred to the branch system which funds larger 
loans. In 1986, after only three years of operations, the BRI Unit System as a whole achieved profitability.  
This was followed by a rapid expansion fueled by continued deregulation and reforms of the financial 
system and strong macro-economic growth.  By 2000, an average unit covered about 16-18 villages and 
served an average of 10,000 savers and 1,000 borrowers. During this period, the ratio of Simpedes deposits 
to Kupedes loans was in the range of 2:1.  
 
Clearly, the system of independent profit centers for the units has formed a basis for transparency, 
accountability, and efficiency in the use of resources.  A unit has on average four staff, with clear job 
descriptions and division of responsibilities. A standardized MIS centered on a few performance indicators 
provides timely information and a staff incentive system is built on this foundation. Overall, clear 
benchmarks for staff productivity and computerization have contributed to strong productivity gains: by 
2000, administrative costs as a percentage of the loan portfolio had come down to 8 percent (efficient by 
standards for microfinance).  Moreover, since the unit combines standardization and flexibility, it can be 
easily replicated and adapted to the scale of operations. 
 
As the Unit System has evolved, the Kupedes lending program has not specifically targeted the very poor 
but rather the working poor who have viable economic activities and sufficient repayment capacity. Since 
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credit is not appropriate for those who lack repayment capacity, savings products are better suited to them 
for cushioning against emergencies, and providing them with a good tool for managing uncertainty and 
risks.  This understanding by the Government of Indonesia has strengthened its dedication to taking a 
commercial approach to microfinance and made the BRI Unit System successful.  External assistance was 
also crucial in the early years in terms of technical assistance and training.  
 
Source: CGAP, 2004,“Scaling Up Poverty Reduction, Case Studies in Microfinance”, Conference in 
Shangai.  

1.40 The Maya Enterprise has the strongest business plan and capacity for 
sustainability.  Since 2002, it has provided financial services to low-income 
women entrepreneurs dealing with small scale trading and services and home 
based production (mainly in textiles).  Maya spent considerable time in product 
development and adopted an approach which takes market conditions into 
significant consideration.  The loans provided to individuals are given to groups 
of three persons with their joint liability.  As of June 2005, the company had 
1,265 active clients and 2,892 outstanding loans, the average size of which 760 
NTL (US$ 540).  The loan repayment rate is 95 percent. 

1.41 By 2006, the Maya Enterprise aims to reach 8,000 women borrowers in the urban 
and semi-urban areas of Istanbul, Izmit, Adpazari and Duzce. However, many 
potential clients have been reluctant to borrow owing to lack of experience with 
loans, lack of trust in lending institutions (given the 2001 financial crisis), and 
fears that the informality of their operations may be jeopardized. Although the 
Maya Enterprise aims for full profitability by 2008, total financing needs for 2006 
are estimated to be US$ 1.8 million. 

1.42 The other main micro-finance activity is the Grameen Replication Project in 
Diyarbakir that has been initiated by the Foundation of Waste Reduction with the 
assistance of Grameen Trust. The Grameen Replication Project started in 
Diyarbakir region in 2003 and aims to reach 4,400 clients, mainly women and the 
poorest of the poor, within a three-year period. The project has established its 
enterprise with managers trained by the Grameen Bank and by local program 
officials and aims to transfer the operation of the enterprise to a local organization 
at the end of the three years.  As of June 2005, the number of active clients was 
2,156, and the amount of loans provided was NTL 1.7 million NTL 
(approximately US$ 1.25 million). 

1.43 Cooperatives.  Turkey does not have credit unions or financial cooperatives. 
Although many craftsmen and artisans and farmers are members of cooperatives 
such as TESKOMB and the ACCs, these organizations should not be considered 
as currently carrying out sustainable micro-finance activities. TESKOMB enables 
its members with access to Halkbank’s financial services including subsidized 
credits in both rural and urban areas.   ACCs provide in kind credits to farmers 
either from their own or Ziraat Bank’s resources, but major problems with the 
organization prevails (as noted above in Section D). Still, cooperatives may play 
an important role in the development of the micro-finance sector. For example, 
with its 1.1 million members, TESKOMB has a sizeable client base and 
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significant accumulated savings.  Similarly, ACCs reach 0.7 million farmers 
through sale of inputs or in kind credits. If these cooperatives can be restructured 
to become independent, profit making credit providers, they can then be attractive 
partners to new entrants to the micro-finance market. 

1.44 Banks.  With their diversified branch network both Ziraat Bank and Halkbank are 
well positioned to develop in the micro-finance sector, mainly in terms of savings 
products but also in terms of loans. However, their current products and lending 
technologies are a legacy of past government-directed programs rather than 
market responsive innovations. After Ziraat Bank’s and Halkbank’s privatization, 
which is planned for 2006, the new owners are more likely to take advantage of 
these banks’ huge branch network and proximity to micro, small and medium 
clients.  Both banks will need to develop adequate methodologies to continue to 
serve these clients in a sustainable and profitable manner in ways that don’t rely 
on government subsidies in the rural and SME sectors. 

1.45 Private Banks have also started to be interested in the micro-finance business. For 
example, Garanti Bank provides branch network banking and electronic banking 
for all loan disbursements and payments of the Maya enterprise’s clients. 
Furthermore, Sekerbank/Rabobank is planning to provide microfinance services 
by establishing a specialized micro finance unit within the bank. However, in 
order to increase activities of private banks in the sector, assistance on capacity 
building and innovative techniques might also be necessary. 

1.46 Legal Environment.  Turkey lacks an overarching micro finance law that links 
and harmonizes all types of diverse micro finance providers and establishes a 
clear framework for the unlicensed, non-depository MFIs such as NGOs to 
operate in the sector.  Currently, the legal framework effectively prohibits donors 
from leveraging NGO MFIs and restricts NGOs from owning equity in licensed 
micro-finance banks.  Since both of these are impediments to the type of micro-
finance growth that takes place successfully in many countries, new regulations 
related to micro finance need to eliminate such restrictions. 

1.47 In this regard, the BRSA prepared a draft law in 2003 to allow depository and 
non-depository micro-finance banks to obtain a license and also to permit 
foundations, associations and other charitable institutions to lend for micro 
finance activities.   Unfortunately, the draft law was unable to overcome 
opposition from several stakeholders raising concerns that the new institutions 
would lead to fraudulent activities or bank bankruptcies similar to what Turkey 
experienced during past financial crises.  Over 2004-2005, the BRSA’s concerns 
about being able to adequately supervise micro-finance banks have apparently 
been resolved, and the law has been revised and brought to the Parliament’s 
Budget and Planning Council again. 

1.48 The draft MFI law in its final form appears to provide the enabling legal 
framework for rapid commercialization of micro-banks.  If these are successful, 
then the micro-bank model may attract other private sector providers into the MF 
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market.  Over the long term licensed institutions will likely become the major 
service providers, but NGO models will be critical to promote innovation and new 
business models in the sector. 
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Chapter 2 – Regional Structure of Financial Markets 
 

A. Socio-Economic Background  
 
2.1 Both economically and in terms of population, Marmara is the most important of 

Turkey’s seven regions. This region, which includes Istanbul and its metropolitan 
area, accounts for more than one third of Turkey’s GDP and over one quarter of 
the country’s population. The region has the highest GDP per capita in the 
country (US $5,400) and receives only 11 percent of the Direct Income Support 
(DIS) program payments extended each year. Marmara is also the least rural 
region. The population density for the region exceeds 241 individuals per square 
kilometer, only 20 percent of the population lives in villages and 51 percent of the 
districts in the region are considered to be urban (i.e., city centers plus districts 
with population density above 100 people per square kilometer). Finally, at 4.25 
percent and 25 percent, respectively, the share of agriculture value added in GDP 
and the share of employment in agriculture are the lowest in the country. The 
illiteracy rate for this region (7.6 percent of the population) is also the lowest in 
the country, but the unemployment rate (10.1 percent) is relatively high. 

Table 2.1: Regional socioeconomic indicators 

Aegean Mediterranean South East 
Anatolia 

East 
Anatolia 

Central 
Anatolia Black Sea Marmara

Population density for the region 100.3 98.3 87.9 42.5 63.1 72.9 240.8 
% of urban districts within region 29.5% 28.6% 23.4% 12.9% 17.1% 37.0% 50.7% 
% of population living in villages 38.5% 40.2% 37.3% 47.0% 30.8% 51.0% 20.9% 
% of labor force employed in agriculture 47.1% 49.8% 53.4% 60.3% 42.8% 61.8% 22.8% 
Region’s share in total population 13.2% 12.8% 9.8% 9.1% 17.1% 12.5% 25.6% 
Region’s share in total GDP (2001) 15.6% 12.2% 5.4% 4.3% 16.2% 9.6% 36.7% 
Region’s share in rural GDP (2000) 19.4% 13.6% 9.4% 7.9% 21.7% 12.5% 15.5% 
Region’s share in extreme poverty (2001) 3.2% 6.4% 46.8% 17.4% 19.9% 2.5% 3.9% 
Region’s share in agricultural GDP (2000) 18.0% 14.9% 10.3% 8.2% 18.4% 14.4% 15.8% 
Region’s share in DIS payments (2003) 12.3% 8.5% 14.0% 12.9% 30.2% 11.6% 10.6% 
Agriculture value added in regional GDP 11.3% 13.2% 15.9% 19.0% 10.4% 16.0% 4.3% 
GDP per capita (US$, 2003 ) 4,469 3,596 2,094 1,770 3,578 2,905    5,399 
Unemployment rate for the region 6.8% 9.4% 13.0% 9.2% 8.5% 6.6% 10.1% 
Illiteracy rate for the region 10.2% 11.8% 26.8% 22.3% 9.7% 14.2% 7.6% 
Illiteracy rate in the region’s rural districts 12.6% 11.3% 30.0% 26.1% 13.4% 16.9% 12.2% 
% of rural pop. with at least secondary ed. 18.7% 24.0% 13.8% 16.1% 19.4% 17.7% 18.7% 

 
2.2 The Central Anatolia region (which includes Ankara) is the second most 

important region in the country, both in terms of share of GDP (16 percent) and   
in population (17 percent). However, in terms of GDP per capita (US $3,580) it 
ranks fourth in the country. Central Anatolia is a largely rural region. With a 
population density of around 63 people per square kilometer, only 17 percent of 
its districts are considered urban. Just over 40 percent of the labor force is 
employed in the agricultural sector. Yet, agriculture is less significant in this 
region (only 10 percent of regional GDP) compared to other regions: Central 
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Anatolia’s agriculture has the second lowest share of regional GDP in the country. 
The illiteracy rate (at 9.7 percent) is the second lowest in the country after 
Marmara and the unemployment rate, 8.5 percent, is moderate, relative to other 
regions. 

 
2.3 The Aegean and Mediterranean regions are the third and fourth most important 

regions, respectively, both in terms of their contribution to Turkey’s GDP and in 
population. The Aegean region accounts for almost 16 percent of the country’s 
GDP and 13 percent of Turkey’s population, while the Mediterranean region 
accounts for 12 percent shares of GDP and population. Income levels in the 
Aegean region are higher at US $4,470 per capita relative to US $3,600 per capita 
for the Mediterranean region. In most other respects, the two regions are very 
similar. Almost thirty percent of the districts in both regions are urban, and while 
almost half of the labor force in each region is employed in agriculture5, this 
sector accounts for 13 percent of GDP in the Mediterranean region and 11 percent 
in the Aegean region. Both illiteracy and unemployment rates are lower in the 
Aegean region. 
 

2.4 The Black Sea region accounts for close to 10 percent of Turkey’s GDP and 12 
percent of its population. The population density (73 individuals per square 
kilometer) and the share of urban districts (37 percent of all districts) for this 
region are higher than those for Central Anatolia, but at the same time the share of 
the labor force employed in agriculture and the contribution of agriculture to 
value added are also higher (62 percent and 16 percent respectively). At 6.6 
percent, the unemployment rate is the lowest in the country. 
 

2.5 South East and East Anatolia are the poorest and economically smallest regions in 
Turkey. They each account for 5.4 and 4.3 percent of GDP, respectively, and 
close to 10 percent of the population. Both regions, especially East Anatolia, are 
primarily rural regions. The proportion of rural districts in South East Anatolia is 
77 percent, while it is 87 percent for East Anatolia. The share of employed in 
agriculture in both regions ranges 50-60 percent, and the agriculture value added 
in GDP is 16 and 19 percent, respectively. For both regions, the illiteracy rate 
exceeds 20 percent and GDP per capita is in the range of US $1,800-2,100. 
 

B. Regional Distribution of Financial Services  
 

2.6 Descriptive statistics by type of institution, using provincial level data This 
section explores the distribution and use of financial services across Turkey. In 
particular, the section attempts to characterize the geographic allocation of bank 
branches, loans, and deposits across Turkey’s seven regions.  For comparison, this 
section also describes the distribution of ACCs’ branches and credits across 
regions. 
 

                                                 
5 The national average share of the labor force employed in agriculture is 44.1 according to the SIS 
statistics for 2000. 
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2.7 The distribution and use of banking services across Turkey, measured by the 
percentage of total credit, deposits, and branches allocated across regions, largely 
reflects the regional socioeconomic ranking as noted above. However, there are 
some important differences across the different types of institutions. While 
foreign and private banks concentrate most of their branches, credit and deposits 
in Marmara, the presence and services provided by state-owned bank and ACCs 
are more evenly distributed throughout the country. Table 2.2 presents the 
regional distribution of banking services and is discussed below. 

 
Table 2.2: The regional distribution of banking services 

  Aegean Mediterranean South East 
Anatolia 

East 
Anatolia 

Central 
Anatolia Black Sea Marmara 

GDP Share (2001) 15.6% 12.2% 5.4% 4.3% 16.2% 9.6% 36.7% 
Share in total 
population 13.2% 12.8% 9.8% 9.1% 17.1% 12.5% 25.6% 

Total Banks 
% Credit 10.5% 7.1% 2.2% 1.2% 14.1% 5.9% 59.1% 
% Deposit 10.5% 6.9% 1.7% 1.6% 23.9% 4.8% 50.5% 
% Branches 15.5% 9.8% 4.0% 4.1% 16.9% 9.5% 40.3% 

State-owned Banks 
% Credit 15.4% 10.7% 3.1% 2.9% 21.1% 18.6% 28.2% 
% Deposit 12.3% 7.9% 2.0% 2.8% 37.6% 6.9% 30.6% 
% Branches 15.9% 10.4% 5.6% 8.0% 20.0% 15.3% 25.0% 

Private Banks 
% Credit 9.2% 6.3% 2.0% 0.7% 12.7% 2.7% 66.4% 
% Deposit 9.6% 6.4% 1.6% 0.9% 15.7% 3.5% 62.4% 
% Branches 15.5% 9.6% 3.3% 2.2% 15.7% 7.0% 46.8% 

Foreign Banks 
% Credit 11.1% 2.7% 0.9% 0.2% 8.4% 0.2% 76.6% 
% Deposit 3.8% 2.3% 0.5% 0.2% 7.8% 0.5% 84.9% 
% Branches 12.7% 7.3% 2.0% 1.0% 10.7% 2.0% 64.4% 

ACCs 
% Credit 18.5% 14.8% 3.8% 6.5% 23.0% 15.5% 17.9% 
% Branches 20.9% 10.5% 3.7% 6.4% 20.6% 20.9% 17.1% 
 
2.8 Marmara accounts for more than two-thirds of private and foreign banks’ credit 

and deposits, but this region accounts for less than one third of state-owned bank 
services, and approximately 17 percent of ACCs’ branches and credit. The 
Central Anatolia and Aegean regions follow Marmara in importance in terms of 
the allocation of banking services by foreign and private banks. On the other 
hand, the percentage of non-government owned bank services offered in the Black 
Sea, Southeast, and East Anatolia regions is very small in comparison. Private 
banks allocate close to 13 percent of their credit to Central Anatolia and 9 percent 
to the Aegean region, while they devote less than 3 percent of credit to the Black 
Sea region, 2 percent goes to South East Anatolia and less than 1 percent is 
directed to East Anatolia. The corresponding figures are even smaller for foreign 
banks. 
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2.9 On the other hand, both state-owned banks and the ACCs concentrate a 

significant share of their business in the Black Sea region. Approximately 19 
percent of state-owned bank credit and 15 percent of ACCs loans are directed to 
this region. Southeast and East Anatolia receive the smallest share of credit from 
both types of institutions, but the 3 and 6 percent shares allocated to these regions 
by these institutions are much higher than that for private and foreign banks. (For 
private banks, the sum of credit to these two regions is below 3 percent.) A 
noteworthy difference between state-owned banks and ACCs lending is that the 
latter lend more in relative terms to East Anatolia than to South East Anatolia. 
 

2.10 Indicators of banking sector depth and outreach by region reveal that the 
penetration and level of development of the banking sector across regions also 
mirrors the regional pattern of economic development. The ratio of credit to GDP 
for Marmara (26 percent) far exceeds that for any other region. The same is true 
for all other banking depth and outreach statistics, such as the ratio of credit and 
deposit per population and branches to area and to population. The only exception 
is the ratio of deposits to GDP, which is larger in Central Anatolia (63 percent 
versus 59 percent for Marmara). This region follows Marmara in credit 
penetration to GDP, deposits and credit per capita, but it ranks behind the Aegean 
region in terms of branch concentration relative to population and area. 
 

2.11 The Mediterranean and Black Sea regions rank after the Aegean region in terms 
of banking sector development and outreach. The ratio of credit to GDP is larger 
for the Black Sea region (10 percent versus 9 percent for the Mediterranean 
region) while the ratio of deposits to GDP is larger for the Mediterranean region 
(24 percent versus 21 percent for the Black Sea region). This last region also 
exhibits better outreach in terms of the number of branches per capita. Both 
regions have similar levels of branches per population. 

 
Table 2.3: Regional financial development indicators 

  Aegean Mediterranean South East 
Anatolia 

East 
Anatolia

Central 
Anatolia 

Black  
Sea Marmara

Total Banks 
Credit/GDP 10.8% 9.2% 6.4% 4.4% 13.9% 9.9% 25.8% 
Deposit/GDP 29.0% 24.4% 13.4% 16.5% 63.3% 21.4% 59.3% 
Credit/Population (US$) 481 332 134 78 495 288 1,391 
Deposit/Population (US$) 1,295 877 281 293 2,265 623 3,200 
Branches/Population (Mil. Pop) 103 66 36 39 86 67 137 
Branches/Area (Thousand km2) 10.3 6.5 3.1 1.7 5.4 4.9 33.1 

State Banks 
Credit/GDP 3.5% 3.1% 2.0% 2.4% 4.6% 6.8% 2.7% 
Deposit/GDP 13.1% 10.8% 6.0% 11.1% 38.5% 11.9% 13.9% 
Credit/Population (US$) 155 110 43 42 163 198 146 
Deposit/Population (US$) 585 387 126 196 1,378 346 749 
Branches/Population (Mil. Pop) 35 23 17 25.4 34 35 28 
Branches/Area (Thousand km2) 3.5 2.3 1.5 1.1 2.1 2.6 6.8 
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Private Banks 
Credit/GDP 6.1% 5.3% 3.8% 1.7% 8.1% 2.9% 18.8% 
Deposit/GDP 14.8% 12.5% 7.1% 5.1% 23.4% 8.9% 41.1% 
Credit/Population (US$) 272 190 80 31 291 84 1,013 
Deposit/Population (US$) 663 451 148 90 836 259 2,220 
Branches/Population (Mil. Pop) 62 39 18 13 48 29 96 
Branches/Area (Thousand km2) 6.2 3.9 1.2 0.6 3.0 2.1 23.1 

Foreign Banks 
Credit/GDP 0.5% 0.2% 0.1% 0.0% 0.4% 0.0% 0.2% 
Deposit/GDP 0.2% 0.2% 0.1% 0.0% 0.5% 0.1% 2.2% 
Credit/Population (US$) 24 6.1 2.7 0.6 14 0.6 86 
Deposit/Population (US$) 10 6.6 1.9 0.6 16 1.6 120 
Branches/Population (Mil. Pop) 2.9 1.7 0.6 0.3 1.9 0.5 7.6 
Branches/Area (Thousand km2) 0.3 0.2 0.1 0.0 0.1 0.0 1.8 

ACCs 
Credit/GDP 0.4% 0.4% 0.3% 0.6% 0.5% 0.6% 0.2% 
Credit/Population (US$) 9.0 7.4 2.5 4.6 8.6 8.0 4.5 
Branches/Population (Mil. Pop) 60 31 14 27 4.6 64 25 
Branches/Area (Thousand km2) 6.0 3.1 1.3 1.1 2.9 4.6 6.1 
Source: Turkish Bankers’ Association. 

2.12 The smallest ratio of credit to GDP (4 percent), the lowest amount of credit per 
capita (US$ 78), and the smallest number of branches per square kilometer (1.7) 
all occur in the East Anatolia region. On the other hand, the penetration in terms 
of deposits is lowest in the Southeast Anatolia region, where the ratio of deposits 
to GDP is below 14 percent.  

 
2.13 While the pattern of banking sector depth and outreach for the system as a whole 

tracks the pattern of economic development across regions, there are some 
observable differences in the degree of penetration across regions by different 
types of banks. In terms of credit penetration, credit to GDP ratios for state-owned 
banks and ACCs are highest in the Black Sea region, followed by Central 
Anatolia in the case of the state-owned banks and by East Anatolia in the case of 
the ACCs. On the other hand, credit to GDP for both private and foreign banks is 
highest for the Marmara region. 
 

2.14 In terms of deposits to GDP, for both foreign and private banks, Marmara ranks at 
the top, while for state-owned banks Central Anatolia is the most important region 
in terms of deposit penetration. For all banks, East and South East Anatolia are 
the regions with the lowest deposit to GDP penetration. Branch penetration per 
area is highest in Marmara for all institutions. On the other hand, there are 
significant differences in the ranking of the number of branches per population 
across institutions. For foreign and private banks, the number of branches per 
capita is highest in Marmara, while for state-owned banks and for ACCs the 
Black sea region ranks at the top 
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C. Analysis of Selected Financial Institutions  
 

2.15 Using district level data for a selected number of institutions (one of the largest 
private banks, two state-owned banks plus the ACCs), this section presents a more 
detailed picture of the distribution of banking services across Turkey. The 
analysis distinguishes between rural and urban districts, where the latter include 
the economic and/or political centers of each province (i.e., all those districts 
known as “merkez”) plus all those districts with population density equal to or 
greater than 100 individuals per square kilometer. Out of a total of 923 districts in 
Turkey, 269 are classified as urban and the remaining 554 are rural, according to 
this definition. 
 

2.16 In terms of physical presence across districts - identified by whether the 
institution has at least one branch in the district - Ziraat is present in the largest 
number of districts - 865 out of 923. The ACCs rank a close second, with 
presence in 808 districts. Halk bank has offices in 347 districts, while the private 
bank operates in only 105 districts. Physical presence in rural areas is significant 
for Ziraat and ACCs and considerable for Halk. More than two-thirds of the 
districts where the ACCs and Ziraat have branches are rural. Halk has at least one 
office in almost one half of the rural districts in Turkey. On the other hand, the 
private bank operates in less than 7 percent of the country’s rural districts. 
 

2.17 Statistics on the number of branches reveal an even more skewed distribution in 
terms of the physical presence of banks across rural and urban areas. Only 3 
percent of the private bank’s branches are in rural areas. Almost half of the 
districts where Halk operates are rural, but less than one third of its branches are 
in rural districts. ACCs and Ziraat branches are evenly distributed between rural 
and urban areas, but like the other institutions the percentage of rural districts 
where they are present (approximately 70 percent for both institutions) is larger 
than the share of branches in rural areas (66 percent and 53 percent, respectively). 

 
Table 2.4: District level indicators of banking presence and activity 

   Private 
bank Halk ACCs Ziraat 

Physical Presence Indicators        
 Number of districts where bank is present 105 347 808 865
 % of rural districts where bank is present 6.7% 46.1% 72.3% 69.6%
 % of branches located in rural districts 2.6% 30.5% 66.5% 53.0%
 % of total population the bank is potentially serving 47.2% 73.2% 81.7% 96.1%
 % of urban population the bank is potentially serving 69.0% 88.0% 76.5% 96.5%
 % of rural population the bank is potentially serving 4.0% 43.8% 92.0% 95.3%
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Loan Indicators     
 % of loans disbursed in rural districts 0.9% 18.5% 65.4% 16.6%
 % of loans going to agriculture 1.8% - - 49.2%
 % of agricultural loans disbursed in rural districts 0.6% - - 12.2%
 % of loans to SMEs 4.4% 6.2% - 2.0%
 % of loans to SMEs (including Cooperative Loans) - 34.9% - -
 % of SME loans disbursed in rural districts 3.0% 4.8% - 36.2%

 % of SME loans disbursed in rural districts 
(including Cooperative Loans) - 24.0% - -

 % of loans financing consumption 16.9% 8.3% - 29.8%
 % of consumption loans disbursed in rural districts 2.2% 22.8% - 31.9%
 Loans per capita (in rural areas, US$) 3.6 13.2 12.5 35.3
Deposit Indicators  
 % of bank deposits collected from rural districts 1.65% 12.4% - 16.5%
 Deposits per capita (in rural areas, US$) 6.1 51.2            - 167.1

 
2.18 Assuming that institutions with at least one branch in a given district are able to 

offer their services to the entire population of the district, it is possible to calculate 
the percentage of the population that each institution can potentially serve 
throughout Turkey. Ziraat’s potential outreach measured this way exceeds 95 
percent. This figure applies almost equally to rural and urban areas. The ACCs 
reach approximately 82 percent of the Turkish population and 92 percent of the 
population in rural areas. Halk can offer services to 73 percent of the Turkish 
population, but only 43 percent of those individuals in rural areas. The private 
bank’s outreach in terms of population is even more limited. Given its current 
presence, it is able to serve less than half of the Turkish population and only 4 
percent of the population living in rural areas. 
 

2.19 In terms of how credit and deposit services are allocated across areas, Table 2.4 
reveals that despite its rural presence, only 17 percent of Ziraat loans are 
originated in rural areas (with a similar percentage of deposits collected in these 
areas).  In contrast, the share of credit originated in rural districts for the ACCs is 
much larger, reaching 65 percent of their total loans. Less than 20 percent of 
Halk’s loan portfolio and less than 1 percent of the private bank loans are 
disbursed in rural areas. In terms of deposits, Halk collects 12 percent of its 
deposits from these areas, while 1.6 percent of the private bank deposits’ come 
from rural areas. 
 

2.20 Information on the type of loans that banks make is limited, but Table 2.4 shows, 
that approximately 50 percent of Ziraat’s loans finance agricultural activities.  The 
corresponding share for the private bank is less than 2 percent. Surprisingly, only 
12 percent of Ziraat’s agricultural loans originate in rural areas. 
 

2.21 SME loans are a relatively small share of total loans, especially if we exclude 
Halk loans to cooperatives. Halk extends approximately 6 percent of its loans to 
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individual entrepreneurs and almost 35 percent of its loans could be classified as 
SME loans if we include those extended through cooperatives.6 SME loans 
account for 4 percent for the private bank loans and 2 percent for Ziraat. 
However, relative to the other institutions, Ziraat’s SME loans are more 
concentrated in rural areas. More than 36 percent of the SME loans extended by 
Ziraat are originated in rural areas, relative to 3 percent for the private bank and 5 
percent for Halk. 
 

2.22 Consumption loans are a significant share of the loans made by all the banks 
considered. Approximately 8 percent of Halk’s loans are classified as consumer 
loans, and 22 percent of these are originated in rural areas.  In the case of Ziraat, 
almost 30 percent of loans are destined for consumption purposes, and one third 
of these are allocated to rural areas. The share of consumer loans for the 
representative private bank is close to half that of the state-owned banks and only 
2 percent of these loans are extended in rural areas. 
 

2.23 Annex 1 reports district level indicators of presence and activity for the four 
selected institutions by region. These indicators suggest a regional pattern of bank 
presence, loan, and deposit activity similar to that discussed above on the basis of 
provincial level data. Therefore, only the main findings are summarized here.  

 
2.24 In terms of bank presence, the district level indicators by region confirm that 

Ziraat and ACCs have the most significant presence across all regions (both in 
urban and rural areas). Halk’s presence is much lower and heterogeneous than 
that observed for Ziraat and the ACCs. Furthermore, Halk’s presence is 
predominantly urban. In the case of the private bank, district level indicators show 
that the bank is present in less than one third of the districts in Marmara, even 
though this region concentrates 60 percent of the bank’s branches. For the other 
regions, bank presence is generally much smaller and, within each region, 
presence in rural districts is very small (it is zero in some cases and never exceeds 
3 percent).  
 

2.25 District level indicators of the distribution of loans by region show that the private 
bank concentrates more than half of its lending in Marmara. Furthermore, lending 
is predominantly urban. Close to 30 percent of Halk’s loans are disbursed in 
Marmara. The Aegean, Central Anatolia, and Black Sea regions follow in 
importance, each region accounting for approximately 15 percent of the bank’s 
portfolio. At most, one third of Halk’s loans are directed to rural areas. In the case 
of Ziraat, loans are primarily concentrated in the Black Sea and Central Anatolia 
regions, with close to 28 and 24 percent of loans directed to each region, 
respectively. With the exception of East Anatolia and South East Anatolia where 
more than 30 percent of the loans are disbursed in rural areas, for the remaining 
regions, the share of loans to rural areas never exceeds 20 percent of each region’s 
loans. Similar to the case of banks, Central Anatolia, Aegean, and Marmara, in 

                                                 
6 The problem with including loans to cooperatives is that we cannot be sure that they are solely for the 
purpose of financing investment by its members. 
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this order, account for the largest shares of ACCs’ lending. However, relative to 
banks, the ACCs show a larger tendency to lend to rural areas, since more than 
half of all ACC loans are disbursed in rural areas.  
 

2.26 Indicators of access to and use of deposit services show that for Ziraat and Halk, 
the largest share of bank deposits (close to one third) and the highest value of 
deposits per capita are accounted for by Central Anatolia.  For the private bank, 
Marmara is the most important region in terms of deposit collection and per capita 
value (more than two thirds of the private bank’s deposits are collected in this 
region).  
 

D. Responsiveness of Banking Services to Rural Indicators 
 

2.27 In order to empirically analyze the socioeconomic factors that explain the 
distribution and use of financial services across Turkey, this section presents two 
sets of regressions of the log of branches, deposits, and loans. The first set uses 
provincial level data by group of financial institution, distinguishing between the 
ACCs, state-owned, private, and foreign banks. The second set uses district level 
data for selected institutions.  
 

2.28 The main goal of the analysis is to determine whether the distribution and use of 
banking services is different for urban and rural areas and whether different types 
of institutions respond differently to socioeconomic indicators of the rural or 
urban character of the province or district considered. At the provincial level, the 
analysis discriminates across provinces on the basis of their density, the 
percentage of rural districts in the province, their size as measured by their GDP, 
and other socio economic characteristics such as the percentage of agricultural 
employment, the value added by agriculture to GDP, the unemployment rate, the 
illiteracy rate, and the level of DIS payments received.  
 

2.29 At the district level, a dummy is constructed to identify urban districts based on 
their density (greater than 100 people per square kilometer) and on whether the 
district is the capital of the province. Also, the percentage of agricultural 
employment is used in other estimations to control for the rural/urban character of 
the district. Finally, the illiteracy rate, the unemployment rate, and the level of 
DIS payments are also included as additional controls. Because most of the 
socioeconomic indicators considered are highly correlated with each other, the 
regressions include only two indicators at a time. (The estimations are conducted 
using the method of seemingly unrelated regressions, where the error terms for 
the estimations for each institution are allowed to be correlated across banks.) 
 

2.30 Regarding the interpretation of these regressions, it should be noted that these are 
reduced form models of the distribution and use of banking services across 
regions that reflect both demand and supply side considerations. Most regressors 
(outside from dummies) are entered as logs, so coefficients can be interpreted as 
elasticities. 
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2.31 Provincial level regressions GDP has a positive effect on the level of branches 

across all four types of institutions– ACCs, state, private and foreign banks (see 
Annex 2, Table 1). On the other hand, the effect of population density, 
agricultural value added and employment in agriculture varies by type of 
institution. In general, private (foreign) banks seem to respond the most (least) to 
changes in GDP. The elasticity of branches vis-à-vis GDP for private banks 
exceeds 1, while it is generally below 0.5 for foreign banks and between 0.5-0.6 
for state-owned banks. The elasticity with respect to GDP for ACC branches 
fluctuates the most, ranging from 0.9 to 0.4, depending on what other controls are 
included in the regression. ACCs, private banks, and foreign bank branches are 
significantly sensitive to measures of density and agricultural activity at the 
provincial level.  
 

2.32 The number of foreign banks’ branches responds positively to density and the 
proportion of urban districts in the province and negatively to both agricultural 
employment and value added. The number of private banks’ branches responds 
negatively to agricultural employment. On the other hand, the number of ACC 
branches is higher in thinly populated and agriculture intensive areas.  The 
number of branches of state-owned banks does not seem to be consistently 
affected by the urban/rural character of the province. Also, the unemployment rate 
and the illiteracy rate do not seem to affect the number of state-owned bank 
branches significantly. On the other hand, both the unemployment rate and the 
illiteracy rate, have a negative impact on the number of ACC and private bank 
branches. 
 

2.33 Across all financial institutions, loans respond positively and significantly to GDP 
levels and negatively to illiteracy rates. Loans’ response to agricultural activities 
varies, with ACC lending responding positively and private bank (both domestic 
and foreign) loans responding negatively. The elasticity of loans with respect to 
GDP is generally similar for state and foreign owned banks (around 1), but it is 
much lower than that for private banks and ACCs, which reaches (and exceeds in 
the case of the ACCs) 1.5. Lending across all institutions is lower in provinces 
with high illiteracy rates. Relative to state-owned banks, private banks also 
respond much more negatively to changes in agriculture value added in GDP. 
However, foreign banks respond the most to changes in agricultural employment 
and agriculture value added in GDP, making fewer loans in agriculture intensive 
areas.  
 

2.34 Deposits for all types of banks respond positively to GDP and negatively to 
measures of agricultural employment, illiteracy and unemployment. The degree of 
sensitivity to these factors though varies by type of institution. Private banks 
respond more to the level of economic activity in a province relative to state-
owned and foreign banks. While the elasticity with respect to GDP for private 
bank deposits exceeds 1.2 that for state and foreign banks is at or below 1. While 
density and the share of urban districts are not significant in explaining the level 
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of deposits, other measures of the rural/urban nature of the province such as the 
share of agricultural employment and agriculture value added to GDP show that 
the level of deposits is significantly lower in rural areas. This is especially the 
case for foreign banks, whose elasticity is much higher than that of state-owned 
and private banks. Both private and state owned banks respond similarly to the 
unemployment and illiteracy rates. The impact of these variables is negative and 
the elasticities across these two groups of banks are very similar. 
 

2.35 District level regressions  Separate district level regressions were conducted for 
Ziraat, Halk, the ACCs, and a representative private bank.  In particular, 
estimations were conducted for the number of branches, the volume of total loans 
(as well as the level of SME, and agricultural loans wherever possible), and the 
volume of deposits.   
 

2.36 In terms of the number of branches, all selected institutions respond positively to 
the measure of economic activity and district size included in the regressions (the 
log of employment) and negatively to illiteracy rates. On the other hand, only the 
ACCs appear to have more branches in low density areas with high agricultural 
employment. The elasticity with respect to employment is statistically highest for 
the ACCs followed by Ziraat. With the exception of the ACCs, all other 
institutions seem to have fewer branches in rural districts (where rural is identified 
by the rural district dummy or by the district density or share of agricultural 
employment). The illiteracy rate has a negative impact on the number of branches 
across all institutions, while the unemployment rate seems to have a positive 
effect for Halk, the representative private bank, and Ziraat. 
 

2.37 Across all institutions, the level of employment has a positive and significant 
impact on the level of total loans, while the illiteracy rate has a negative impact. 
Halk and the private bank make fewer loans in thinly populated and agricultural 
areas whereas the opposite is true for Ziraat and, especially, the ACCs. In general, 
Halk followed by the representative private bank seem to respond the most to 
changes in economic activity in the district. While the level of loans for the ACCs 
is higher in rural areas (based either on density or agricultural activity), the 
opposite is true for Halk and the representative private bank. Ziraat loans are 
higher in less densely populated areas, but there is no significant relationship 
between agricultural employment and loans for Ziraat. All institutions, but 
especially Halk and the representative private bank lend less in districts with 
higher levels of illiteracy. Halk and the representative bank seem to lend more in 
areas with high unemployment. This peculiar finding might be attributed to the 
fact unemployment is higher in urban areas. 
 

2.38 SME lending across all institutions is higher in districts with higher levels of 
employment and lower levels of illiteracy. Density and the extent of agricultural 
employment in a district affect SME lending by Halk and the private bank but not 
for Ziraat. Information on the level of SME and agricultural loans is available for 
a subset of institutions. Data on SME loans is available for Halk, Ziraat and the 
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representative private bank. For all three institutions, the level of SME loans 
increases with employment. Halk SME loans respond the most to this variable, 
and there are no statistically significant differences in the elasticities for Ziraat 
and the private bank. SME loans for both Halk and the representative private bank 
are higher in urban, densely populated areas with low agricultural employment. In 
particular, the sensitivity of SME loans to these factors is statistically higher for 
the private bank (elasticities range from 2.7 to 5.4).  
 

2.39 On the other hand, there is no significant relationship between Ziraat SME 
lending and the rural/urban nature of the district. Illiteracy has a negative impact 
on SME loans across all three institutions, with elasticities being highest for 
Ziraat and the representative private bank, and lowest for Halk. SME lending by 
Halk and the representative private bank tends to be highest in areas with high 
unemployment. DIS payments tend to have a negative impact on the 
representative bank’s SME loans except, after controlling for agricultural 
employment, when the impact becomes positive. 
 

2.40 With the exception of illiteracy, which has a negative impact on both institutions’ 
agricultural lending, the effect of the remaining variables is the opposite for Ziraat 
and the representative private bank. Data on agricultural loans is available for 
only Ziraat and the representative private bank. Unfortunately, there is no data for 
the ACCs but it is expected that the bulk of their loans are for agricultural 
purposes. Ziraat agricultural lending is higher in rural, thinly populated areas with 
high agricultural employment and low unemployment rates. On the other hand, 
the representative bank is more likely to make agricultural loans in urban, densely 
populated areas with high unemployment rates. 
 

2.41 Density and agricultural employment affect Halk’s and the private bank’s deposits 
but do not seem to influence those funds collected by Ziraat. All institutions 
attract fewer deposits from areas with low levels of education.  District level 
regressions for deposits include results for Halk, Ziraat, and the representative 
private bank. The ACCs are not included since they are not allowed to collect 
deposits from their members. Both Halk and the representative private bank have 
larger deposits from urban, more densely populated, and less agriculture intensive 
districts. The elasticities with respect to these variables are significantly higher for 
the private bank relative to Halk. On the other hand, these variables do not seem 
to influence the deposits collected by Ziraat. While both Halk and the 
representative private bank collect more deposits from areas with high 
unemployment rate, the opposite is true for Ziraat. All three institutions collect 
fewer deposits from districts with high illiteracy rates. 
 

E. ACC Restructuring 
 

2.42 ACCs are well positioned to serve financial needs in rural areas, given their 
widespread presence in rural areas and their accumulated knowledge of a wide 
number of rural customers.  However, increased outreach will depend critically on 
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formulating and executing a restructuring strategy which targets improved 
corporate governance, rationalizing its cost structure, covering it costs and 
expected losses through increasing its interest rates charged to market levels, and 
eventually increasing its access to funds through liquidation of non-core assets 
(those not central to its business lines) and increasing its liabilities (through lines 
of credit at commercial rates and eventually through the mobilization of deposits 
in the long run).  by charging is unclear whether ACCs will have enough funds to 
do so, given that.  Fortunately, restructuring efforts by the ACC system have 
started both by policy makers and also by the ACCs themselves. 

 
2.43 In April 2005, the following key improvements took place when the Law on 

ACCs was amended: 
 

• Increased autonomy: MARA’s role as supervisor was changed into one of a 
moderator and goal setter. 

• Expanded Scope of Membership: ACCs can accept other cooperatives such as 
agricultural sales cooperatives, agricultural development cooperatives as 
members, allowing for fourth-tier (local level) loan appraisal to take place by 
these member organizations. 

• Reduced dependency on Ziraat Bank: Ziraat is not the sole source of funds -  
ACCs can now enter in to financial agreements with any domestic financial 
intermediaries or banks. Following this amendment, ACCs have made loan 
agreements with private banks and have initiated moves into correspondent 
banking arrangements and lines of credit.  

• Increased mandate for insurance: in the past, ACCs were unable to act as an 
insurance agency, only as an auxiliary agent. Now ACCs can act as full 
fledged insurance agencies on behalf of the associated insurance company, 
Guven Sigorta.  

• Expanding membership through acting as an agent for Government 
Assistance: the new law enables ACCs to serve as a distributor of government 
support payments. 

 
2.44 In light of the increased autonomy granted to the ACCs through the April 2005 

ACC governing law, there is great scope for improved corporate governance, first 
through reduced intervention by the GOT in adjusting the terms of ACC loans to 
its members.  Secondly, the autonomy of Regional Unions from the Central Union 
needs to be fostered, with similar granting of autonomy of individual ACCs from 
the Regional Unions along the lines of the restructuring of the BRI in Indonesia 
(as discussed in Chapter 1).   

 
2.45 In terms of operational efficiencies, ACCs have tried to decrease staff levels by 

allowing a significant number of early retirements: over the past 4 years, 2,000 
staff retired, bringing staffing down to 5,600. Nevertheless, more staff reductions 
are needed in the Central Union and Regional Unions as more than a third of staff 
works in these offices.  Transactions costs can be reduced by improving the 
productivity of individual ACCs through the outsourcing of some loan appraisals 
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to the village level (and through new member organizations as noted above).  In 
working through fourth-tier associated organizations, a formal or informal policy 
of requiring joint and several liability for loan repayment by members of village 
level borrowing groups should be adopted.  If overall repayment on the village 
level portfolio falls below a certain, earlier specified level, the individual ACC 
working with the village level borrowing group should cease extending loans to 
the group until full repayment has been achieved.    

 
Box 2.1 - BANSEFI and SAGARPA Programs – Mexico 
 

Providing efficient and competitive financial services to poor and marginalized people, through 
MF institutions (such as savings and loans institutions, credit unions, cooperatives and savings 
associations), has recently been a top priority of the Government of Mexico (GOM). While the MF sector is 
large in absolute terms (US $ 4.2 billion in assets), it represents only 2 % of Mexico’s financial system.  
Thus, the GOM is currently attempting to deepen the financial system with the aims of improving 
employment and income generation opportunities, encouraging regional development and accelerating 
poverty alleviation by adopting a financial system approach to the transformation of the semi formal MF 
sector.  

 
The main players of Mexico’s MF sector are the 600 MF institutions which emerged in the 1950s 

mostly as self regulated savings and loan cooperatives (cajas populares). Today, there are 400 cajas with 
over 3.3 million members. The cajas are united in 12 Federations (secondary cooperatives), which in turn 
become members of one of two Confederations.  Another key player in this institutional set-up is the 
National Savings and Financial Services Bank (BANSEFI), a state owned former savings agency, which 
obtained a banking license in 2002.  

 
Improving the Legal and Supervisory Framework and Capacity: The GOM started the 

restructuring process by strengthening the legal and regulatory environment and providing for reliable MF 
supervision.  In June 2001, it enacted a law to scale up access to financial services by incorporating all non-
bank savings and credit institutions under a new regulatory framework. The legal requirements of the new 
law for existing institutions include: i) adopting one of two acceptable legal forms; ii) purchasing private 
deposit insurance; iii) having an accounting and financial management system that meets the Central 
Bank’s standards; iv) regular reporting and supervision; and v) demonstration of financial viability and 
effective governance structures. Only those institutions which qualify are authorized to remain in operation 
and mobilize savings. The ones that cannot comply with the standards stop mobilizing deposits and are 
merged, acquired or dissolved. The responsible body for supervision of the MF sector is the National 
Banking and Values Commission (CNBV) of the Central Bank, but the Federations to which the cajas 
report carry out the supervision on behalf of the CNBV. To be able to perform the supervision function, 
each Federation has to set up an independent Supervision Committee that is trained by an international 
entity. 

 
BANSEFI, Coordinator of the Transformation Process. BANSEFI manages the government 

sponsored technical assistance and training program to the cajas, their Federations and the CNBV. Also, by 
developing a network business model among and for the cajas, Bansefi enables the cajas to meet new legal 
and regulatory standards and remain competitive while maintaining their small size, proximity and direct 
contact with their respective markets. In order to play that role, Bansefi aims to become a second-tier bank 
of the MF system, and is undergoing privatization through a share buy-out program by the cajas. To 
increase the cajas’ outreach, the program targets the reduction of operating costs, improved efficiency of 
administrative processes, and automated reporting for regulatory compliance through development of an 
information technology system linking Federations, regulators, and BANSEFI.  

 
The technological platform being developed will allow the MF sector to operate in a network, 

centralize the information to improve decision-making processes, and minimize the costs of operation and 
supervision. The commercial network between Bansefi and individual cajas will help to exploit economies 
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of scale by promoting all financial intermediaries of the alliance under a single brand, and using a single 
technological process to distribute financial products and services (e.g., remittances), including payments 
of various government programs, which will result in reduced transaction costs. As of early 2006, the 
network encompasses 68 financial intermediaries with about 1,200 branches, with presence in over 600 
municipalities..  Once the IT platform is established, BANSEFI also plans to add value to the cajas’ basic 
loans and savings services by offering sophisticated products such as payment systems (cheques, electronic 
transfers, clearing house, credit/debit cards), financial products (trading, investment funds, foreign 
exchange, financial derivatives), consulting products (asset and liability management, risk management, 
accounting) and at the same time ensuring adequate technological support and risk management.  

 
The overall cost of the program is US$ 150 million, of which approximately US$ 90 million is for 

the financing of the technological platform. It is expected that the improved technological platform and the 
strengthened capacity of the system’s financial intermediaries will support an expansion of the outreach of 
the cajas system from the current 3.3 million to about 20 million members (about 20% of the total 
population of Mexico) over the next several years.   

 
SAGARPA Program: The Secretariat of Agriculture, Livestock, Rural Development, Fisheries 

and Nutrition (SAGARPA) began to implement a Rural Microfinance Technical Assistance Project 
(PATMIR) in 2001 to expand the network of cajas populares into Mexico’s most poor and isolated rural 
communities. PATMIR helps to set up new cajas and increase the capacity of the existing ones that serve in 
the most remote rural areas. On the supply side the project offers assistance to cajas to increase outreach by 
tailoring products, promotional materials, and outreach methods to the needs of rural communities.  It also 
offers funding to existing institutions for opening new branches and to new savings and credit institutions 
for start up. Participating institutions receive technical assistance for complying with the new legal and 
regulatory standards. On the demand side, the project offers groups and individuals in rural communities 
training on basic principals of household finance and participation in cajas, so that the gaps in knowledge, 
understanding and interaction between the financial service providers and their clientele are diminished. In 
this way, the program has strengthened the outreach capacity of 41 savings and credit institutions serving 
24,000 people located in the most remote areas and has extended secure financial services to more than 
10,000 clients at new branches or institutions.  

 
This experience indicates that adequate regulations and supervision, institutional capacity building 

and technological infrastructure are more likely to yield sustainable results and cost less over time than 
traditional interventions that focus on increasing credit flows. Moreover, expansion efforts among the poor 
in marginalized areas have much better prospects if they focus on helping financial providers to tailor 
products to the needs of their clientele and also on training individuals in finance and building social capital 
networks. 

 
Source: CGAP, 2004, “Scaling Up Poverty Reduction, Case Studies in Microfinance”, Conference in Shangai; and, 
The World Bank, 2004, “Project Appraisal Document for BANSEFI Phase II Project”, Report No: 282929-ME, 
Discussions during the Rural Finance Study Tour to Mexico 
 
2.46 The current policy of merging failing cooperatives with viable ones should also be 

made more explicit and transparent.  All existing ACCS should be required to 
effective governance structures, have an accounting and financial management 
system that meets defined standards, be subject to regular reporting and 
supervision, and demonstrate financial viability. These types of requirements have 
been the fundamental steps successfully taken under Mexico’s BANSEFI and 
SAGARPA programs which have led to improved efficiency of credit 
cooperatives and increase outreach of financial services (See Box 2.1 above). 
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2.47 In the immediate future, the GOT should continue to support the ACCs in 
developing and implementing a restructuring strategy which incorporates the 
principles outlined above as well as the following strategic measures. 

 
• Strengthening the ACC system through training for increased staff quality, 

implementation of performance based M&E, and improved loan recovery ratios. 
• Diversifying loan products and tailoring other services (extension, insurance, 

marketing) to better meet farmer demand through partnerships with farmer 
organizations and other private sector provides. 

• Liquidating non-core real estate assets and low-yielding stock investments.   
• Pursuing long-term diversification of liabilities by one of the following options:  

i) developing larger and financially robust ACC units into small deposit taking 
cooperative banks (the case of Raiffeisen discussed in Box 2.2 below); 

ii) being accredited to collect deposits;  
iii) buying-in of a commercial banking license through acquisition by the ACC 

network of a suitable commercial bank. 
 
Box 2.2 - Raiffeisen Bank 

The Raiffeisen Group banks date back to the mid-19th century when the first co-operatives and 
loan societies of Germany and Austria appeared to support farmers in times of famine or economic 
dislocation. Friedrich Wilhelm Raiffeisen, the mayor of a number of local villages, started with the set-up 
of charitable cooperatives and then founded the first banking cooperative in Anhausen (Germany) that 
became a prototype for Raiffeisen banks in Germany and Austria.  Thus, the Raiffeisen movement emerged 
as a credit institution with a cooperative foundation within a multi-functional social movement. 

As the loan associations were established in relatively small well-defined geographic areas, they 
were particularly able to solve the problem of information asymmetry. With the advantage of their 
proximity to their potential clients and close communication network among association members, the loan 
associations made rigorous checks of debtors’ credentials and evaluations of project return periods and 
probabilities and correspondingly quick and well-informed decisions on extending loans.  Since transaction 
costs were minimized and included modest overheads, the costs in general were considerably low and this 
allowed offering loans with attractive conditions. Equally important, by educating farmers and small 
establishments in underserved rural areas to make a transparent calculation of economic risks and to take a 
fully informed approach to the use of scarce capital, a sustainable economic dynamic was promoted.  

Today, the Austrian Raiffeisen Banking Group is the country's most powerful banking group with 
the largest retail banking network and approximately a quarter of all domestic banking business. Raiffeisen 
Zentral Bank is 87% owned by nine regional Raiffeisen Banks. These regional banks are owned by 586 
local Raiffesen Banks, which in turn are owned by 1.7 million cooperative members or clients. Raiffeisen 
Group is also present in more than 25 countries in the world, has representative offices in Europe, America 
and Asia, and provides a full range of services to both corporate and retail customers. 

 
Sources: http://www.raiffeisen.ru - Tanner, Jacob, Speech in Microcredit 2005 Seminar, Switzerland, June 2005. 
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Chapter 3– Participation in Financial Markets by Rural Households 
 

A. Introduction 
 

3.1 As noted earlier, Turkey has recently exhibited declining levels of domestic credit 
to GDP and lags behind other comparable countries in terms of credit 
development. Following the 2001 financial crisis, the progress made in credit 
development was wiped out and dropped to pre-1995 levels. By 2003, credit-to-
GDP amounted to 15 percent while agricultural credit amounted to only 8 percent 
of agricultural GDP. Since part of the contraction in agricultural credit is 
attributed to the reform of directed agricultural credit programs through Ziraat, the 
Turkish authorities are concerned about the outreach of the financial sector 
(formal or informal) in Turkey’s rural areas. 

3.2 Recent surveys tend to support the view that rural households face shortages of 
finance that limit their ability to take advantage of growth opportunities or 
accumulation of assets. For example, the 2001 Economic Structure of Agricultural 
Household Survey found that 15 percent of agricultural households borrowed in 
the previous year from formal lenders (mainly from Ziraat Bank and ACCs) and 
only 1 percent did so from informal sources.  

3.3 Using two recently collected household surveys – the Quantitative Household 
Survey and a specialized Finance Module - the main objective of this chapter is to 
investigate the extent to which Turkish farmers participate in financial markets 
(formal or informal, and either as depositors or borrowers).  In particular, 
focusing on the analysis of the richer set of questions included in the specialized 
Finance Module, the chapter examines whether the household: has ever received 
credit or received credit in the last 2 years; has outstanding debt; has financial 
savings; and, has insurance products.   
 

B. Data Sources 
 

3.4 The Quantitative Household Surveys (QHS) are carried out bi-annually as part of 
the Agriculture Reform Implementation Project (ARIP). They were designed to 
be representative at the national and regional level of households with farming 
activities. The 2002 QHS interviewed 5,296 households, of which 3,954 were 
revisited in 2004. To make up for attrition, the 2004 QHS includes 1,542 
additional households. Table 3.1 summarizes survey results by geographical 
region. The base questionnaire includes questions about household characteristics 
(sources of income, consumption expenditures, wealth indicators, dwelling 
features, and availability of services), land markets, agricultural production, 
marketing of products, employment, and social capital indicators.  
 

3.5 The 2004 QHS includes a specialized Finance Module (FM) with questions about 
participation in financial markets (formal or informal), the characteristics of credit 
products, and the investment behavior of rural households. As a result, the 
surveys provide a comprehensive data set that combines household and farm 
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characteristics with the use of financial services. For the analysis of this chapter 
we will use the set of households that were interviewed in both years.  

Table 3.1: Quantitative Household Surveys: sample characteristics 

  
Turkey Marmara Aegean Mediterranean Central 

Anatolia
Black 
Sea 

East 
Anatolia

South 
East 

QHS 2004 & 2002  3,954 637 627 534 580 932 252 392 
  (percent) 100 16 16 14 15 24 6 10 
QHS 2004 only 1,542 176 294 204 363 277 95 133 
QHS 2002 only 1,342 159 262 180 319 247 79 96 
         
Total 2002 5,296 796 889 714 899 1,179 331 488 
Total 2004 5,496 813 921 738 943 1,209 347 525 
Source:  Staff calculations based on the QHS surveys. 
 
3.6 The analysis that follows differentiates between formal and informal providers of 

financial services (see Table 3.2).  Formal lenders include private banks, state-
owned banks and non-banks that are regulated by specific legislation. Agricultural 
credit cooperatives (ACCs) are considered non-banks. Informal providers 
comprise moneylenders, friends and relatives, input suppliers, and traders. The 
main credit services included in the analysis are: a) cash loans, which are credit 
transactions disbursed and repaid in cash, b) supplier credit, which includes all 
purchase of agricultural inputs on credit that will be repaid in cash, and c) 
advances from agricultural sales, which consist of payments received by the 
households in exchange for the future delivery of agricultural products.   

 
Table 3.2: Classification of financial markets and products 

Formal markets Informal markets 
Savings products 

Bank account in Turkish lira 
Bank account in foreign currency 

Lending to third parties with and 
without interest 

Government bills/bonds Holdings of foreign exchange 
Fund certificates 
Profit/income sharing accounts 

Holdings of gold/jewelry (for 
investment) 

Stocks   
Credit products 

Cash loans Cash loans 
Credit cards Input suppliers (for farm activities) 

 Advances from sales of crops 
 Credit purchases for food or durables 
Insurance products    

Life   Health    Car    
Crop   Livestock  Weather    
Disaster    

Providers of financial products  
State-owned banks (Ziraat, Halkbank) Moneylenders 
Private banks (foreign or domestic) Friends and relatives 
Non-banks Input supplier 

Agricultural Credit Cooperatives (ACCs) Clients 
Other cooperatives Other informal providers 
Leasing companies  
Factoring companies  
Other institutions   

Source:  Staff’s interpretations based on the survey data.  
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C. Participation in Credit Markets  
 
3.7 This section examines rural households’ participation in credit markets and use of 

credit products. The statistics reported for the use of credit products provide a 
lower-bound measure of rural households’ access to finance, as some rural 
households may be able to get credit but prefer not to request it.  Thus, the actual 
use of credit is the result of demand and supply factors. Table 3.3 presents summary 
statistics for the percentage of rural households that (i) have ever borrowed, (ii) 
borrowed in the last two years, and (iii) have outstanding debt.  As shown in Table 
3.3, about 37 percent of rural households indicate that they borrowed on any 
occasion from any type of lender. 

Table 3.3:  Participation in credit markets by rural households 
(percentage of rural 

households) 
Turkey Marmara Aegean Mediterranean Central 

Anatolia 
Black 
Sea 

East 
Anatolia 

South 
East 

Have ever borrowed from:                  
Any source 37.2 37.0 61.6 48.7 41.9 27.4 23.4 8.2 
Formal loans 25.6 24.6 52.2 22.8 22.8 23.4 16.3 4.3 

State-owned banks 16.3 14.1 34.8 10.5 15.7 15.6 12.3 3.1 
Private banks 2.1 1.6 6.1 2.8 0.9 1.3 0.4 0.5 
Non-banks 12.1 15.9 23.8 13.7 9.7 8.4 6.3 1.5 

Informal credit 20.6 25.7 25.4 38.4 30.3 7.5 9.5 4.6 
Loans 2.9 1.4 4.3 3.7 5.4 1.3 5.6 0.5 
Supplier credit 12.9 20.9 19.0 8.2 24.5 6.2 4.0 1.5 
Advance sales 7.8 6.1 6.5 33.9 5.0 1.0 0.0 2.8 

Borrowed from …. in past 2 years                
Any source 20.0 23.5 30.9 37.8 20.3 11.5 2.0 3.6 
Formal loans 10.2 10.4 24.2 8.8 7.9 8.8 1.2 1.8 

State-owned banks 5.7 3.8 12.3 3.6 4.8 7.3 0.8 1.8 
Private banks 1.2 0.6 3.7 1.7 0.7 0.5 0.4 0.0 
Non-banks 4.0 6.6 10.5 4.7 2.4 1.1 0.0 0.0 

ACCs 3.6 5.7 8.9 4.7 2.4 1.1 0.0 0.0 
 Other 0.5 1.4 1.9 0.0 0.0 0.0 0.0 0.0 

Informal credit 13.4 18.4 14.4 34.5 16.0 3.6 1.2 1.8 
Loans 1.1 0.3 1.3 2.2 1.7 0.9 0.8 0.0 
Supplier credit 7.1 14.8 9.3 4.7 12.4 3.0 0.4 0.5 

ACCs 3.7 9.1 4.3 1.5 6.4 1.8 0.0 0.3 
 Other 3.4 5.7 5.0 3.2 6.0 1.2 0.4 0.2 

Advance sales 6.9 4.7 5.6 32.4 4.0 0.5 0.0 1.5 
Any credit from ACCs 6.2 11.9 11.0 5.6 7.2 2.9 0.0 0.3 
Has outstanding debt with:                  
Any source 10.7 10.7 21.7 9.2 13.4 8.5 1.6 2.0 
Formal loans 6.9 4.9 18.0 5.1 5.7 6.7 1.2 1.0 

State-owned banks 4.0 1.9 9.4 1.9 3.6 5.6 0.8 1.0 
Private banks 0.8 0.3 2.7 0.6 0.7 0.4 0.4 0.0 
Non-banks 2.4 3.0 7.0 3.2 1.4 0.8 0.0 0.0 

Informal credit 5.6 7.7 8.8 5.8 9.7 2.5 0.8 1.0 
Loans 0.8 0.2 1.1 1.5 1.6 0.4 0.4 0.0 
Supplier credit 4.3 6.6 6.1 3.6 8.4 2.0 0.4 0.3 
Advance sales 1.0 1.3 2.1 1.3 0.9 0.3 0.0 1.0 

Uses credit cards 10.0 12.2 15.3 9.7 7.6 10.9 0.8 5.6 
Source: Calculation using the 2004 QHS Finance Module 
 
3.8 When differentiating between formal and informal lenders, 26 percent of rural 

households borrowed from formal lenders while 21 percent received loans from 
informal lenders ever. Rural households in the Aegean and Mediterranean regions 
present the highest rate of having ever borrowed (62 percent and 49 percent, 
respectively). The South East is the region where the lowest proportion of rural 
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households has ever received credit (8 percent). More rural households report 
having borrowed from state-owned banks than from private banks (16 percent 
versus 2 percent). Only 12 percent of rural households have ever borrowed from 
non-banks. 
 

3.9 Contrary to other countries where borrowing from informal lenders is more 
common, Turkish rural households make limited use of informal sources compared 
to formal providers. For example, about 13 percent of rural households reported 
ever receiving supplier credit (about the same percentage that borrowed from non-
banks). Only 3 percent got loans from informal lenders, which includes loans from 
moneylenders and merchants. Finally, about 8 percent received advances for their 
sale of agricultural products, with most of those households (60 percent) in the 
Mediterranean region.   
 

3.10 Rural households’ participation in credit markets is much lower when limited to 
credit received in the past two years.  Only 20 percent of rural households reported 
receiving credit in the past two years. Thus, 46 percent of rural households that 
have ever borrowed did not get credit in the past two years.  
 

3.11 The participation in credit markets in the past two years present similar features to 
that of rural households that have borrowed on any occasion.  Rural households 
were more likely to have borrowed from state-owned banks (6 percent) than from 
private banks (1 percent) or non-banks (4 percent) in the past two years. Among 
informal sources of credit, receiving credit from input suppliers is more common 
than borrowing from informal lenders or receiving advances for future agricultural 
sales. Getting loans from informal lenders is as frequent as borrowing from private 
banks across all regions. ACCs, which provide financing either as cash loans or 
supplier credit, served about 6 percent of rural households.  
 

3.12 Notable regional trends in the past two years include the following: rural 
households in the Aegean region were the most likely to report borrowing from 
formal sources (24 percent); rural households in the Marmara region were the most 
likely to receive input suppliers credits (15 percent); and, advances from 
agricultural sales are the most common in the Mediterranean region (32 percent). 
Overall, rural households in the South East and East Anatolia regions continued to 
have the lowest rates of participation in credit markets. 
 

3.13 When asked whether they have outstanding debt, only 11 percent of rural 
households responded positively. The breakdown by formal and informal providers 
shows that 4 percent of rural households have debts with state-owned banks, 1 
percent with private banks 2 percent from non-banks and 6 percent from informal 
sources. At the regional level, rural households in the Aegean present the highest 
incidence of having debts (18 percent) with formal lenders. Consistent with the 
other indicators of participation in financial markets, rural households in the South 
East and East Anatolia region have the lowest rates of participation. 
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3.14 In terms of credit cards, about 10 percent of rural households report using them. 
The use of credit cards is more prevalent in the Aegean and Marmara regions (15 
and 12 percent, respectively) and less frequent in the East Anatolia (0.8 percent) 
and South East Anatolia (6 percent) regions. 
 

D.    Use of Financial Savings and Insurance Services 

3.15 Use of Financial Savings One of the key issues in financial market development is 
the mobilization of savings. At the macro level, the amount of savings partly 
determines the supply of funds for lending and investment. The links between 
savings and economic growth have been well documented at the macro level, as are 
the positive effects of savings mobilization on the long-term sustainability of 
financial institutions, especially those owned by its members. At the micro level, 
individual entrepreneurs and enterprises may engage in savings for various reasons 
including life-cycle considerations, the need to accumulate resources for 
investment, or for medium of exchange considerations.  On the savings side, the 
main savings instruments are formal financial assets, such as bank accounts, 
government bonds and informal savings, including lending through third parties 
with and without interest. Finally, we also investigate the use of insurance services, 
such as life, health, crop or livestock insurance. 

3.16 An examination of the use of financial assets by rural households shows that 11 
percent of them had any type of financial assets at the time of the interview (see 
Table 3.4).  About 8 percent of rural households reported having accounts with 
banks. When holding formal financial assets, rural households rely more on state-
owned banks (74 percent) than with private banks (26 percent). A very small 
percentage of rural households reports having informal savings of any kind (3 
percent), mostly in the form of loans without interest to third parties. Consistent 
with the findings in credit markets, rural households in the Aegean and Marmara 
regions are more active participants in the market for financial formal or financial 
savings than in the rest of the country. 

Table 3.4: Use of financial assets by rural households 
(percentage of rural 

households) 
Turkey Marmara Aegean Mediterranean Central 

Anatolia 
Black 
Sea 

East 
Anatolia

South 
East

Any type of financial assets 10.7 15.4 17.1 12.2 3.4 11.2 8.3 2.0 

Formal financial assets  8.4 12.1 12.9 9.9 2.2 9.2 7.1 1.0 
Private banks 2.1 2.5 3.2 3.4 0.9 1.6 2.8 0.5 
State-owned banks 6.2 9.6 9.7 6.0 1.4 7.3 4.4 0.8 
Reasons for not having formal financial assets  
(percent of rural households without formal financial assets)

            

Doesn't trust financial 
institutions 

5.9 8.6 2.2 3.3 3.9 3.5 6.9 18.1 

Doesn't need an account 17.8 19.2 10.5 15.0 14.8 20.6 12.0 30.8 
Doesn't have money 74.0 68.8 86.7 80.4 79.3 71.0 79.0 51.2 
Prefers to save in gold & for. 
Currency 

0.2 0.2 0.2 0.2 0.4 0.2 0.0 0.0 

Financial institutions have 
bad service 

0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 

Financial institutions are too 
far away 

0.1 0.0 0.2 0.0 0.0 0.0 0.4 0.0 

Inadequate products 0.2 0.4 0.0 0.2 0.2 0.2 0.4 0.0 

Other 1.9 2.9 0.2 0.8 1.4 4.3 1.3 0.0 
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Informal financial assets  3.3 4.7 5.9 3.2 1.4 3.2 1.6 1.3 

Gold & foreign currency 0.8 2.2 0.6 1.1 0.2 0.5 - 0.3 

Loans without interest  2.6 2.8 5.1 2.2 1.2 2.8 1.2 1.0 

Loans with interest 0.1 0.0 0.2 0.2 - - 0.4 - 

Source: Calculation using the 2004 QHS Finance Module 
 
3.17 As shown in Table 3.4, rural households mentioned “lack of resources” or “not 

needing the account” as the most frequent (92 percent) reasons for not having 
formal financial assets. Only 6 percent of rural households without formal financial 
assets indicated “lack of trust on financial institutions” as the main reason.  At the 
regional level, rural households in the South East region are more likely to indicate 
“lack of trust on financial institutions” than those in the rest of the country. 

3.18 Use of Insurance Services.  Turkish rural households are exposed to a variety of 
shocks that can reduce their income levels. Agriculture, which is intrinsically a 
risky activity, is their main source of employment. Furthermore, Turkey is 
characterized by a high degree of variability in its major macroeconomic 
aggregates, such as inflation, exchange rate, and GDP.7  It also confronts a high 
incidence of natural disaster. To mitigate the effect of potential shocks, rural 
households can rely on various mechanisms: a) self-protection actions that reduce 
the occurrence of negative events; self-insurance actions to accumulate financial 
and non-financial assets that can be depleted in the case of negative events; and c) 
formal or informal insurance mechanisms that pool risk across agents in the 
economy.8 Although an assessment of rural households’ risk mitigation 
mechanisms in the event of negative shocks is beyond the scope of this study, it is 
informative to examine whether rural households are using formal insurance 
markets to protect themselves from such shocks. 

Table 3.5:  Use of insurance services by rural households 
(percentage of rural 

households) 
Turkey Marmara Aegean Mediterranean Central 

Anatolia 
Black 
Sea 

East 
Anatolia 

South 
East 

Knows about 
insurance services 

26.7 22.0 21.5 68.7 32.8 12.1 25.8 11.7 

Has insurance for:                 
Any type 11.0 14.3 13.6 13.9 13.1 9.1 7.9 1.3 

Health 8.2 12.2 10.5 4.5 9.7 8.6 6.7 0.8 
Car 6.1 5.2 8.6 11.2 9.7 3.6 1.2 0.3 
Life 1.9 2.2 0.5 0.6 5.5 2.3 0.4 0.0 
Crop 1.0 3.5 0.5 0.7 1.6 0.0 0.0 0.3 
Livestock 0.4 1.7 0.2 0.4 0.3 0.0 0.0 0.0 
Weather 0.7 2.4 0.6 0.9 0.7 0.0 0.0 0.0 
Disaster 1.2 2.7 0.5 0.6 2.8 0.8 0.4 0.0 

Source: Calculation using the 2004 QHS Finance Module 

3.19 As shown in Table 3.5, rural households have limited knowledge of the availability 
of formal insurance services (27 percent), and only a small fraction reported having 

                                                 
7 See more details on regional differences in Financial Sector Depth and Outreach across Turkey. 
8 See de Ferranti et al (2003). 

-41- 



 

any type of insurance services (11 percent). Health and car insurance are the most 
frequently type of insurance purchased by rural households (8 and 6 percent, 
respectively). Crop or livestock insurance is barely used by rural households (1 
percent and 0.4 percent, respectively). 

E.    Profile of Rural Users of Financial Services 

3.20 Having established the extent of rural household participation in financial markets, 
this section analyzes the factors correlated with participation.   Using regression 
analysis, we model participation in financial markets as a binary variable (that is, 
whether rural households borrowed in the past 2 years or whether they have or do 
not have any savings or insurance services). We include demand and supply factors 
that explain participation in financial markets, such as household, personal, and 
business characteristics as well as location-specific indicators of economic 
conditions. 

3.21 The first group of variables includes characteristics of the head of household. For 
example, educational attainment may capture managerial skills, household wealth, 
and capacity to negotiate with providers of financial services.  A low level of 
education can act as a financial market entry barrier given the complexity of 
financial transactions. The age of the household head proxies for the life-cycle stage 
of the household and thus for its desire to invest or its probability of needing 
emergency funds.  

3.22 The second group of variables encompasses household characteristics. The number 
of people in the household may affect the demand for credit because it proxies for 
the life-cycle of the household. The share of people working in the household 
indicates the ability to save or to repay loans. We include the availability of DIS 
payment because they are channeled through financial intermediaries, and thus may 
affect the demand and supply of financial services. 

3.23 The third set of variables considers characteristics of farm activities. It includes 
indicators of farm size, collateral availability, and production, such as age of 
activity, value of assets, land size, share of rainfed land, value of crop and livestock 
sales, capacity utilization, and type of production (fruits or livestock). Furthermore, 
it includes indicators of social capital, such as membership with agricultural sales 
cooperatives, ACCs, and guilds or official organizations. We also control for 
indicators of entrepreneurial ability of the manager of the farm, such as an indicator 
of whether the individual has taken preliminary steps before starting the business 
(which shows their enthusiasm and the level of preparation) or had previous 
experience as agricultural worker. 

3.24 The regression analysis also includes indicators of accessibility to state-owned 
banks and ACCs (i.e., the number of branches per 1,000 people in the district) to 
assess whether the physical presence of retail outlets influences the use of financial 
products. The log of GDP per capita and the ratio of bank deposits to GDP in 2000 
capture provinces’ economic conditions and their level of financial development. 
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Finally, the model also includes a set of region dummy variables to capture regional 
differences in both climate and infrastructure, both of which affect the demand and 
supply of financial services.  Tables 3.6-3.8 present the change in the probability of 
having formal or informal savings or using credit (partial derivatives evaluated at 
mean-values), given a change in rural households’ relevant characteristics. 

Table 3.6:  Profile of rural households participating in formal credit markets 
 (Partial derivatives at mean values – Probit estimates)  

Coeff. p-value Coeff. p-value Coeff. p-value Coeff. p-value
ead characteristicsHousehold h

Age househ
Primary ed
Secondary e
Household c

old head (log of years) -0.062** [0.020] -0.029 [0.113] -0.046** [0.012] -0.019 [0.135]
ucation (d) 0.024 [0.152] 0.027** [0.026] 0.003 [0.827] 0.013 [0.112]
ducation (d) 0.095*** [0.000] 0.091*** [0.000] 0.03 [0.103] 0.027* [0.058]
haracteristics

Household s
Share of pe
Household i
Received D
Business ch

ize (number of people) 0.010*** [0.000] 0.006*** [0.000] 0.004*** [0.004] 0.003*** [0.002]
ople working (%) 0.015 [0.560] -0.003 [0.868] 0.014 [0.425] 0.019 [0.109]
ncome per capita (log) 0.015*** [0.000] 0.010*** [0.000] 0.007*** [0.000] 0.007*** [0.000]
IS 0.007 [0.637] -0.003 [0.777] 0.002 [0.858] -0.001 [0.880]
aracteristics

Years of act
Assets  (log
Dekar land 0 [0.985] 0 [0.924] 0.001 [0.681] 0.002 [0.280]
Share of rainfed land in 2002 (%) -0.070*** [0.000] -0.038*** [0.001] -0.030*** [0.008] -0.020** [0.012]

ve
Livestock pr
Used capaci
Member of:
   Agric sal
   Agric cre
   Guild or o

Bougth inputs in district only (d) -0.004 [0.783] -0.011 [0.278] 0.015 [0.135] 0.003 [0.677]
ist

ps t
Sells on cre

Preliminary
Labor expe
Received te

Regional ch

ivity (log) -0.015* [0.064] -0.016*** [0.003] 0.006 [0.297] 0.005 [0.199]
) 0.020*** [0.000] 0.014*** [0.000] 0.009*** [0.002] 0.004** [0.020]
 in 2002 (log)

Sales in 2002 (log) 0.005* [0.090] 0.003 [0.222] 0.004* [0.050] 0.004** [0.015]
Fruit har sted  in 2002 (d) 0.033** [0.020] 0.018* [0.086] 0.002 [0.790] -0.003 [0.613]

oduction in 2002 (d) -0.034*** [0.008] -0.021** [0.025] -0.013 [0.122] -0.003 [0.593]
ty in 2002 (%) -0.008 [0.777] 0.024 [0.268] -0.028 [0.118] -0.027** [0.025]

es coop  in 2002 or 2004 (d) 0.046*** [0.004] 0.044*** [0.000] 0.026** [0.021] 0.009 [0.256]
dit coop in 2002 or 2004 (d) 0.071*** [0.000] 0.014 [0.127] 0.052*** [0.000] -0.009 [0.136]
fficial organization (d) 0.042** [0.021] 0 [0.995] 0.043*** [0.001] 0.024** [0.012]

Sells in d rict only (d) 0.031** [0.011] 0.007 [0.433] 0.014* [0.088] 0.009 [0.121]
Sells cro o government (d) -0.021 [0.210] 0 [0.978] -0.021* [0.067] -0.007 [0.417]

dit (d) 0.047 [0.141] 0.068*** [0.006] 0 [0.995] -0.004 [0.785]

 steps (d) 0.025** [0.028] -0.003 [0.671] 0.034*** [0.000] 0.024*** [0.000]
rience in agriculture (d) 0.004 [0.740] 0.002 [0.836] -0.001 [0.940] -0.002 [0.802]
chnical assistance in 2002 or 2004 (d) 0.053** [0.022] 0.030* [0.073] 0.011 [0.477] 0.016 [0.161]

aracteristics
Aegean (d)
Black Sea (d
Central An -0.01 [0.698] -0.01 [0.585] -0.007 [0.696] 0.011 [0.457]
Mediterran 0.015 [0.526] 0.001 [0.936] 0.015 [0.390] 0.012 [0.405]

 So
ne

anc
Bank depos
GDP per ca

Number of o
Log Likelih
Wald test: L
Pbar:
Robust p va
* significan
(d): dummy
Assets: valu

Credit cardsLoans & Credit 
cards

Formal sector credit
State-owned banksFormal loans

0.134*** [0.000] 0.039** [0.018] 0.116*** [0.000] 0.078*** [0.000]
) 0.060** [0.021] 0.041** [0.033] 0.026 [0.151] 0.056*** [0.001]

atolia (d)
ean (d)

East and uth East Anatolia (d) -0.056* [0.071] -0.021 [0.352] -0.044** [0.041] -0.012 [0.485]
State-ow d branches in district (per 1000 people in 2003) 0.416 [0.112] 0.289 [0.130] 0.285* [0.100] 0.225** [0.043]
ACC br hes in district (per 1000 people in 2003) -0.104 [0.334] -0.106 [0.183] 0.005 [0.944] 0.066 [0.155]

its / GDP in province  (% in 2000) 0.067*** [0.003] 0.02 [0.225] 0.047*** [0.001] 0.026*** [0.009]
pita in province (log in 2000) 0.063*** [0.003] 0.042*** [0.006] 0.019 [0.185] 0.007 [0.469]

bservations 3954 3954 3954 3953
ood (LL) -1581.076 -1128.373 -1099.188 -756.786
L=0 439.481 249.062 348.772 190.583

0.178 0.1 0.102 0.057
lues in brackets
t at 10%; ** significant at 5%; *** significant at 1%
 variables
e of equipment and real estate, excluding land values  
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Credit Markets.  Table 3.6 and Table 3.7 show how characteristics of rural 
household heads and households affect the use of formal or informal credit 
products. 

3.25 

Households with older household heads are less likely to use any type of 
credit, but the effect is larger for formal credits.  Education (especially secondary) 
increases the likelihood of borrowing from state-owned banks and credit card 
providers, but not from informal lenders or supplier credit.  Larger households are 
more likely to borrow from formal sources, but not from informal ones. Richer 
households (proxied by per capita income) tend to borrow more from formal 
sources, but poorer ones are more likely to receive informal credit. DIS payments 
have a positive effect on the probability of getting supplier credit, but not other 
credit products. 

3.26 As for business characteristics, rural households with larger operations are more 
likely to borrow from formal or informal lenders, which reflect their ability to 
pledge collateral to secure credits. Surprisingly, farmers with larger land holdings 
tend to borrow more from input suppliers, but not from other providers.  The share 
of rainfed land, which is an indicator of the riskiness of farm activities, is associated 
with a smaller probability of using credit, both formal and informal. 

3.27 Social capital, measured as membership in cooperatives and guilds, has a positive 
effect on the likelihood of borrowing from formal or informal sources. For example, 
rural households that are members of ACCs have 5.6 and 5.2 percentage-point 
larger probabilities of receiving formal loans or supplier credit. The corresponding 
effects are slightly lower for rural households that are members of agricultural sales 
cooperatives (2.6 and 1.1 percentage points, respectively). Rural households 
working with livestock production have less chances of getting credit cards (2.1 
percentage points). 

3.28 Not surprisingly, rural households that provide credit to their clients are more likely 
to receive informal credit or to have credit cards, but not significantly more likely to 
borrow from state-owned banks. Rural households that sell their production in their 
district of residence have more chances of receiving informal credit and surprisingly 
they are also more likely to receive loans from formal sources. Having taken steps 
before starting farm production, a proxy for entrepreneurial ability, is associated 
with higher chances of borrowing from formal and informal sources. Rural 
households that report having received technical assistance are only more likely to 
use credit cards than other sources of finance. 

3.29 Regional characteristics affect participation in credit markets even after controlling 
for rural households’ characteristics. Rural households in the Aegean region are 
more likely to get formal loans, loans from state-owned banks, and credit cards.   
Households in the East and South East Anatolia regions are less likely to get formal 
loans. Residents of the Black Sea region are more likely to get state-owned loans 
and credit cards. In the case of informal credit, rural households in the Aegean, 
Black Sea, Mediterranean, and East/South East Anatolia are less likely to receive 
supplier credit than in the Marmara and Central Anatolia regions. Rural households 
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in the Mediterranean region have more chances of getting advances from their sales 
of agricultural products than households in the rest of the country.  

Table 3.7: Profile of rural households participating in informal credit markets  
(Partial derivatives at mean values, Probit estimates) 

Coeff. p-value Coeff. p-value Coeff. p-value Coeff. p-value
Household head characteristics
Age household head (log of years) -0.031 [0.104]032*** [0.009] -0.024** [0.025] -0.005 [0.567]
Primary education (d) -0.007 [0.562] -0.01 [0.233] -0.007 [0.329] 0.003 [0.628]
Secondary education (d) 0.008 [0.648] -0.01 [0.439] -0.001 [0.907] 0.012 [0.156]
Household characteristics
Household size (number of people) -0.001 [0.349] -0 [0.582] -0.001 [0.450] -0.001 [0.118]
Share of people working (%) -0.038** [0.044] -0.01 [0.489] -0.009 [0.401] -0.024*** [0.005]
Household income per capita (log) -0.003* [0.051]003*** [0.004] -0.003*** [0.001] -0.001 [0.293]
Received DIS 0.012 [0.287] 0.013* [0.082] 0.013** [0.049] 0.004 [0.433]
Business characteristics
Years of activity (log) 0.001 [0.820] -0 [0.332] -0.003 [0.381] 0.003 [0.317]
Assets  (log) 0.012*** [0.000]0.004** [0.016] 0.003* [0.059] 0.006*** [0.002]
Dekar land in 2002 (log) 0.007** [0.036]006*** [0.004] 0.005*** [0.004] 0.002 [0.173]
Share of rainfed land in 2002 (%) -0.043*** [0.000]029*** [0.000] -0.024*** [0.000] -0.015*** [0.002]
Sales in 2002 (log) 0.003 [0.162] 0 [0.906] 0 [0.811] 0.002** [0.035]
Fruit harvested  in 2002 (d) -0.028*** [0.006]018*** [0.004] -0.015*** [0.006] -0.001 [0.798]
Livestock production in 2002 (d) -0.018** [0.049] -0 [0.612] 0 [0.960] -0.009** [0.023]
Used capacity in 2002 (%) 0.078*** [0.001] 0.026* [0.065] 0.015 [0.210] 0.055*** [0.001]
Member of:
   Agric sales coop  in 2002 or 2004 (d) 0.019 [0.103]0.015** [0.048] 0.011* [0.083] 0.003 [0.565]
   Agric credit coop in 2002 or 2004 (d) 0.073*** [0.000]064*** [0.000] 0.056*** [0.000] 0.002 [0.568]
   Guild or official organization (d) 0.081*** [0.000]060*** [0.000] 0.056*** [0.000] 0.008 [0.173]

Bougth inputs in district only (d) 0.024** [0.015] 0.013* [0.054] 0.014** [0.020] 0.004 [0.391]
Sells in district only (d) 0.029*** [0.001]0.012** [0.036] 0.011** [0.024] 0.011*** [0.005]
Sells crops to government (d) -0.012 [0.331] -0.01 [0.554] -0.003 [0.674] -0.010* [0.070]
Sells on credit (d) 0.070*** [0.003]0.035** [0.013] 0.027** [0.027] 0.035*** [0.008]

Preliminary steps (d) 0.018** [0.026]015*** [0.004] 0.013*** [0.005] 0.004 [0.237]
Labor experience in agriculture (d) 0.002 [0.786] 0.003 [0.668] 0.001 [0.809] 0.002 [0.562]
Received technical assistance in 2002 or 2004 (d) 0.003 [0.849] 0 [0.990] 0.004 [0.602] 0.005 [0.452]

Regional characteristics
Aegean (d) -0.022 [0.102]019*** [0.009] -0.018*** [0.003] 0.005 [0.517]
Black Sea (d) -0.044** [0.012]0.025** [0.020] -0.025*** [0.004] -0.008 [0.417]
Central Anatolia (d) 0.017 [0.363] 0.004 [0.698] 0.002 [0.822] 0.003 [0.742]
Mediterranean (d) 0.146*** [0.000]028*** [0.000] -0.027*** [0.000] 0.218*** [0.000]
East and South East Anatolia (d) -0.064*** [0.002]045*** [0.000] -0.042*** [0.000] 0.006 [0.640]
State-owned branches in district (per 1000 people in 2003) -0.579*** [0.009]-0.263* [0.080] -0.196 [0.133] -0.178* [0.053]
ACC branches in district (per 1000 people in 2003) 0.124* [0.091] 0.001 [0.988] -0.005 [0.907] 0.101*** [0.003]
Bank deposits / GDP in province  (% in 2000) -0.001 [0.937] -0.01 [0.509] -0.013 [0.129] 0.011* [0.072]
GDP per capita in province (log in 2000) 0.051*** [0.004] 0.012 [0.291] 0.011 [0.259] 0.023*** [0.004]

Number of observations 3954 3954 3954 3954
Log Likelihood (LL) -1177.159 -823 -766.625 -662.314
Wald te  LL=0 588.774 407.8 420.319 480.556
Pbar: 0.134 0.076 0.071 0.069

alues in brackets
nt at 10%; ** significant at 5%; *** significant at 1%
y variables
lue of equipment and real estate, excluding land values

st:

Robust p v
* significa
(d): dumm
Assets: va

Loans, Supplier 
credit, & Advances

Informal credit
Advances for agric 

sales
Supplier creditLoans & 

Supplier 
credit
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3.30 In provinces with higher levels of financial depth (measured by bank deposits to 
GDP), rural households have better chances of getting loans from formal lenders, 
including state-owned banks, and advances from agricultural sales, even after 
controlling for GDP per capita of the province. This underlines the importance of 
savings mobilization as a precursor to expanded lending activity regardless of the 
level of a province’s GDP. 

Rural households residing in districts with higher number of state-owned bank 
branches (per 1000 people) are more likely to borrow from state-owned banks as 
well as from other formal lenders. However, the presence of state-owned bank 
branches have a negative effect on the likelihood of getting supplier credit 
(significantly at 15 perc

3.31 

ent) and advances from agricultural sales, suggesting a 
substitution effect between informal providers and state-owned banks. The number 

3.32 

of ACC branches (per 1000 people) increases the chances of getting advances from 
agricultural sales, partly attributed to the indirect role played by ACC in financing 
agricultural production. 

Savings and Insurance Markets.  Table 3.8 on the following page presents the 
regression results for the profile of users of financial savings and insurance services. 
Educational attainment has a positive effect on the likelihood of having savings and 
insurance among rural households. This effect increases with years of education as 
the chances of having savings or insurance are higher for households whose head 
has secondary education rather than primary only. Rural households with higher per 
capita income are more likely to have financial savings or insurance, but if they 
receive DIS payments their likelihood decreases.9 This appears to indicate that DIS 
payments boost consumption as well as the overall household level of working 
capital. 

In terms of business characteristics, having insurance and financial savings is 
associated with having more assets. 

3.33 
Being longer in business and having higher 

levels of sales increase the likelihood of having financial savings, but not that of 
having insurance. Membership with ACCs reduces the probability of rural 
households having financial savings, however membership with guilds and 

3.34 

e number of state-owned bank branches (per 1000 people) has a 

agricultural sales cooperatives increases the chances of having insurance. Rural 
households that took preliminary steps before starting the business activity have a 
higher likelihood of having financial savings and insurance products. 

There are regional differences in the incidence of financial savings and insurance, 
after controlling for household and business characteristics. Rural households in the 
Aegean and Mediterranean regions are more likely to have financial savings, but 
those in the Central Anatolia are less likely.  In contrast, households in the Black 
Sea and East/South East regions have a smaller probability of having insurance 
services. Th
positive effect on the probability of having financial savings and insurance. 
However, the number of ACC branches has a negative effect on the likelihood of 

                                                 
9 Significant at the 15 percent for insurance services. 
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having financial savings and insurance (the latter is significant at the 15 percent 
level only). 

Table 3.8: Profile of rural households participating in financial savings  
      and insurance markets  (Partial derivatives, Probit Estimates) 

Coeff. p-value Coeff. p-value Coeff. p-value Coeff. p-value
Household head characteristics
Age household head (log of years) 0.026 [0.183] 0.038** [0.016] 0.032** [0.010] 0.019 [0.338]
Primary education (d) 0.038*** [0.001] 0.036*** [0.000] 0.028*** [0.000] 0.025** [0.045]
Secondary education (d) 0.074*** [0.001] 0.055*** [0.002] 0.041*** [0.006] 0.061*** [0.004]
Household characteristics
Household size (number of people) -0.001 [0.434] -0.001 [0.392] -0.001 [0.549] -0.001 [0.549]
Share of people working (%) 0.026 [0.161] 0.019 [0.180] 0.007 [0.536] -0.051*** [0.009]
Household income per capita (log) 0.012*** [0.000] 0.012*** [0.000] 0.009*** [0.000] 0.004** [0.018]
Received DIS -0.020* [0.054] -0.014* [0.091] -0.006 [0.344] -0.018 [0.106]
Business characteristics
Years of activity (log) 0.010* [0.093] 0.008 [0.111] 0.010** [0.017] -0.007 [0.250]
Assets  (log) 0.013*** [0.001] 0.007** [0.014] 0.004* [0.080] 0.030*** [0.000]
Dekar land in 2002 (log) 0.003 [0.310] 0.001 [0.844] 0.002 [0.486] 0.002 [0.536]
Share of rainfed land in 2002 (%) -0.001 [0.949] 0.008 [0.377] 0.003 [0.651] 0.012 [0.333]
Sales in 2002 (log) 0.005** [0.021] 0.004** [0.028] 0.001 [0.466] 0 [0.993]
Fruit harvested  in 2002 (d) 0.036*** [0.000] 0.024*** [0.004] 0.021*** [0.001] -0.021** [0.030]
Livestock production in 2002 (d) -0.007 [0.464] -0.009 [0.210] 0 [0.980] -0.016* [0.092]
Used capacity in 2002 (%) 0.046** [0.023] 0.022 [0.156] 0.017 [0.179] 0.005 [0.789]
Member of:
   Agric sales coop  in 2002 or 2004 (d) 0.009 [0.433] 0.01 [0.268] 0.001 [0.939] 0.024** [0.048]
   Agric credit coop in 2002 or 2004 (d) -0.017* [0.053] -0.016** [0.022] -0.016*** [0.004] -0.002 [0.827]
   Guild or official organization (d) 0.012 [0.356] 0.012 [0.255] 0.01 [0.252] 0.067*** [0.000]

Bougth inputs in district only (d) -0.002 [0.880] -0.008 [0.356] -0.002 [0.788] 0.043*** [0.000]
Sells in district only (d) 0.009 [0.281] 0.013* [0.060] 0.014** [0.012] 0.021** [0.017]
Sells crops to government (d) 0.027** [0.046] 0.015 [0.149] 0.001 [0.879] 0.057*** [0.000]
Sells on credit (d) 0.048** [0.046] 0.033* [0.081] 0.014 [0.331] 0.036 [0.116]

Preliminary steps (d) 0.041*** [0.000] 0.026*** [0.000] 0.018*** [0.001] 0.030*** [0.000]
Labor experience in agriculture (d) 0.004 [0.680] -0.002 [0.825] 0.003 [0.662] -0.012 [0.219]
Received technical assistance in 2002 or 2004 (d) 0.041** [0.017] 0.039*** [0.007] 0.019* [0.089] 0.033** [0.047]

Regional characteristics
Aegean (d) 0.037** [0.019] 0.027** [0.033] 0.01 [0.287] 0.009 [0.555]
Black Sea (d) 0.006 [0.734] 0.007 [0.610] -0.004 [0.691] -0.034** [0.029]
Central Anatolia (d) -0.065*** [0.000] -0.053*** [0.000] -0.041*** [0.000] -0.009 [0.598]
Mediterranean (d) 0.026 [0.138] 0.029* [0.050] 0.003 [0.790] 0.024 [0.179]
East and South East Anatolia (d) -0.006 [0.765] 0.011 [0.548] -0.011 [0.370] -0.056*** [0.003]
State-owned branches in district (per 1000 people in 2003) 0.583*** [0.001] 0.469*** [0.001] 0.354*** [0.001] 0.459** [0.012]
ACC branches in district (per 1000 people in 2003) -0.226*** [0.006] -0.178*** [0.007] -0.109** [0.033] -0.13 [0.114]
Bank deposits / GDP in province  (% in 2000) 0.054*** [0.002] 0.056*** [0.000] 0.038*** [0.001] 0.023 [0.138]
GDP per capita in province (log in 2000) 0.027* [0.062] 0.023** [0.043] 0.009 [0.288] 0.008 [0.555]

Number of observations 3954 3950 3954 3954
Log Likelihood (LL) -1162.376 -963.572 -777.415 -1201.126
Wald test: LL=0 290.032 279.342 214.497 297.381
Pbar: 0.108 0.084 0.062 0.11
Robust p values in brackets
* significant at 10%; ** significant at 5%; *** significant at 1%
(d): dummy variables
Assets: value of equipment and real estate, excluding land values

Savings and Insurance
Savings (any source) Savings with banks Savings with state-

owned banks
Insurance
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Chapter 4 – Rural Credit Market Structure 
 

A. Composition of Rural Households’ Borrowing 
 
4.1 This section investigates the composition of rural households’ borrowing by 

various types of credit products and providers. Using data from the specialized 
Finance Module in the 2004 QHS, Figure 4.1 shows the market shares of credit 
products and providers according to three criteria: a) the amount of credit received 
in 2002-2003; b) the total number of credits received in the same period; and c) 
the outstanding debt amounts at the time of the interview in the Fall of 2004. This 
analysis focuses on loans and supplier credit as the data on the amounts of 
advances from agricultural sales presented measurement problems. 

Figure 4.1: Rural households’ borrowing - Shares by type of credit product  

Source : Calculation using the 2004 QHS Finance Module
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Supplier credit 40 27 47

Informal lenders 6 8 7

Non-banks 15 12 21

Private banks 10 12 4

State owned banks 29 41 21

Disbursed amounts Oustanding debt # transactions

 
 
4.2 Cash loans are more prevalent in rural credit markets than supplier credit, 

accounting for 60 percent of disbursed amounts in 2002-2003, 73 percent of 
outstanding debts, and 53 percent of credit transactions received.  Among formal 
lenders, households tend to borrow more from state-banks, while the share of 
loans from private banks is the smallest. Among informal sources of credit, 
informal lenders account for only 7 percent of the credit transactions, almost 7 
times smaller than the share of supplier credit. The majority of the credit received 
by rural households is denominated in Turkish Lira (99 percent of disbursed 
amounts in 2002-2003). 
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4.3 Regional distribution of rural households’ borrowing  Table 4.1 presents the 

geographical allocation of disbursed credit amounts, and the number of credits 
across Turkey’s seven regions.  Rural household’s borrowing from private banks 
is concentrated in the Aegean region, which accounts for almost 50 percent of the 
disbursed amounts and number of loans. The Mediterranean and Marmara regions 
follow the Aegean region in importance in terms of the allocation of household 
borrowing from private banks (15 percent each), while the East Anatolia region 
accounts for 3 percent.  Borrowing from private banks is negligible in the South 
East Anatolia region. 
 

4.4 Rural household’s borrowing from state-owned banks is concentrated in the 
Aegean, Mediterranean, and Black Sea regions. Approximately 70 percent of 
state-owned bank disbursed amounts and 75 percent of their rural borrowers are in 
these regions. The South East and East Anatolia account for the smallest share of 
borrowing from state-owned banks. 

Table 4.1: The regional distribution of rural household’s borrowing 
  Marmara Aegean Mediterranean Central 

Anatolia 
Black 
Sea 

East 
Anatolia 

South 
East 

Banks          
Percent of amounts 12.2 32.6 21.1 13.4 16.2 1.4 3.2 
Percent of number of credits 10.0 38.7 11.5 10.9 25.8 1.2 2.0 

State-owned banks          
Percent of amounts 11.1 27.2 23.2 14.6 18.9 0.8 4.3 
Percent of number of credits 10.6 36.6 8.9 11.6 29.1 0.7 2.4 

Private banks           
Percent of amounts 15.5 48.2 15.0 10.0 8.4 3.0 0.0 
Percent of number of credits 7.0 49.1 24.6 7.0 8.8 3.5 0.0 

Non-banks            
Percent of amounts 22.9 25.5 38.1 11.9 1.6 0.0 0.0 
Percent of number of credits 24.1 41.3 18.8 9.2 6.6 0.0 0.0 

Informal lenders           
Percent of amounts 2.7 11.7 39.5 32.9 12.4 0.9 0.0 
Percent of number of credits 2.9 16.5 33.0 22.3 22.3 2.9 0.0 

Suppliers            
Percent of amounts 27.6 22.3 16.8 28.5 2.8 0.8 1.2 
Percent of number of credits 27.2 21.8 12.7 28.7 8.6 0.2 0.8 

Source:  Calculation using the 2004 QHS Finance Module 
 
4.5 The largest share of rural household’s borrowing from non-banks and informal 

lenders is in the Mediterranean region. About 38 percent of such borrowing from 
non-banks credit and 40 percent of informal lender credit goes to this region. But 
non-bank borrowers are mainly located in the Aegean region (41 percent of loans 
are disbursed in this region). Supplier credit is used primarily in the Central 
Anatolia region, which accounts for 29 percent of both supplier credit amounts 
and the number of borrowers, followed by the Marmara (27 percent) and Aegean 
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region (22 percent). Households in the East and South East regions borrow the 
least from non-banks, informal lenders, and supplier credit providers. 
 

B. Characteristics of Main Financial Products Used by Rural Households 
 

4.6 The specialized Finance Module identifies the main creditor for each type of 
financial product category.  Table 4.2 presents some features of the main creditors 
of rural borrowers.  Since ACCs provide cash loans and supplier credit, they are 
included in the column for non-banks and supplier credit.  In the last column, we 
consolidate the answers for ACCs, including cash-loans or supplier credit.   
 

4.7 Ziraat is the main creditor for 26 percent of rural borrowers (or 86 percent of 
borrowers of state-owned banks). ACCs are the main creditor for 38 percent of 
total borrowers either by providing loans or supplier credit. Among private banks, 
Isbank, Akbank, and Denizbank are the banks most frequently reported, serving 
about 5 percent of borrowers. 

Table 4.2: Characteristics of main creditors of rural households 
Creditor (Percentage of borrowers) All 

transactions State 
owned 
banks 

Private 
banks 

Non-
banks 

Informal 
lenders 

Supplier 
credit 

ACCs* 

No. observations 759 227 48 159 45 280 288 
Length relationship - years (Col %)        
 < 5 years 24 28 75 17 32 17 12 
5 < 10 years 13 10 9 15 20 15 15 
10 or more years 62 62 16 69 49 68 73 
Visit to Creditor (Col %) 96 96 100 94 95 98 97 
Rating for quality of services (median) 8 8 10 8 5 8 8 
Most important dimension of service  (Col %)        

Quality of Services 9 14 7 6 5 9 8 
Location of branches 3 3 7 4 5 3 3 
Speed of Services 5 6 7 3 10 4 4 
Amounts granted 14 12 17 15 19 14 14 
Maturity of loans 7 8 4 6 7 8 7 
Interest rates & fees 54 51 57 59 50 54 57 
Collateral requirements 1 1  1   1 1 
Services offered 6 5 2 5 5 9 8 

* Includes both cash loans and supplier credit provided by ACCs    
Source: Calculation using the 2004 QHS Finance Module    

 
4.8 Length of relationship. Banks, non-banks, informal lenders, and suppliers 

providing credit to rural households have been doing so for a substantial period of 
time. More than 50 percent of rural borrowers indicated dealing with their 
creditors for 10 or more years. Private banks, which started serving 75 percent of 
their rural customers in the past 5 years, have the shortest length of business 
relations with rural households. This finding is consistent with the notion that 
private banks are expanding into rural areas. ACCs and state-owned banks have 
been dealing the longest with their clients. Almost 75 percent ACCs’ and 70 
percent of state-owned banks’ borrowers have been dealing with those institutions 
for 10 years or more. 
 

4.9 Rating of creditors’ services. The survey included questions about the 
borrowers’ perspective on the quality of services for each type of provider. In 
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particular, borrowers rated providers in terms of quality of service, location of 
branches, service speed, amounts granted, maturity of loans, interest rates and 
fees, collateral requirements and services offered. They rated each criterion 
between 1-10, 1 being the worst and 10 being the best rating. 
 

4.10 With the exception of collateral requirements, maturity, and interest rates, 
borrowers appear very satisfied with the services provided by lenders, providing 
an aggregate rating of 8 points (median). Among all types of providers, private 
banks have the highest median ratings in terms of location of branches, speed of 
services, amounts granted, maturity of loans, collateral requirements, and services 
offered. Surprising, informal lenders have the lowest median rating across all 
categories examined. Interest rates and fees is the most important dimension of 
credit services for 54 percent of borrowers while credit size is the second most 
important (for 14 percent of borrowers).  
 

4.11 Method of interaction with borrowers. Almost all borrowers interact with their 
creditors by visiting lenders’ location (96 percent). A small fraction of borrowers 
receive visits from their creditors (3 percent). Interacting with creditors through 
phone calls very infrequent is rural credit markets (0.4 percent). Non-banks are 
more likely to visit their borrowers than any other type of creditor. 
 

4.12 Characteristics of credit products.  To evaluate the characteristics of credit 
products, we discuss the main features of the most recent credit received by rural 
households.  Table 4.3 describes loan amounts, maturity, collateral requirements, 
the declared use of credit, and transactions costs. Because of measurement 
problems with interest rate values, we do not report interest rates values, even 
though most credit transactions have positive interest rates. Because of large 
variation in the data, we report median values for most characteristics examined. 
The credit transactions reviewed were granted in 2002-2004.   
 

4.13 State-bank loans. The median loan size from state-banks to rural borrowers was 3 
billion TL (about half the size of private bank loans). State-owned banks take 
seven days (median) to process loan applications and charge fees on 82 percent of 
their loans for 4.8 percent of loan amounts. Their loans are used mainly (59 
percent) for agricultural activity only, but their borrowers also used loans for the 
household only (28 percent). About 35 percent of their loans were used to finance 
investment outlays (mainly in agriculture). Similar to other lenders, state-owned 
banks grant most (70 percent) of their loans with real collateral and use fiduciary 
guarantees for the remaining 30 percent. When used, real collateral is twice the 
loan amount. Loans are granted mainly with a maturity of 12 months or less (84 
percent).  
 

4.14 Private bank loans. With a median value of 5.6 billion TL, loans from private 
banks to rural borrowers tend to be largest in terms of the amount disbursed.  
Also, most of these loans are short-term (67 percent) with a maturity of 12 months 
or less. Private banks are more likely to request real collateral to secure their loans 
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than other lenders (80 percent of transactions). However, the estimated collateral 
value is 0.6 times the loan size, the lowest among all types of lenders. Similar to 
state-owned bank loans, about 27 percent of private bank loans were used in 
household-related expenses only.  However, private bank loans were less likely to 
be used to finance investment (17 percent versus 35 percent).  Private banks 
charge fees on 67 percent of their transactions and in those fees represented 3 
percent of loan amounts, much lower than the fees charged by state-banks and 
non-banks. They take about 4 days to process loan applications, about half the 
time of state-owned banks. 

 
Table 4.3: Characteristics of credit services to rural borrowers 

  State 
owned 
banks 

Private 
banks 

Non-
banks 

Informal 
lenders 

Supplier 
credit 

Advances 
from ag 
sales 

ACCs* 

No. observations 225 46 157 42 280 272 285 
Years received  (Col %)        
2002 6.2 6.5 7.6 7.1 2.5 n.a. 4.9 
2003 33.8 30.4 44.6 42.9 48.6 n.a. 52.1 
2004 60.0 63.0 47.8 50.0 48.9 n.a. 43.1 
Credit amount        
Median (TL m) 3,000 5,651 1,231 2,512 2,000 7,853 1,664 
Distribution (Col %)        

< 1000 TL m 11.1 6.5 42.7 21.4 26.1 8.7 34.7 
1000-2500 TL m 28.4 15.2 21.7 26.2 29.3 14.4 26.0 
2500-5000 TL m 20.4 17.4 15.3 9.5 20.7 12.5 19.8 
5000-10000 TL m 20.4 26.1 8.9 23.8 11.4 19.3 8.7 
10000-20000 TL m 12.9 17.4 8.9 14.3 8.6 22.0 9.0 
20000 + TL m 6.7 17.4 2.5 4.8 3.9 23.1 1.7 

% transactions in foreign currency 0.9 4.3 1.9 4.8 0.4 0.0 0.0 
Days to Process Loan Application (Median) 7.0 4.0 5.5 1.0 n.a. n.a. 7.0 
Fee for loans        
% transactions with fees 82.40 66.70 59.10 15.60 n.a. n.a. 30.20 
Fee / loan amounts (%) (If fees >0) 4.80 3.10 5.00 5.00 n.a. n.a. 5.00 
Use of credit        
Distribution (Col %)        

Household only 27.8 27.1 8.8 15.6 0.0 0.0 4.5 
Agricultural activity only 59.5 56.3 83.0 66.7 100.0 100.0 92.4 
Non-agricultural activity 4.4 4.2 3.8 4.4 0.0 0.0 1.7 
Mixed use 8.4 12.5 4.4 13.3 0.0 0.0 1.4 

Use Loan for Invest (%)* 35.1 17.4 38.2 28.6 4.3 0.0 19.4 
Type of collateral offered (Col %)        

Verbal promises 0.4  1.3 33.3 5.0 82.4 1.0 
Fiduciary guarantees 29.8 19.6 26.1 50.0 33.9 15.8 21.9 
Real collateral & fiduciary guarantees 69.8 80.4 72.6 16.7 61.1 1.8 77.1 

Collateral Value  / Credit Amount (Median) 2.1 0.6 10.3 1.9 3.8 1.1 5.8 
Positive interest rate (%) 98.2 100.0 98.1 84.4 99.6 13.2 99.0 
Maturity (Col %)        

< 6 months 4.0 4.3 6.4 27.5 10.4 n.a. 4.9 
6 < 12 months 80.0 63.0 87.3 65.0 85.0 n.a. 91.3 
12 < 18 months 0.4 2.2 1.3   0.7 n.a. 1.0 
18 < 24 months 5.3 2.2 0.6 2.5 0.7 n.a. 0.4 
24 + months 10.2 28.3 4.5 5.0 3.2 n.a. 2.4 

Had Flexibility to Repay (%) 41.3 37.0 29.3 47.6 32.1 n.a. 24.7 
Made Any Late Payments (%) 15.6 30.4 40.8 50.0 37.5 n.a. 43.1 
Restructured Loan (%) 19.1 19.6 35.7 38.1 30.4 n.a. 38.9 
* Includes both cash-loans (under non-banks) and supplier credit provided by ACCs. 
Source: Calculation using the 2004 QHS Finance Module.      

 
4.15 Non-banks. Non-banks provide the smallest credit, with a median amount of 1.2 

billion TL.  The majority of their loans have a maturity of 12 months or less (94 
percent). They take 6 days (median) to process loan applications and charge fees 
on 60 percent of their loans in the amount of 5 percent of loan amounts. Similar to 
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other creditors, most non-banks’ loans are secured by real collateral and fiduciary 
guarantees (73 percent of loans). The value of real collateral is about 10.3 times 
higher than the loan size granted (median), the largest among all times of 
creditors. Most loans from non-banks are granted for agricultural activity only (83 
percent of loans) and about 38 percent were used for investment. 
 

4.16 Informal loans. When taking loans from informal lenders, rural borrowers face the 
lowest transaction costs. About 50 percent of informal loans were processed in 
one day or less and 15 percent without any fees or commissions. Merchants or 
moneylenders provided the majority of informal loans (73 percent). With a 
median size of 2.5 billion TL, informal loans have the least stringent collateral 
requirements (with one-third granted on the basis of verbal promises). 
 

4.17 Supplier credit. Supplier credits have the second smallest median amount (2 
billion TL). About 44 percent of supplier credits (or 29 percent of their amounts) 
were granted with a maturity of 12 months or less. Most supplier credits are 
heavily guaranteed with a combination of real collateral and fiduciary guarantees 
(61 percent). When real collateral is used, its median value is about 3.8 times the 
size of the credit received. They are mainly used for working capital expenditures 
in agricultural activities (96 percent of transactions), but as implied above they 
tend to be multi-year. 
 

4.18 Advances for agricultural sales.10 Advances for agricultural sales are concentrated 
in the Mediterranean region (64 percent of transactions). Agribusinesses and 
cooperatives provided the majority of advances for agricultural sales. Each rural 
household receiving advances for the future delivery of agricultural products sold 
almost 1.6 different crops, on average. Their clients purchased mainly wheat (64 
percent) and maize (25 percent). These advances for agricultural sales were 
granted predominantly with verbal promises (82 percent).  Real collateral was 
used in only 13 percent of the sales. 
 

4.19 ACCs’ credits (loans or supplier credit). ACCs grant the smallest credits to rural 
households with a median of 1.6 billion TL. These credits are mainly used for 
agricultural production only (92 percent). ACCs take about 7 days to process 
credit applications (similar than state-owned banks).  They require real collateral 
on 77 percent of their transactions and the estimate value of collateral is 6 times 
the credit size. 
 

4.20 Formal and informal savings products  As shown in Table 4.4, state-owned 
banks play a dominant role in holding the financial assets of rural households. 
They have about 52.4 percent of accounts and 58 percent of deposited amounts. 
Private banks hold only about one-fifth of accounts and deposited amounts.  Rural 
households also have about 11 percent of their financial assets in informal means 
(holdings of foreign currency, gold, or loans to third parties).  Almost 30 percent 

                                                 
10 We do not report the size of the advances for agricultural sales due to problems in how such variable was 
coded. 
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of their saved balances are in foreign denominated accounts or in foreign currency 
holdings. The median size deposited is 3 billion TL, but deposited amounts are 
the highest with private banks. When rural households lend to third parities it is 
mostly without charging interest rates. 

 
Table 4.4: Market shares in rural households’ savings 

  %  of Accounts %  of Amounts 
Type of account   

Bank account in TL                 65.3                  58.5  
Bank account in foreign currency                   5.0                  24.4  
Other formal accounts                   1.0                    6.4  
Holdings of foreign currency                   2.9                    4.3  
Holdings of gold                   3.8                    2.2  
Loans without interest                 21.3                    3.5  
Loans with interest                   0.6                    0.8  
Total               100.0                100.0  

Type of institution   
State-owned banks                 52.4                  66.9  
Private banks                 19.0                  22.4  
Informal                 28.6                  10.8  
Total               100.0                100.0  

Source: Calculation using the 2004 QHS Finance Module 
 
4.21 Table 4.5 shows that the distribution of savings products used by rural households 

across Turkey is concentrated in Marmara, Aegean, and the Mediterranean 
regions. However there are important differences across formal and informal 
providers. While state-owned banks have seen their rural deposits concentrated in 
the Marmara region (40 percent of deposited amounts), private banks receive 
deposits from rural households mainly in the Mediterranean region (64 percent). 
Informal savings are evenly distributed across regions, excluding East Anatolia 
and the South East regions which have limited coverage. These last two regions 
have the smallest share of savings products, similar to the distribution of credit 
products. 

 Table 4.5: Regional distribution of savings products 
  Marmara Aegean Mediterranean Central 

Anatolia 
Black 
Sea 

East 
Anatolia 

South 
East 

State-owned banks        
Percent of accounts 24.7 24.7 13.2 4.0 27.9 4.4 1.2 
Percent of amounts 40.0 17.6 27.9 8.1 5.4 1.0 0.0 

Private banks        
Percent of accounts 18.7 22.0 20.9 9.9 16.5 9.9 2.2 
Percent of amounts 10.6 15.7 64.1 8.2 0.6 0.1 0.7 

Informal savings        
Percent of accounts 24.1 27.0 13.9 5.8 22.6 2.9 3.7 
Percent of amounts 19.8 15.4 22.7 14.9 21.3 1.0 4.9 

Total        
Percent of accounts 23.4 24.8 14.8 5.6 24.2 5.0 2.1 
Percent of amounts 31.2 16.9 35.5 8.9 6.1 0.8 0.7 

Source:  Calculation using the 2004 QHS Finance Module 
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Chapter 5 - Credit Constraints and Investment Behavior 

A. The Extent of Credit Constraints  

5.1 This chapter examines whether rural households have an unmet demand for 
credit, and thus are constrained in their access. To estimate the extent of credit 
constraints in rural credit markets, it is necessary to examine loan applications, 
loan rejections, and the reasons cited by those households who are not applying 
for loans. As shown in Table 5.1, very few households requested loans in the past 
two years from the various lenders, with 12 percent requesting loans from any of 
the four types of lenders.  (Including suppliers credits, this application rate is 18 
percent.)  Loan applicants requested very few loans, between 1.4 loans from state-
owned banks to 3.4 loans from informal lenders. Loan rejections rates varied quite 
a bit, with state-owned banks more likely to reject loan applications (19 percent) 
than any other type of lenders. 

5.2 Next, one must recognize that some agents that did not request loans may have a 
demand for loans. As shown in Table 5.1, some rural households are discouraged 
from applying because the loan products offered are ill-suited for their operations 
or interest rates and fees are too high. Others may be reluctant to apply because of 
their perceptions that the borrowing process is associated with high risks. Others 
are discouraged from applying because of a high likelihood of rejection due to a 
lack of adequate collateral or inability to provide all information requested. Few 
households did not request loans because of lack of information about lenders. 

Table 5.1: Application for loans 

 
State owned 

banks 
Private 
banks 

Non-
banks 

Informal 
lenders 

Share of rural households which  
requested loans in past 2 years from: 6.3 1.2 4.3 1.1 

Average number of loan applications 1.4 1.4 1.8 3.4 
% of loan applications rejected 19.4 6.1 10.8 6.3 

Number of households not applying for 
loans 

  
3,777 

  
3,919 

   
3,842  

  
3,921 

Main reason for not requesting loans from:     
(As a % of those not applying for loans)     

No demand 20.8 20.3 20.4 19.4 
Collateral/information issues 9.2 9.2 8.0 7.1 
Inadequate maturity/amounts  0.3 0.3 0.3 0.3 
High and variable interest rates 41.5 42.3 42.6 42.4 
Lack information about lenders 0.4 0.5 0.6 0.5 
Too risky 18.4 17.9 18.2 20.7 
Other reasons 9.5 9.4 10.0 9.6 
 Total 100.0 100.0 100.0 100.0 

Source:  Calculation using the 2004 QHS Finance Module    
 
5.3 Finally, some rural households may not request loans because they do not  

demand loans (about 20 percent of those that did not apply for loans). The 
responses deemed to be indicators of “no demand” for loans are the following: (a) 
prefers to use internal funds; (b) has access to other sources of financing 
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(implying no demand for this source); (c) has a bad credit history; and (d) has too 
much debt, suggesting that it does not have further demand for loans. In the case 
of supplier credit, we use as indicator of “no demand” when the household 
responds that it does not use supplier credit because it does not want to do so. 

5.4 In the following analysis, rural households are classified into four categories 
according to their self-reported demand for credit and participation in credit 
markets. First, we define those households that did not demand credit (as noted 
above).  The second category of households contains all households that demand 
loans (or supplier credit), but did not apply for a loan. The third category includes 
those households that applied for credit but were rejected. Finally, the fourth 
category groups all people who received a loan or credit. 

5.5 Table 5.2 shows the classification of rural households in the four categories. The 
demand for loans appears uniform across formal and informal providers, which 
indicates that rural households may not differentiate between types of lenders 
when demanding loans. About 82 percent report demanding any loans (formal or 
informal).  Here the survey data show that the low participation rates in loan 
markets can be attributed to a high proportion of agents that are credit constrained 
(71 percent).  A noteworthy difference between the demand for loans and supplier 
credit is that the latter is substantially lower: only about 41 percent of rural 
households indicate a demand for supplier credit. As a result, the low usage of 
supplier credit is attributed to low demand: only about 34 percent of rural 
households have an unmet demand for supplier credit. Not surprising, the 
combined indicator for demanding loans or supplier credit shows that 61 percent 
do not demand either a loan or supplier credit. 

Table 5.2: Estimation of credit constraints 
Unmet demand 

Credit Category   

No 
demand

(1) 
Sub-total Demand but not 

applied  - (2) 
Applied and 
rejected - (3) 

Received  
 

(4) 
Any loan 18 71 70 1 11 
Formal loans 18 71 71 1 10 
Banks 19 74 74 1 7 
State-owned banks 19 75 75 1 6 
Private banks  20 79 79 0 1 
Non-banks 19 77 76 0 4 
Informal credit 66 27 24 3 8 
Informal lenders 19 80 80 0 1 
Supplier credit 59 34 31 3 7 
Loans or supplier credit  61 24 21 3 15 
 Source:  Calculation using the 2004 QHS Finance Module  

 
B. Profile of Rural Households which are Credit Constrained 

5.6 In this section we provide an analysis of the factors correlated with having an 
unmet demand for loans or for loans and supplier credit combined. Because of the 
few households that report that their credit application was rejected, we combine 
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into a single category those households who had demand but did not apply and 
those who applied and got rejected. We model this classification as a multinomial 
logit with three categories in the case of loans (no demand, unmet demand, and 
received any loan) and with four categories when combining loans and supplier 
credit (no demand, unmet demand, received informal credit and received formal 
loans). 

Table 5.3: Profile of rural households that are credit constrained 

Predicted probability 0.249 0.752
Household head characteristics
Age household head (log of years) 0.033 [0.327] -0.039 [0.246]
Primary education (d) 0.015 [0.457] 0.028 [0.164]
Secondary education (d) 0.051 [0.123] -0.003 [0.921]
Household characteristics
Household size (number of people) -0.003 [0.213] -0.002 [0.439]
Share of people working (%) -0.036 [0.291] 0.016 [0.605]
Household income per capita (log) -0.002 [0.542] -0.004 [0.229]
Received DIS -0.006 [0.750] -0.022 [0.206]
Business characteristics
Years of activity (log) -0.008 [0.385] 0.020 ** [0.025]
Assets  (log) -0.001 [0.792] -0.007 * [0.093]
Dekar land in 2002 (log) -0.004 [0.542] -0.013 ** [0.023]
Share of rainfed land in 2002 (%) 0.068 *** [0.002] 0.092 *** [0.000]
Sales in 2002 (log) 0.002 [0.421] 0.002 [0.561]
Fruit harvested  in 2002 (d) -0.024 [0.208] -0.050 *** [0.009]
Livestock production in 2002 (d) 0.026 [0.107] 0.029 * [0.066]
Used capacity in 2002 (%) -0.013 [0.679] -0.066 ** [0.036]
Member of:
   Agric sales coop  in 2002 or 2004 (d) 0.048 ** [0.044] -0.013 [0.535]
   Agric credit coop in 2002 or 2004 (d) -0.034 ** [0.044] -0.050 *** [0.003]
   Guild or official organization (d) -0.057 ** [0.020] -0.037 [0.139]
Bougth inputs in district only (d) -0.013 [0.443] 0.006 [0.746]
Sells in district only (d) -0.011 [0.480] 0.025 * [0.099]
Sells crops to government (d) 0.028 [0.234] 0.022 [0.305]
Sells on credit (d) 0.090 * [0.088] 0.024 [0.538]
Preliminary steps (d) -0.029 * [0.051] -0.053 *** [0.000]
Labor experience in agriculture (d) -0.015 [0.370] -0.039 ** [0.021]
Received technical assistance in 2002 or 200 0.048 [0.155] 0.006 [0.851]
Regional characteristics
Aegean (d) -0.065 ** [0.012] -0.338 *** [0.000]
Black Sea (d) -0.052 * [0.067] -0.109 *** [0.003]
Central Anatolia (d) 0.022 [0.511] -0.218 *** [0.000]
Mediterranean (d) -0.017 [0.573] -0.082 ** [0.024]
East and South East Anatolia (d) 0.125 *** [0.006] -0.093 ** [0.047]
State-owned branches in district (per 1000 p -1.278 *** [0.001] -1.126 *** [0.001]
ACS branches in district (per 1000 people in 0.213 [0.137] 0.199 [0.161]
Bank deposits / GDP in province  (% in 200 0.075 ** [0.024] 0.029 [0.359]
GDP per capita in province (log in 2000) 0.006 [0.808] -0.079 *** [0.002]
p values in brackets
* significant at 10%; ** significant at 5%; *** significant at 1%
(d) dummy variables. In this case the coefficient is the discrete change of the dummy 
variable from 0 to 1

Constrained - Loans & 
Supplier Credit

Constrained - Loans
Model I Model II
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5.7 Table 5.3 presents the change in the probability of having an unmet demand 
(partial derivatives evaluated at mean-values), given a change in relevant 
characteristics of rural households. As above, we control for household, business, 
and location-specific characteristics that are related to the supply and demand for 
credit.  The results for Model II show that rural households are more likely to be 
credit constrained (or having an unmet demand for credit) in the market for loans 
if they have been longer in operations or have smaller operations in terms of 
assets and land size. They also have larger shares of rainfed agricultural land and 
livestock productions. Furthermore, they sell mainly in their district of residence 
and have less entrepreneurial ability. They are less likely to have taken 
preliminary steps before starting their operations or to have previous experience 
in the agricultural sector. In terms of regional characteristics, credit constrained 
rural households tend to reside in provinces with lower GDP per capita, and in 
districts with less branches per 1000 people. 

5.8 In the case of loans and supplier credit (Model I), the empirical estimation shows 
a smaller number of significant variables. Rural households with a higher 
propensity to be credit constrained have a larger share of rainfed agricultural land 
and are not members of ACCs or guilds. They tend to sell on credit, but are less 
likely to have taken preliminary steps to start their business.  Regionally, credit 
constrained households are more likely to reside in the East/South East regions 
and in districts with fewer state-owned branches per 1000 people. 

5.9 Given the high degree to which farmers cite riskiness as a factor reducing their 
interest in borrowing and the correlations noted above, reducing risks faced by 
farmers is a key area for government measures in promoting the demand for rural 
finance (as well as for more generally reducing farmers’ income vulnerability).  
As noted in the earlier study of Policy and Investment Priorities for Agricultural 
and Rural Development (2005), there are three main areas for priority government 
action.  The first is to rationalize the irrigation sector investment portfolio to 
accelerate completion of initiated irrigation schemes down to the farm level 
through adjusting the mix of invest spending away from dams and headworks.  
The second task is to reduce the exposure of farmers to high seasonality of price 
fluctuations for major crops by mainstreaming the nascent practice of warehouse 
receipts11.  The third main area is mitigating farmer’s exposure to catastrophic 
crop failures by initiating promoting crop insurance programs, the principles of 
which were approved in the 2004 Law on Crop Insurance.  

C. Investment Behavior 
 

5.10 This section investigate two key questions regarding the consequences of credit 
constraints on investment, namely: does the incidence of having an unmet demand 

                                                 
11 By storing their commodities with licensed warehouses and being issued a tradable warehouse receipt, 
they will be better able to manage the risk of price fluctuations since they will acquire greater opportunity 
to time their sales on commodity markets without losing access to working capital while they wait for post-
harvest price troughs to dissipate.  The recent (2005) Law on Licensed Warehouses for Agricultural 
Commodities has laid the foundation the mainstreaming of warehouse receipts financing. 
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reduce the number of rural households making investments? And if so, how many 
more rural households would invest and how much larger would their investment 
be if they were not credit constrained? Given the process of agricultural sector 
reforms and reduction of subsidies, rural households may need resources to make 
necessary investments to remain competitive. By having a negative effect on the 
investment behavior of rural households, credit constraints can influence their 
growth potential 

5.11 Table 5.4 reports the proportion of rural households that undertook any 
investment in capital goods (equipment, vehicles, and real estate properties) in 
recent years and the value of investment. A very small number of rural 
households (9.3 percent) made investment outlays in the previous year.  The 
survey data reveals substantial regional differences in the incidence of investment. 
Rural households located in the Aegean and Central Anatolia regions present the 
highest incidence of investment (15 and 12.6 percent, respectively). Those living 
in the South East region are less likely to invest than their counterpart in the rest 
of the country (1.5 percent).  When making investments, rural households spend, 
on average, about 17.9 billion TL (roughly US$13,000) or 23.5 percent of their 
assets. 

Table 5.4: Investment behavior by rural households  
  Turkey Marmara Aegean Mediterranean Central 

Anatolia 
Black 
Sea 

East 
Anatolia 

South 
East 

Made investments (%) 9.3 9.9 15 10.9 12.6 6 6.7 1.5 
Value of investment (if >0), TL m                

Mean 17,981 16,909 15,821 22,408 19,527 17,196 12,040 25,501 

Median 10,471 10,048 9,879 10,275 12,000 10,500 6,280 19,405 

Source:  Calculation using the 2004 QHS Finance Module 
 
5.12 Are credit constraints associated with the incidence of investment and to the value 

of investment? In Table 5.5, we report the percentage of people with investment 
in each of the credit market participation categories examined in the previous 
section: no demand, credit constrained (demand but not apply and rejected), and 
received credit. Because the proportion of rural households that are credit 
constrained is larger for loans than for supplier credit, we present investment 
indicators using the credit market participation categories for loans and for the 
combination of loans and supplier credit. 

5.13 About 21 percent of rural households receiving any loan or loans/supplier credit 
made investment expenditures compared to 9.3 percent of rural households. Those 
rural households that are constrained (have an unmet demand) are slightly less 
likely to invest than those households that report not having a demand for credit. 
This suggests that the reported demand for loans may not be associated with 
investment needs only. In terms of amounts invested, we find that rural 
households that received loans or supplier credit invested larger amounts than 
those without a demand for credit or with an unmet demand. 
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Table 5.5: Investment behavior and credit constraints 
  All No demand Constrained Received: 
        Any loan or 

supplier 
credit 

Informal 
loans or 
supplier 

credit only 

Formal loans 

Made investment outlays (% of column headings)     
Option 1: loans 9.3 9.7 7.4 20.9 n.a. n.a. 
Option 2: loans & supplier credit 9.3 7.5 6.8 20.5 19.8 20.8 
Value of investment outlays TL m (mean value if >0)     
Option 1: loans 17,981 18,160 16,424 21,425 n.a. n.a. 
Option 2: loans & supplier credit 17,981 15,945 18,949 20,514 16,331 22,357 
Value of investment outlays TL m (median value if >0)     
Option 1: loans 10,471 8,290 9,000 15,386 n.a. n.a. 
Option 2: loans & supplier credit 10,471 8,164 10,185 15,000 10,624 16,791 
TL m in 2004 values.             
Source:  Calculation using the 2004 QHS Finance Module.    
 
5.14 What determines whether rural households invest? What factors affect the size of 

investment? To explore these questions for investment in capital goods, a Tobit 
model for the log of the amount of investment is used. This model accommodates 
the large proportion of households that do not make any investment and allows 
for an examination of the factors that affect the decision to invest and the amount 
of investment simultaneously. 

5.15 The decision to invest and the size of investment are allowed to depend on four 
categories of variables: growth opportunities, expectations, entrepreneurial ability, 
and availability of funds.  We proxy for growth opportunities with several 
variables, such as the size of operations (value of assets, land size, and sales), land 
quality (share of rainfed land), and time in business. Rural households with larger 
operations may have more profitable operations and thus more likely to have 
investment opportunities. Older businesses are likely to have reached their 
optimal scale of operations and thus are less likely to invest. Finally, the capacity 
utilization of assets may reflect possibility for expanding business activities, and 
thus influence investment expenditures. 

5.16 Expectations about the future will also affect the investment behavior. The survey 
contains some useful indicators. For example, households that have seen their 
economic conditions deteriorated in both the 2002 and 2004 interviews may not 
have bright expectations about the future. Moreover, those households that feel 
that employment opportunities have worsened may have pressures to invest in 
their operations to secure household income. Finally, those households that plan 
to expand their operations may be more likely to invest to fulfill those plans. 

5.17 The entrepreneurial ability of the household head or the manager of the farm may 
also influence their investment behavior. We capture entrepreneurial ability with 
several indicators, such as educational attainment, having received technical 
assistance in 2002 or 2004, whether the manager took preliminary steps before 
starting the business, and previous labor market experience in the agricultural 
sector. 
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5.18 Investment behavior may also be influence by the availability of internal funds. 
For example, DIS benefits may stimulate investment because they can 
complement existing funds, and thus allowing households to make lumpy 
investment expenditures. Likewise, the share of working people in the household 
and the per capita household income represent the potential for funds that could 
be used for investment. 

5.19 Regional characteristics could also have an impact on the investment behavior of 
rural households. We include regional indicators (dummy variables for each 
region) and province level indicators of economic and financial development 
(GDP per capita and bank deposits to GDP). 

5.20 To study the effect of participation in credit markets, we estimate two 
specifications. In the first specification, we include dummies for whether the rural 
household received loans from any source. In the second specification, we 
differentiate between households that received formal loans and informal credit 
only (informal loans or supplier credit). To separate rural households with and 
without demand for credit, we include a dummy variable that equals one for those 
households that are credit constrained (have demand but did not apply for credits).  

5.21 Table 5.6 presents the marginal effects of the Tobit regressions of investment 
expenditures by rural households, evaluated at the mean values.  It reports the 
marginal effect on the probability of making investments and on the expected 
value of investments if the amount invested is positive. Rural households more 
likely to invest and to invest larger amounts tend to have better growth 
opportunities. They have more productive assets, have younger operations, and 
have a larger share of irrigated land. Moreover, these households also have 
livestock production and sell more. 

5.22 Indicators of entrepreneurial ability are correlated with investment. Those 
households that took preliminary steps before starting their operations are more 
likely to invest and they also invest larger amounts. Receiving technical assistance 
increases the chances of investing (significantly at 15 percent). 

5.23 Household indicators of availability of funds are weakly correlated with 
investment decision and amount invested. Households that received DIS 
payments are more likely to invest (significantly at the 15 percent level). Having 
any type of financial savings or insurance products is strongly associated with the 
incidence and size of investment. 

5.24 Regional indicators have an effect on the decision to invest and amount invested. 
Rural household located in the Aegean, Central Anatolia and the Mediterranean 
regions are more likely to invest than those household located in the rest of the 
country. 
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Table 5.6: Investment behavior, Partial Derivatives, Tobit estimation 
(Partial Derivatives at mean values)

E(Invest| I>0) Pr(Invest >0) E(Invest| I>0) Pr(Invest >0)
Constrained (d) -0.132 -0.008

[0.447] [0.447]
Received any loan (d) 0.723*** 0.049***

[0.002] [0.002]
Constrained (d) -0.092 -0.006

[0.579] [0.579]
Received informal loans or supplier credit only (d) 0.938*** 0.066***

[0.001] [0.001]
Received formal loans (d) 0.898*** 0.062***

[0.000] [0.000]
Has fin savings (d) 0.698*** 0.047*** 0.700*** 0.047***

[0.000] [0.000] [0.000] [0.000]
Has insurance (d) 0.563*** 0.037*** 0.492*** 0.032***

[0.002] [0.002] [0.007] [0.007]
Growth opportunities
Years of activity (log) -0.344*** -0.021*** -0.341*** -0.021***

[0.000] [0.000] [0.000] [0.000]
Assets  (log) 0.309*** 0.019*** 0.309*** 0.019***

[0.000] [0.000] [0.000] [0.000]
Dekar land in 2002 (log) 0.047 0.003 0.044 0.003

[0.335] [0.335] [0.364] [0.364]
Share of rainfed land in 2002 (%) -0.517*** -0.031*** -0.490*** -0.030***

[0.004] [0.004] [0.006] [0.006]
Sales in 2002 (log) 0.056* 0.003* 0.054* 0.003*

[0.060] [0.060] [0.068] [0.068]
Used capacity in 2002 (%) 0.174 0.011 0.169 0.01

[0.568] [0.568] [0.579] [0.579]
Fruit harvested  in 2002 (d) 0.161 0.01 0.196 0.012

[0.319] [0.319] [0.224] [0.224]
Livestock production in 2002 (d) 0.316** 0.019** 0.313** 0.019**

[0.025] [0.025] [0.026] [0.026]
Expectations
Worsened household income in 2002 & 2004 0.053 0.003 0.041 0.002

[0.708] [0.708] [0.773] [0.773]
Worsened employment opportunity (d) 0.307** 0.019** 0.298** 0.018**

[0.024] [0.024] [0.027] [0.027]
Plan to expand (d) 0.169 0.01 0.165 0.01

[0.218] [0.218] [0.225] [0.225]
Entreprenurial abilities
Primary education (d) 0.042 0.003 0.044 0.003

[0.822] [0.822] [0.811] [0.811]
Secondary education (d) 0.144 0.009 0.143 0.009

[0.564] [0.564] [0.566] [0.566]
Preliminary steps (d) 0.572*** 0.035*** 0.563*** 0.034***

[0.000] [0.000] [0.000] [0.000]
Labor experience in agriculture (d) 0.127 0.008 0.127 0.008

[0.379] [0.379] [0.376] [0.376]
Received technical assistance in 2002 or 2004 0.367 0.024 0.352 0.023

[0.109] [0.109] [0.121] [0.121]
Availability of funds
Share of people working (%) 0.344 0.021 0.374 0.023

[0.208] [0.208] [0.169] [0.169]
Household income per capita (log) 0.022 0.001 0.031 0.002

[0.531] [0.531] [0.373] [0.373]
Received DIS 0.274 0.016 0.258 0.015

[0.101] [0.101] [0.121] [0.121]
Regional characteristics
Aegean (d) 0.416* 0.027* 0.503** 0.033**

[0.069] [0.069] [0.028] [0.028]
Black Sea (d) -0.236 -0.014 -0.176 -0.01

[0.372] [0.372] [0.507] [0.507]
Central Anatolia (d) 0.662** 0.044** 0.704** 0.047**

[0.019] [0.019] [0.012] [0.012]
Mediterranean (d) 0.466* 0.030* 0.579** 0.038**

[0.074] [0.074] [0.028] [0.028]
East and South East Anatolia (d) -0.422 -0.024 -0.295 -0.017

[0.222] [0.222] [0.398] [0.398]
Bank deposits / GDP in province  (% in 2000) 0.231 0.014 0.248 0.015

[0.339] [0.339] [0.301] [0.301]
GDP per capita in province (log in 2000) 0.2 0.012 0.197 0.012

[0.418] [0.418] [0.423] [0.423]
Observations 3954 3954 3954 3954
LL: -2188.056 -2188.056 -2182.517 -2182.517
Wald test: LL=0 326.791 326.791 337.869 337.869
p values in brackets
* significant at 10%; ** significant at 5%; *** significant at 1%

Model 2Model 1

 
 

5.25 The regression results provide an indication of the association between of access 
to credit and investment behavior. Because rural households borrowing from 
formal or informal sources may have unobservable features related to 
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entrepreneurial ability that also affects investment decision, the estimated 
coefficients of access to credit may overestimate the effect of borrowing on 
investment. Nevertheless, the results provide a first attempt to measure the upper-
bound effect of access to credit on investment. The regression results show that 
rural households receiving credits, such as loans or supplier credits, are more 
likely to invest and would invest larger amounts. For the average rural household, 
the probability of making investment in capital goods is 4.9 percentage points 
larger when receiving loans while the amount invested would be 72 percent 
higher. When using the combined indicator of loans and supplier credit, the 
likelihood of making investments would be about 6.6 percentage points higher for 
the average rural households.  The amount invested would have been 94 percent 
higher when receiving informal loans or supplier credit only and 90 percent 
higher when borrowing from formal sources. 

5.26 Using the estimated regression results, we estimate the aggregate effect of 
removing credit constraints on the incidence of investment and the aggregate 
investment outlays. In particular, we predict the likelihood of making investments 
and the investment amounts assuming that all credit constrained households will 
receive credit. Since not all constrained households will be eligible to receive 
credit, the estimated results are an upper-bound indication of the effect of 
removing credit constraints for rural households. As shown in Table 5.7, for 
Model 1, which considers credit constraints in loan markets, an additional 4.2 
percent of rural households will make rural investments and the estimated 
aggregate investment outlays would have been almost 40 percent higher when all 
credit constrained rural households were to receive loans. The estimated results 
are lower for Model 2 as the proportion of rural households that are credit 
constrained from either loans or supplier credit is substantially lower (see Section 
5). In such scenario, the percentage of rural households making investments will 
increase by 1.7 percentage points while the aggregate amount investment would 
increase by about 15 percent.  As shown in Table 5.7, the estimated effects of 
granting formal loans or informal loans/supplier credit are very similar. 

Table 5.7:  Estimated effect removing credit constraints on the incidence of 
investment and the aggregate investment outlays 

 Increase in estimated 
percentage of rural households 

making investments 

Increase in estimated 
aggregate invested 

amounts (%) 

Model 1: Loans 4.2 39.8 
Model 2: Loans & 
supplier credit 

  

Informal loans or 1.7 15.5 
Formal loans 1.6 14.9 

Source:  Calculation using the 2004 QHS Finance Module 
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Appendix  1 

District Level Indicators of Bank Presence and Activity by Region 

District level indicators of bank presence and activity by region (presented in Tables 1-4 
below) confirm that Ziraat and ACCs have the most significant presence across all 
regions. Ziraat is present in almost all districts across all regions (i.e., the share of 
districts where the bank is present exceeds 90 percent for most regions). Ziraat’s presence 
in terms of the percentage of districts where it operates is highest for the Aegean region 
(98 percent) and Marmara (96 percent) and lowest for Southeast Anatolia (83 percent). 
With the exception of Central Anatolia, Ziraat’s presence in rural districts is always lower 
than in urban districts. The same can be said for the percentage of the region’s population 
the bank is potentially serving. In terms of the number of branches, Marmara followed by 
Central Anatolia and the Aegean concentrate most of this bank’s branches. Nonetheless, 
with the exception of Marmara, at least half of the branches in each region are in rural 
areas and, even in rural areas, Ziraat is present in close to or over 80 percent of the 
districts and potentially serves a similar share of the population. 
 
Table 1: District level indicators of presence and activity for Ziraat, by region 

  Aegean Mediterranean South East 
Anatolia 

East 
Anatolia

Central 
Anatolia 

Black 
Sea Marmara

Physical Presence Indicators              
% of branches 14.05% 10.06% 6.42% 10.58% 20.90% 17.35% 20.64%

% of branches in rural districts 56.17% 53.45% 63.51% 81.97% 54.77% 55.50% 28.57%

% of districts where bank is present 97.67% 95.60% 83.12% 92.74% 92.35% 94.27% 96.43%
% urban of districts where bank is present 100.00% 100.00% 94.44% 100.00% 89.66% 100.00% 97.18%
% rural of districts where bank is present 96.70% 93.85% 79.66% 91.67% 92.91% 90.91% 95.65%
% of region’s population bank is serving 99.68% 99.27% 86.89% 96.40% 93.33% 98.27% 96.85%
% of region's urban pop. bank is serving 100.00% 100.00% 89.36% 100.00% 90.32% 100.00% 96.66%
% of region's rural pop. bank is serving 99.17% 97.73% 83.39% 93.70% 97.70% 95.45% 98.16%
Loan Indicators        
% of banks loan portfolio 14.56% 11.79% 2.31% 3.84% 23.99% 27.32% 16.20%
% of banks loan portfolio in rural districts 19.52% 17.48% 34.64% 49.84% 18.13% 10.24% 11.29%
% of loans going to agriculture 58.05% 64.65% 40.99% 42.06% 10.21% 81.97% 35.01%
% of agricultural loans in rural districts 10.37% 9.59% 34.28% 48.40% 72.37% 4.17% 10.17%
% of loans going to SMEs 1.83% 2.53% 4.75% 4.82% 1.74% 1.62% 1.97%
% of SME loans disbursed in rural districts 41.83% 33.79% 36.08% 48.16% 36.31% 41.78% 18.85%
% of loans going to consumption 34.88% 31.65% 49.62% 49.01% 32.23% 15.71% 36.95%
% of consumption loans in rural districts 34.74% 32.48% 37.55% 53.08% 30.39% 37.92% 19.21%
Loans per capita  
(both for urban and rural) (US$) 78.6 65.4 16.9 30.2 

 
99.8 156.3 45.0 

Deposit Indicators  
% of banks deposits 13.13% 8.73% 1.93% 3.49% 33.08% 8.72% 30.93%
% of bank deposits from rural districts 28.36% 26.05% 22.36% 40.09% 10.97% 29.53% 7.95%
Deposits per capita  
(both for urban and rural) (US$) 338.2 230.9           67.3 130.8 

 
656.1 237.9 410.1 

-64- 



 

 
The ACCs are present in more than 90 percent of the districts in the Aegean, 
Mediterranean, Central Anatolia, and Black Sea regions. Also, these districts concentrate 
the bulk of these institutions’ branches. On the other hand, ACCs’ share of districts where 
they operate is lowest for South East and East Anatolia, where they are only present in 
close to two thirds of the districts.  With the exception of South East Anatolia and East 
Anatolia, ACCs’ presence in rural areas (measured by the number of districts or the share 
of branches in rural districts) is always larger than in urban areas. The same is true about 
the share of the population that the ACCs potentially serve. 

Table 2: District level indicators of presence and activity for ACCs, by region 

  Aegean Mediterranean
South 
East 

Anatolia

East 
Anatolia

Central 
Anatolia 

Black 
Sea Marmara

Physical Presence Indicators              
% of branches 20.90% 10.53% 3.65% 6.41% 20.59% 20.86% 17.06%

% of branches in rural districts 70.07% 61.25% 58.51% 77.58% 79.25% 55.68% 60.59%

% of districts where bank is present 96.12% 95.60% 63.64% 70.16% 96.47% 95.31% 81.43%
% urban of districts where bank is present 86.84% 96.15% 77.78% 87.50% 86.21% 94.37% 64.79%
% rural of districts where bank is present 100.00% 95.38% 59.32% 67.59% 98.58% 95.87% 98.55%
% of region’s population bank is serving 84.52% 99.22% 85.27% 81.09% 88.18% 95.79% 59.11%

% of region's urban pop. bank is serving 74.59% 99.75% 90.81% 95.90% 80.37% 94.36% 53.07%
% of region's rural pop. bank is serving 100.00% 98.09% 77.46% 69.99% 99.50% 98.14% 99.89%
Loan Indicators         
% of banks loan portfolio 18.54% 14.76% 3.83% 6.49% 23.01% 15.45% 17.92%
% of banks loan portfolio in rural districts 61.76% 54.38% 58.54% 71.35% 78.94% 58.62% 65.83%
Loans per capita  
(both for urban and rural) (US$) 9.0 7.4 2.5 4.6 

 
8.6 

 
8.0 4.5 

 
 
Halk’s presence is much lower and heterogeneous than that observed for Ziraat and the 
ACCs. While Halk is present in more than 60 percent of the districts in Marmara, it 
operates in less than one quarter of the districts in South East and East Anatolia. Halk 
operates in about one third of the districts in the Central Anatolia and Black Sea regions 
and in almost one half of the districts in the Aegean and Mediterranean regions. 
Furthermore, its presence is predominantly urban. That is, most of its branches are in 
urban areas. A similar pattern to that described for the percentage of districts where Halk 
is present and for the percentage of branches is observed in terms of the percentage of 
each region’s population that Halk is able to serve. The share of the population Halk is 
potentially serving is highest in Marmara, followed by Aegean and Mediterranean. 
Across all regions, this share is significantly higher for urban relative to rural areas 
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Table 3: District level indicators of presence and activity for Halk, by region 

  Aegean Mediterranean South East 
Anatolia 

East 
Anatolia 

Central 
Anatolia 

Black 
Sea Marmara

Physical Presence Indicators              
% of branches 19.13% 10.80% 4.92% 4.73% 17.80% 13.83% 28.79%

% of branches in rural districts 36.63% 38.60% 23.08% 24.00% 34.04% 41.10% 18.42%

% of districts where bank is present 54.26% 43.96% 23.38% 16.13% 29.41% 33.33% 60.71%
% urban of districts where bank is present 86.84% 69.23% 66.67% 87.50% 62.07% 49.30% 80.28%
% rural of districts where bank is present 40.66% 33.85% 10.17% 5.56% 22.70% 23.97% 40.58%
% of region’s population bank is serving 84.76% 83.88% 55.48% 49.47% 64.14% 66.59% 86.26%
% of region's urban pop. bank is serving 97.32% 94.25% 75.95% 97.41% 80.01% 80.47% 89.94%
% of region's rural pop. bank is serving 65.16% 62.05% 26.62% 13.55% 41.11% 43.92% 61.37%

Loan Indicators         

% of bank loan portfolio 15.96% 12.52% 5.31% 5.45% 15.73% 15.45% 29.58%
% of bank loan portfolio in rural districts 33.58% 28.59% 10.26% 11.09% 19.13% 23.32% 11.54%
% of loans going to SMEs 7.54% 2.39% 6.44% 8.54% 16.09% 4.09% 4.38%
% of SME loans in rural districts 5.58% 10.20% 0.68% 2.16% 2.85% 17.73% 2.15%
% of loans going to consumption 40.07% 49.76% 24.28% 23.63% 41.88% 20.76% 53.06%
% of consumption loans in rural districts 26.97% 19.55% 11.46% 10.09% 12.35% 23.29% 7.66%
Loans per capita  
(both for urban and rural) (US$) 

26.4 21.3 11.9 13.1 20 27.1 25.2

Deposit Indicators   
% of banks deposits 14.74% 9.33% 1.84% 2.54% 33.13% 6.53% 31.89%
% of bank deposits from rural districts 25.20% 23.49% 14.74% 10.07% 6.49% 23.39% 7.12%
Deposits per capita  
(both for urban and rural) (US$) 

155 100.8 26.1 38.9 268.2 72.7 172.6

 
 
In the case of the private bank, district level indicators of bank presence show that the 
bank is present in less than one third of the districts in Marmara, even though this region 
concentrates 60 percent of the bank’s branches. For the other regions, bank presence is 
generally much smaller and within each region presence in rural districts is very small (it 
is zero in some cases and never exceeds 3 percent). In terms of the share of the 
population that the bank is potentially serving, there are significant differences across 
regions. While the bank is potentially able to serve close to 77 percent of the population 
in Marmara it offers its services to less than 30 percent of the population in East Anatolia 
and the Black Sea region. 
 
In terms of loan indicators, Table 4 shows that over 66 percent of private bank loans are 
disbursed in Marmara, followed by Central Anatolia, which receives 17 percent of the 
private bank’s loans and the Aegean region, with 8 percent of the bank’s portfolio. 
Across regions, the share of private bank loans to rural districts ranges from 0 for South 
East and East Anatolia to over 4.5 percent for the Aegean and Mediterranean regions. 
Agricultural lending is low across all regions, ranging from a maximum of 5 percent of 
total loans in the Aegean region and close to zero percent for Marmara. East Anatolia, 
with almost 19 percent of loans going to SMEs, and the Mediterranean region, with 10 
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percent of loans directed to this sector, have the highest share of SME lending by the 
private bank.  
 
Table 4: District level indicators of presence and activity for the private bank, by region 

  Aegean Mediterranean South East 
Anatolia 

East 
Anatolia

Central 
Anatolia 

Black 
Sea Marmara

Physical Presence Indicators              
% of branches 11.44% 8.50% 2.29% 1.63% 13.07% 2.61% 60.46%

% of branches in rural districts 8.57% 7.69% 0.00% 0.00% 5.00% 0.00% 0.54%

% of districts where bank is present 14.73% 13.19% 7.79% 3.23% 6.47% 3.65% 32.86%
% urban of districts where bank is present 42.11% 38.46% 33.33% 25.00% 34.48% 9.86% 63.38%
% rural of districts where bank is present 3.30% 3.08% 0.00% 0.00% 0.71% 0.00% 1.45%
% of region’s population bank is serving 46.29% 51.55% 38.64% 25.23% 37.72% 19.03% 76.52%
% of region's urban pop. bank is serving 69.61% 71.62% 66.05% 58.90% 60.57% 30.68% 87.33%
% of region's rural pop. bank is serving 9.92% 9.30% 0.00% 0.00% 4.53% 0.00% 3.45%

Loan Indicators        

% of bank loan portfolio 8.32% 6.11% 1.57% 0.49% 16.82% 1.85% 64.84%
% of bank loan portfolio in rural districts 4.64% 4.45% 0.00% 0.00% 0.98% 0.00% 0.06%
% of loans going to agriculture 5.34% 4.98% 12.28% 1.20% 0.38% 15.53% 0.81%
% of agricultural loans in rural districts 1.34% 0.28% 0.00% 0.00% 0.71% 0.00% 0.71%
% of loans going to SMEs 5.40% 10.07% 7.11% 18.67% 3.42% 6.20% 3.81%
% of SME loans in rural districts 12.48% 7.13% 0.00% 0.00% 4.10% 0.00% 3.09%
% of loans going to consumption 24.29% 26.15% 22.58% 49.57% 13.82% 27.04% 15.13%
% of consumption loans in rural districts 7.51% 3.71% 0.00% 0.00% 6.08% 0.00% 0.15%
Loans per capita  
(both for urban and rural) (US$) 88.0 66.3           22.5 7.5 

 
137.0 20.8 353.0 

Deposit Indicators  

% of banks deposits 7.81% 7.73% 1.13% 0.40% 12.89% 1.68% 68.37%
% of bank deposits from rural districts 10.63% 5.51% 0.00% 0.00% 2.08% 0.00% 0.04%
Deposits per capita  
(both for urban and rural) (US$) 77.8 79.0           15.2 5.7 

 
98.8 17.7 350.3 

 
In the first region, almost all the SME lending is disbursed in urban areas. The share of 
SME lending to rural districts is highest in the Aegean and Mediterranean regions, where 
12.5 and 7 percent of SME loans are disbursed in rural districts. The share of 
consumption loans is highest for East Anatolia, where it reaches almost 50 percent. These 
loans are entirely disbursed in urban districts in the region. For the Aegean, 
Mediterranean, and Black Sea regions, consumption loans represent close to 25 percent 
of total loans for these regions. Among these regions, the share of loans disbursed in rural 
areas is highest in the Aegean, where 7 percent of consumption loans are originated in 
rural areas. The value of private bank loans per capita is highest for Marmara (353 dollars 
per capita) followed by Central Anatolia (137) and lowest for East Anatolia, where the 
value of loans is 7.5 dollars per capita. 
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Close to 30 percent of Halk’s loans are disbursed in Marmara. The Aegean, Central 
Anatolia, and Black Sea regions follow in importance, each region accounting for 
approximately 15 percent of the bank’s portfolio. The Mediterranean region accounts for 
almost 13 percent of all loans, while South East Anatolia and East Anatolia each 
concentrate only 5 percent of Halk’s loans. Most of Halk’s loans are disbursed in urban 
areas. At most, one third of loans are directed to rural areas. This is the case for the 
Aegean region. In the remaining regions, the share of loans disbursed to rural areas is 
always lower, ranging from 29 percent for the Mediterranean region to 10 percent for 
South East Anatolia. Central Anatolia is the region with the highest share of SME loans, 
close to 16 percent of the bank loans in this region are directed to these enterprises. Loans 
to SME are only 4 percent of the loans disbursed in Marmara and 2 percent of the loans 
in the Mediterranean region. The bulk of SME loans are disbursed in urban areas. The 
share of SME loans going to rural districts is highest for the Black Sea region (17 
percent) and lowest for South East Anatolia, where it does not even reach 1 percent of all 
SME loans going to the region.  
 
As a share of each region’s total loans, Halk’s consumption loans range from 53 percent 
of all loans in Marmara to less than 30 percent for the South East, East, and Black Sea 
regions. Across all regions, less than one quarter of consumption loans are disbursed in 
rural areas. Loans per capita for Halk are highest for the Black Sea, Aegean, and 
Marmara regions and lowest for South East and East Anatolia. 
 
Ziraat loans are primarily concentrated in the Black Sea and Central Anatolia regions, 
with close to 28 and 24 percent of loans directed to each region, respectively. With the 
exception of East Anatolia and South East Anatolia where more than 30 percent of the 
loans are disbursed in rural areas, for the remaining regions, the share of loans to rural 
areas never exceeds 20 percent of each region’s loans. The share of agricultural lending 
ranges from 82 percent in the Black Sea region to close to 10 percent for Central 
Anatolia. Agricultural lending accounts for close to 60 percent of all lending in the 
Aegean and Mediterranean regions, and close to 40 percent for South East and East 
Anatolia. With the exception of Central Anatolia, South East Anatolia, and East Anatolia, 
where the percentage of agricultural loans disbursed in rural areas ranges between 70 and 
30 percent, for all other regions, at most 10 percent of agricultural loans are disbursed in 
rural areas.  
 
Across all regions, SME loans constitute a very small share of Ziraat’s portfolio, since 
SME loans account less than or close to 5 percent of all loans, depending on the region. 
The share of SME lending is highest for South East and East Anatolia, and lowest for 
Central Anatolia and the Black Sea regions. At most between 40 and 50 percent of these 
SME loans are disbursed in rural areas. This is the case for East Anatolia, Aegean, and 
Black Sea regions. For the Mediterranean, South East Anatolia, and Central Anatolia 
regions, the share of Ziraat’s SME loans disbursed in rural areas is close to one third. For 
Marmara, this share does not even reach 20 percent. Consumption loans represent close 
to 50 percent of Ziraat loans in South East Anatolia, East Anatolia, and Marmara. For the 
Aegean, Mediterranean and Central Anatolia regions, consumption loans represent a third 
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of all loans. For Ziraat, loans per capita range between 17 dollars per capita in South East 
Anatolia to 156 for the Black Sea region. 
 
Only total loan data is available for the ACCs. Most of their loans are concentrated in the 
Central Anatolia, Aegean, and Marmara regions, in this order, each with a share of loans 
ranging from 23 to 18 percent of all loans. More than half of all ACC loans are disbursed 
in rural areas. The ratio of ACC loans per capita is highest for the Aegean and Central 
Anatolia regions (close to US $9 dollars per capita) and lowest in South East and East 
Anatolia (US $2.5 and US $5, respectively). 
 
Indicators of access to and use of deposit services is also illustrated in tables 2-4. For 
Ziraat and Halk, the largest share of bank deposits (close to one third) and the highest 
value of deposits per capita correspond to Central Anatolia, while Marmara is the most 
important region in terms of private bank deposit collection and per capita value (more 
than two thirds of the private bank’s deposits are collected in this region). While up to 40 
percent of Ziraat’s deposits in South East Anatolia come from rural districts, at most 10 
percent of the private bank deposits are collected outside from urban areas (this is the 
case in the Aegean region). 
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Appendix 2  

Regression Results for Findings in Chapter 2: Regional Structure of Financial Markets 

Table 1: Provincial level estimations of the number of branches*  
Including the log. of density Including  the proportion of urban districts Including the log. of agri employment Including the log. of agricultural GDP 

Variables State  
banks 

Private 
banks 

Foreign 
banks ACCs State  

banks 
Private 
banks 

Foreign 
banks ACCs State  

banks 
Private 
banks 

Foreign 
banks ACCs State  

banks 
Private 
banks 

Foreign 
banks ACCs 

Log. of GDP (2001) 0.63 1.07 0.32 0.85 0.6 1.07 0.43 0.7 0.55 1.01 0.21 0.86 0.59 1.06 0.27 0.94 
  [14.03]*** [18.27]*** [4.43]***[7.47]*** [17.17]*** [24.08]***[7.57]*** [7.97]*** [13.75]*** [20.13]*** [4.39]*** [9.00]*** [13.65]*** [19.13]*** [4.26]*** [9.49]*** 
Log. of density -0.09 0.04 0.32 -0.55                
  [1.36] [0.39] [2.97]***[3.21]***                
Proportion of urban districts      -0.1 0.21 0.59 -1.38           
       [0.54] [0.92] [2.01]** [3.07]***           
Log. of agri. employment           -0.23 -0.4 -1.4 1.44      
            [1.72]* [2.42]** [8.85]*** [4.60]***      
Log. of agricultural GDP                0 -0.07 -0.5 0.87 
                 [0.05] [0.73] [4.64]*** [5.24]*** 
Constant -0.99 -4.58 -3.23 -0.26 -1.11 -4.49 -2.74 -1.18 -0.94 -4.27 -1.94 -1.82 -1.1 -4.46 -2.31 -1.85 
  [4.39]*** [15.69]*** [8.96]***[0.45] [5.09]*** [16.08]***[7.69]*** [2.15]** [4.11]*** [14.83]*** [7.01]*** [3.33]*** [4.75]*** [15.16]*** [6.76]*** [3.51]*** 
Observations 81 81 81 81 81 81 81 81 81 81 81 81 81 81 81 81 
R sq 0.811 0.896 0.543 0.445 0.808 0.897 0.517 0.439 0.814 0.903 0.742 0.504 0.807 0.897 0.599 0.533 
                 

Including   the log. of unemployment rate Including   the log. of illiteracy rate Including   the log. of DIS payments     
Variables State  

banks 
Private 
banks 

Foreign 
banks ACCs State  

banks 
Private 
banks 

Foreign 
banks ACCs State  

banks 
Private 
banks 

Foreign 
banks ACCs     

Log. of GDP (2001) 0.6 1.11 0.46 0.68 0.58 1.02 0.46 0.4 0.58 1.09 0.54 0.48     
  [18.75]*** [28.11]*** [8.54]***[9.66]*** [15.34]*** [22.07]***[7.33]*** [4.36]*** [16.58]*** [24.15]*** [9.80]*** [5.48]***     
Log. of unemployment rate -0.16 -0.36 0.25 -1.31                 
  [1.76]* [3.16]*** [1.59] [6.50]***                 
Log. of illiteracy rate     -0.07 -0.33 -0.07 -0.95           
      [0.70] [2.74]*** [0.43] [4.06]***           
Log. of DIS payments           0.03 0 -0.18 0.29     
            [0.74] [0.01] [3.05]*** [3.02]***     
Constant -0.84 -3.98 -3.26 1.17 -1.13 -4.74 -2.92 -1.45 -1.09 -4.54 -2.86 -0.88     
  [3.29]*** [12.67]*** [7.64]***[2.11]** [5.08]*** [17.31]***[7.85]*** [2.70]*** [5.10]*** [16.47]*** [8.44]*** [1.63]     
Observations 81 81 81 81 81 81 81 81 81 81 81 81     
R sq 0.814 0.908 0.508 0.589 0.808 0.905 0.494 0.48 0.808 0.896 0.545 0.437     

Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%; ** significant at 
5%; *** significant at 1% 



 
Table 2: Provincial level regressions of the volume of loans  

Including the log. of density Including the log. of unemployment rate Including the log. agri employment Including the log. of agricultural GDP 
Variables State 

banks 
Private 
banks 

Foreign 
banks ACCs State 

banks 
Private 
banks 

Foreign 
banks ACCs State 

banks 
Private 
banks 

Foreign 
banks ACCs State 

banks 
Private 
banks 

Foreign 
banks ACCs 

Log. of GDP (2001) 0.958 1.439 0.792 1.87 0.99 1.5 0.908 1.77 0.924 1.464 0.553 2.386 0.966 1.422 0.628 2.333 

  [11.17]*** [20.84]*** [6.02]*** [2.96]*** [15.12]***[28.21]*** [8.97]*** [3.74]*** [12.30]*** [23.82]*** [5.92]*** [4.45]*** [11.88]*** [22.05]*** [5.48]*** [4.00]*** 

Log. of density 0.088 0.178 0.359 -1.011                

  [0.69] [1.72]* [1.82]* [1.06]                

Proportion of urban districts      0.121 0.308 0.717 -5.002           

       [0.36] [1.12] [1.37] [2.04]**           

Log. of agri. employment           -0.405 -0.32 -2.188 5.322      

            [1.65]* [1.59] [7.15]*** [3.03]***      

Log. of agricultural GDP                -0.083 -0.255 -0.831 2.347 

                 [0.61] [2.36]** [4.32]*** [2.40]** 

Constant -3.096 -6.654 -6.173 20.42 -2.971 -6.388 -5.615 18.16 -2.727 -6.244 -4.314 15.747 -2.905 -6.169 -4.834 16.639 

  [7.25]*** [19.34]*** [9.41]*** [6.48]*** [7.22]*** [19.12]*** [8.83]*** [6.10]*** [6.33]*** [17.72]*** [8.06]*** [5.12]*** [6.72]*** [18.00]*** [7.93]*** [5.37]*** 

Observations 81 81 81 81 81 81 81 81 81 81 81 81 81 81 81 81 
R sq 0.7737 0.9246 0.5804 0.1191 0.7727 0.9231 0.5732 0.1506 0.7797 0.9242 0.7324 0.1978 0.7734 0.9269 0.6452 0.1662 
                 

Including the log. of unemployment rate Including the log. of illiteracy rate Including the log. of DIS payments     
Variables State 

banks 
Private 
banks 

Foreign 
banks ACCs State 

banks 
Private 
banks 

Foreign 
banks ACCs State 

banks 
Private 
banks 

Foreign 
banks ACCs     

Log. of GDP (2001) 1.012 1.543 0.927 1.618 0.936 1.452 0.948 0.696 1.006 1.54 1.049 1.293     
  [16.61]*** [31.53]*** [9.90]*** [3.72]*** [13.45]***[25.97]*** [8.57]*** [1.38] [15.25]*** [28.65]*** [10.47]*** [2.65]***     
Log. of unemployment rate -0.196 -0.29 0.529 -3.468               
  [1.12] [2.05]** [1.96]* [2.77]***               
Log. of illiteracy rate     -0.313 -0.352 -0.072 -3.398          
      [1.75]* [2.44]** [0.25] [2.62]***          
Log. of DIS payments           -0.016 -0.043 -0.233 0.259     
            [0.23] [0.74] [2.14]** [0.49]     
Constant -2.695 -6.01 -6.6 24.692 -3.195 -6.68 -5.825 17.179 -2.998 -6.456 -5.765 19.297     
  [5.56]*** [15.43]*** [8.85]*** [7.14]*** [7.74]*** [20.15]*** [8.88]*** [5.75]*** [7.41]*** [19.59]*** [9.38]*** [6.45]***     
Observations 81 81 81 81 81 81 81 81 81 81 81 81     
R sq 0.7758 0.9257 0.583 0.184 0.7806 0.9272 0.5636 0.1765 0.7725 0.9224 0.5867 0.1094     

Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%; ** significant at 
5%; *** significant at 1% 
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Table 3: Provincial level regressions of the volume of deposits  
Including the log. of density Including  the  proportion of urban districts Including the log. of  agri employment Including the log. of  agricultural GDP 

Variables 
State banks Private banks Foreign banks State banks Private banks Foreign banks State banks Private banks Foreign banks State banks Private banks Foreign banks 

Log. of GDP (2001) 1.05 1.31 0.86 1.01 1.37 0.97 0.91 1.31 0.6 0.97 1.33 0.69 
  [15.02]*** [16.54]*** [5.57]*** [18.86]*** [22.54]*** [8.23]*** [15.12]*** [18.84]*** [5.11]*** [14.54]*** [17.65]*** [4.97]*** 
Log. of density -0.1 0.18 0.29              
  [0.98] [1.54] [1.27]              
Proportion of urban districts    -0.12 0.43 0.3         
     [0.41] [1.37] [0.49]         
Log. of agri. employment         -0.49 -0.46 -2.1      
          [2.47]** [2.02]** [5.42]***      
Log. of agricultural GDP            -0.09 -0.17 -0.77 
             [0.80] [1.32] [3.34]*** 
ConStant -1.39 -4.77 -6.22 -1.53 -4.47 -5.83 -1.18 -4.26 -4.49 -1.41 -4.38 -5.02 
  [4.00]*** [12.08]*** [8.13]*** [4.55]*** [11.74]*** [7.86]*** [3.41]*** [10.67]*** [6.64]*** [3.97]*** [10.93]*** [6.85]*** 
Observations 81 81 81 81 81 81 81 81 81 81 81 81 
R sq 0.838 0.887 0.518 0.836 0.886 0.51 0.847 0.889 0.639 0.837 0.886 0.568 
             

Including the log. of the unemployment rate Including the log. Of the illiteracy rate Including the log. of DIS payments    
Variables 

State banks Private banks Foreign banks State banks Private banks Foreign banks State banks Private banks Foreign banks    
Log. of GDP (2001) 1.04 1.43 0.98 0.87 1.25 0.95 1.02 1.43 1.09    
  [22.26]*** [26.44]*** [8.89]*** [17.11]*** [21.43]*** [7.48]*** [18.91]*** [23.41]*** [9.38]***      
Log. of unemployment rate -0.5 -0.5 0.19            
  [3.70]*** [3.19]*** [0.60]            
Log. of illiteracy rate    -0.65 -0.73 -0.2         
     [4.92]*** [4.86]*** [0.62]         
Log. of DIS payments        -0.04 -0.08 -0.25    
         [0.71] [1.26] [2.02]**    
ConStant -0.74 -3.8 -6.19 -1.91 -5.02 -6.03 -1.5 -4.56 -5.88    
  [1.99]** [8.82]*** [7.04]*** [6.33]*** [14.54]*** [7.96]*** [4.55]*** [12.19]*** [8.26]***    
Observations 81 81 81 81 81 81 81 81 81    
R sq 0.86 0.897 0.51 0.874 0.91 0.51 0.837 0.886 0.532    

Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%; ** significant 
at 5%; *** significant at 1% 
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Table 3: District level regressions of the number of branches  
Including a dummy for  urban districts Including the log. of density Including the log. of agri employment Variables 

Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs 
Log. of employment 0.11 0.1 0.16 0.44 0.06 0.02 0.09 0.59 0.07 0.04 0.1 0.51 
  [10.15]*** [8.84]*** [12.21]*** [17.69]*** [5.31]*** [1.65]* [6.58]*** [23.17]*** [7.58]*** [3.83]*** [9.55]*** [23.06]*** 
Urban districts 0.11 0.1 0.15 -0.37           
  [4.50]*** [3.96]*** [5.14]*** [6.49]***           
Log. of density      0.09 0.13 0.12 -0.28      
       [10.37]*** [14.74]*** [12.37]*** [14.47]***      
Log. of agri. Employment           -0.15 -0.23 -0.22 0.37 
            [14.72]*** [22.44]*** [18.04]*** [15.08]*** 
Constant -1.01 -0.95 -1.44 -3.45 -0.88 -0.66 -1.25 -3.82 -0.71 -0.4 -1.01 -3.99 
  [10.08]*** [8.77]*** [12.06]*** [14.63]*** [9.61]*** [7.01]*** [11.69]*** [18.39]*** [8.03]*** [4.74]*** [10.03]*** [19.04]*** 
Observations 923 923 923 923 923 923 923 923 923 923 923 923 
R sq 0.198 0.159 0.258 0.258 0.266 0.307 0.346 0.368 0.336 0.446 0.436 0.378 
             

Including the log. of unemployment rate Including the log. of illiteracy rate Including the log. of DIS payments Variables 
Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs 

Log. of employment 0.121 0.113 0.174 0.406 0.117 0.103 0.163 0.346 0.117 0.096 0.168 0.413 
  [12.97]*** [11.22]*** [15.67]*** [19.04]*** [12.14]*** [10.05]*** [14.45]*** [14.96]*** [12.91]*** [10.85]*** [15.64]*** [20.09]*** 
Log. of unemployment rate 0.096 0.099 0.111 -0.365           
  [6.28]*** [6.01]*** [6.11]*** [10.44]***           
Log. of illiteracy rate      -0.11 -0.151 -0.164 -0.102      
       [5.53]*** [7.16]*** [7.02]*** [2.14]**      
Log. of DIS payments           -0.016 -0.029 -0.02 0.053 
            [9.01]*** [17.43]*** [9.81]*** [13.49]*** 
Constant -0.826 -0.742 -1.259 -4.257 -1.277 -1.228 -1.802 -2.815 -0.645 -0.066 -0.977 -4.702 
  [7.59]*** [6.33]*** [9.73]*** [17.10]*** [14.20]*** [12.82]*** [17.02]*** [13.02]*** [5.98]*** [0.63] [7.68]*** [19.28]*** 
Observations 923 923 923 923 923 923 923 923 923 923 923 923 
R sq 0.214 0.1765 0.2669 0.3062 0.2067 0.1893 0.2759 0.2281 0.2468 0.3561 0.3092 0.352 

Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%; ** significant 
at 5%; *** significant at 1% 
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Table 4: District level regressions of the volume of loans  
Including a dummy for urban districts Including the log of density Including the log of agri employment Variables 

Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs 
Log. of employment 8.096 4.309 2.121 1.541 8.822 3.1 2.575 3.143 8.663 3.703 2.342 3.125 
  [20.92]*** [15.16]*** [8.57]*** [4.26]*** [20.44]*** [10.37]*** [9.46]*** [8.19]*** [23.00]*** [14.93]*** [9.82]*** [10.10]*** 
Urban districts 4.068 6.044 0.329 -3.035             
  [4.65]*** [9.41]*** [0.59] [3.71]***             
Log. of density       0.226 3.116 -0.462 -2.773       
        [0.69] [13.75]*** [2.24]** [9.54]***       
Log. of agri. Employment             -0.863 -4.906 0.368 5.664 
              [2.05]** [17.68]*** [1.38] [16.36]*** 
Constant -68.841 -40.024 5.913 8.5 -75.643 -39.591 3.542 3.702 -73.667 -35.304 4.085 -4.374 
  [18.88]*** [14.94]*** [2.54]** [2.49]** [21.51]*** [16.26]*** [1.60] [1.18] [20.68]*** [15.05]*** [1.81]* [1.49] 
Observations 923 923 923 923 923 923 923 923 923 923 923 923 
R sq 0.4485 0.4029 0.1031 0.0226 0.4358 0.4569 0.1077 0.0971 0.4381 0.5112 0.1047 0.231 
             

Including the log. of unemployment rate Including the log. of illiteracy rate Including the log. of DIS payments Variables 
Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs Halk Private bank Ziraat ACCs 

Log. of employment 8.738 5.214 2.292 1.238 8.086 4.9 Ziraat 0.523 8.969 5.103 Ziraat 1.656 
  [25.55]*** [20.71]*** [10.54]*** [3.93]*** [23.81]*** [19.14]*** 1.981 [1.60] [26.10]*** [21.08]*** 2.256 [5.75]*** 
Log. of unemployment rate 2.167 3.623 -0.787 -3.033    [8.90]***     [10.40]***   
  [3.87]*** [8.78]*** [2.21]** [5.87]***              
Log. of illiteracy rate      -6.289 -5.218 -1.455 -2.304       
       [8.98]*** [9.88]*** [3.17]*** [3.41]***       
Log. of DIS payments             -0.039 -0.571 0.063 0.809 
              [0.60] [12.34]*** [1.52] [14.69]*** 
Constant -67.613 -36.542 2.066 1.776 -79.864 -54.193 4.515 12.981 -75.057 -30.482 2.985 -15.441 
  [16.93]*** [12.43]*** [0.81] [0.48] [25.13]*** [22.62]*** [2.17]** [4.23]*** [18.41]*** [10.61]*** [1.16] [4.52]*** 
Observations 923 923 923 923 923 923 923 923 923 923 923 923 
R sq 0.4445 0.396 0.1075 0.0438 0.4809 0.4082  0.0204 0.4358 0.4382  0.1961 

Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%; ** significant 
at 5%; *** significant at 1% 
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Table 5: District level regressions of the volume of SME loans  
Including a dummy for urban districts Including the log. of density Including the log. of agri employment Variables 

Halk Private bank Ziraat Halk Private bank Ziraat Halk Private bank Ziraat 
Log. of employment 5.054 3.946 3.77 5.786 2.888 4.363 5.897 3.408 4.249 
  [16.02]*** [15.11]*** [10.79]*** [16.14]*** [10.46]*** [11.31]*** [18.85]*** [14.88]*** [12.61]*** 
Urban districts 5.686 5.444 1.26         
  [7.98]*** [9.23]*** [1.60]         
Log. of density     0.659 2.769 -0.377     
      [2.43]** [13.24]*** [1.29]     
Log. of agri. Employment         -1.079 -4.399 0.491 
          [3.08]*** [17.16]*** [1.30] 
Constant -44.539 -36.644 -17.245 -52.745 -36.397 -21.046 -51.703 -32.459 -21.229 
  [14.99]*** [14.89]*** [5.24]*** [18.06]*** [16.19]*** [6.70]*** [17.47]*** [14.97]*** [6.66]*** 
Observations 923 923 923 923 923 923 923 923 923 
R sq 0.3961 0.3986 0.1658 0.3585 0.448 0.165 0.361 0.502 0.165 
          

Including the log. of unemployment rate Including the log. of illiteracy rate Including the log of DIS payments Variables 
Halk Private bank Ziraat Halk Private bank Ziraat Halk Private bank Ziraat 

Log. of employment 5.911 4.758 4.1 6.031 4.482 3.382 6.293 4.687 4.12 
  [21.17]*** [20.59]*** [13.31]*** [20.57]*** [19.04]*** [10.98]*** [21.99]*** [20.89]*** [13.42]*** 
Log. of unemployment rate 3.358 3.289 -0.383         
  [7.34]*** [8.68]*** [0.76]         
Log. of illiteracy rate     -2.03 -4.669 -4.576     
      [3.36]*** [9.62]*** [7.20]***     
Log. of DIS payments         -0.037 -0.488 0.069 
          [0.67] [11.38]*** [1.17] 
Constant -41.473 -33.404 -21.187 -56.33 -49.391 -22.064 -53.904 -29.004 -22.13 
  [12.73]*** [12.38]*** [5.89]*** [20.53]*** [22.42]*** [7.65]*** [15.87]*** [10.89]*** [6.08]*** 
Observations 923 923 923 923 923 923 923 923 923 
R sq 0.39 0.3927 0.164 0.3622 0.4029 0.208 0.3547 0.4239 0.1647 
Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%;  
** significant at 5%; *** significant at 1% 
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Table 6: District level regressions of the volume of agriculture loans  
Including a dummy for 

urban districts Including the log of density Including the log  
of agri employment 

Including the log. of 
unemployment rate 

Including the log of 
illiteracy rate 

Including the log of  
DIS payments Variables 

Private bank Ziraat Private bank Ziraat Private bank Ziraat Private bank Ziraat Private bank Ziraat Private bank Ziraat 
Log. of employment 3.174 2.411 2.514 4.482 2.831 3.633 3.82 1.97 3.592 1.687 3.8 2.429 
  [13.39]*** [6.97]*** [9.80]*** [12.64]*** [13.10]*** [12.01]*** [18.18]*** [6.51]*** [16.80]*** [5.34]*** [18.32]*** [8.94]*** 
Urban districts 4.232 -3.543                
  [7.90]*** [4.54]***                
Log. of density    1.955 -3.481             
     [10.06]*** [12.95]***             
Log. of agri. Employment       -3.231 5.043          
        [13.36]*** [14.90]***          
Log. of unemployment rate          2.436 -2.842       
           [7.07]*** [5.73]***       
Log. of illiteracy rate             -3.618 0.48    
              [8.20]*** [0.74]    
Log. of DIS payments                -0.329 0.827 
                 [8.28]*** [15.90]*** 
Constant -29.477 0.619 -30.035 -5.904 -26.842 -9.261 -27.455 -4.365 -39.38 7.546 -25.407 -23.002 
  [13.20]*** [0.19] [14.38]*** [2.04]** [13.13]*** [3.23]*** [11.20]*** [1.24] [19.67]*** [2.55]** [10.32]*** [7.13]*** 
Observations 923 923 923 923 923 923 923 923 923 923 923 923 
R sq 0.3372 0.0514 0.3623 0.1794 0.407 0.2182 0.3287 0.0636 0.3404 0.0308 0.3413 0.2388 
Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%; ** significant 
at 5%; *** significant at 1% 
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Table 7: District level regressions of the volume of deposits  
Including a dummy for urban districts Including the log. of density Including the log. of agri employment Variables 

Halk Private bank Ziraat Halk Private bank Ziraat Halk Private bank Ziraat 
Log. of employment 8.519 4.317 2.384 9.2 3.085 2.777 9.033 3.711 2.595 
  [20.98]*** [15.10]*** [9.11]*** [20.32]*** [10.28]*** [9.63]*** [22.89]*** [14.90]*** [10.29]*** 
Urban districts 4.24 6.173 0.619         
  [4.62]*** [9.56]*** [1.05]         
Log. of density     0.328 3.178 -0.309     
      [0.96] [13.97]*** [1.42]     
Log. of agri. Employment         -1.091 -4.978 0.183 
          [2.47]** [17.87]*** [0.65] 
Constant -72.451 -40.092 4.681 -79.19 -39.668 2.344 -76.853 -35.379 2.917 
  [18.94]*** [14.89]*** [1.90]* [21.47]*** [16.22]*** [1.00] [20.58]*** [15.02]*** [1.22] 
Observations 923 923 923 923 923 923 923 923 923 
R sq 0.4492 0.4043 0.1203 0.4371 0.4596 0.1212 0.4402 0.5136 0.1197 
          

Including the log. of unemployment rate Including the log. of illiteracy rate Including the log. of DIS payments Variables 
Halk Private bank Ziraat Halk Private bank Ziraat Halk Private bank Ziraat 

Log. of employment 9.187 5.244 2.626 8.47 4.914 2.222 9.402 5.13 2.551 
  [25.60]*** [20.70]*** [11.43]*** [23.84]*** [19.11]*** [9.48]*** [26.09]*** [21.09]*** [11.11]*** 
Log. of unemployment rate 2.274 3.675 -0.832         
  [3.87]*** [8.85]*** [2.21]**         
Log. of illiteracy rate     -6.819 -5.365 -2.047     
      [9.30]*** [10.11]*** [4.23]***     
Log. of DIS payments         -0.069 -0.581 0.029 
          [0.99] [12.50]*** [0.66] 
Constant -71.105 -36.641 0.105 -84.081 -54.583 2.42 -77.921 -30.412 2.458 
  [16.97]*** [12.39]*** [0.04] [25.29]*** [22.68]*** [1.10] [18.22]*** [10.54]*** [0.90] 
Observations 923 923 923 923 923 923 923 923 923 
R sq 0.4455 0.3966 0.1239 0.4848 0.4107 0.1361 0.4371 0.4401 0.1197 
Seemingly unrelated regressions allowing for correlated errors across institutions.  Absolute value of z statistics in brackets. * significant at 10%; 
** significant at 5%; *** significant at 1% 
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Table A.1: Tests on the equality of elasticities across institutions: Provincial level regressions on the number of branches 
 

Variables H0: State=Private H0: State=Foreign H0: Private=Foreign H0: ACCs=State H0: ACCs=Private H0: ACCs=Foreign 
Log of density 2.85 19.91 6.23 7.15 11.61 15.04
  [0.09]*b [0.00]***b [0.01]***b [0.01]***b [0.00]***b [0.00]***b
Log of GDP (2001) 75.24 25.7 95.06 3.61 3.71 12.54
  [0.00]***b [0.00]***a [0.00]***a [0.06] [0.05] [0.00]***a
Log of agricultural GDP 0.78 28.21 13.52 28.65 32.97 42.69
  [0.378] [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a
Log of GDP (2001) 94.02 31.89 126.06 12.91 1.52 28.38
  [0.00]***b [0.00]***a [0.00]***a [0.00]***a [0.22] [0.00]***a
Log of agri. employment 1.4 58.48 24.02 32.8 40.31 64.32
  [0.24] [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a
Log of GDP (2001) 106.19 51.72 165.31 12.27 2.96 35.94
  [0.00]***b [0.00]***a [0.00]***a [0.00]***a [0.09]*b [0.00]***a
Proportion of urban districts 2.41 6.87 1.47 8.37 12.75 10.67
  [0.12] [0.01]***b [0.23] [0.00]***b [0.00]***b [0.00]***b
Log of GDP (2001) 151.61 11.16 113.24 1.27 18.89 5.19
  [0.00]***b [0.00]***a [0.00]***a [0.26] [0.00]***b [0.02]**a
Log of illiteracy rate 6.08 [0.00]*** 2.35 14.44 6.24 7.01
  [0.01]***a [0.99] [0.13] [0.00]***b [0.01]***b [0.01]***b
Log of GDP (2001) 119.23 4.24 74.8 4.03 41.51 0.24
  [0.00]***b [0.04]**a [0.00]***a [0.04]**b [0.00]***b [0.62]
Log of unemployment rate 3.68 9.15 16.34 30.5 17.47 29.33
  [0.06]*a [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of GDP (2001) 203.47 9.45 157.68 1.07 30.21 4.81
  [0.00]***b [0.00]***a [0.00]***a [0.30] [0.00]***b [0.28]
Log of DIS payments 0.41 16.13 8.48 7.6 8.89 14.18
  [0.52] [0.00]***a [0.00]***a [0.01]***a [0.00]***a [0.00]***a
Log of GDP (2001) 167.63 0.62 87.23 1.27 46.3 0.27
  [0.00]***b [0.43] [0.00]***a [0.26] [0.00]***b [0.60]
H0: null hypothesis is that the elasticities for both groups are identical. Value of chi statistics in brackets. * significant at 10%; ** significant at 5%; *** 
significant at 1%. a: test reveals that elasticity for the first group is larger than that for the second group. b: test reveals that elasticity for the first group is smaller 
than that for the second group. 
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Table A.2: Tests on the equality of elasticities across institutions: Provincial level regressions on the volume of deposits 
Variables H0: State=Private H0: State=Foreign H0: Private=Foreign 

Log of density 12.61 2.97 0.22
  [0.00]***b [0.09]*b [0.64]
Log of GDP (2001) 23.17 1.64 8.59
  [0.00]***b [0.20]a [0.00]***a
Log of agricultural GDP 0.73 8.38 6.48
  [0.39] [0.00]***a [0.01]
Log of GDP (2001) 44.44 4.03 20.75
  [0.00]***b [0.04]**a [0.00]***a
Log of agri. employment 0.03 14.88 15.6
  [0.87] [0.00]***a [0.00]***a
Log of GDP (2001) 60.79 5.91 31.48
  [0.00]***b [0.0151] [0.00]***a
Proportion of urban districts 6.12 0.46 0.04
  [0.01]***b [0.50] [0.84]
Log of GDP (2001) 69.29 0.11 11.02
  [0.00]***b [0.74] [0.00]***a
Log of illiteracy rate 0.46 1.84 2.63
  [0.50] [0.18] [0.10]
Log of GDP (2001) 63.32 0.42 5.49
  [0.00]***b [0.52] [0.02]
Log of unemployment rate [0.00]*** 4.85 4.89
  [0.99] [0.03]**b [0.03]**b
Log of GDP (2001) 91.58 0.24 17.28
  [0.00]***b [0.62] [0.00]***a
Log of DIS payments 0.78 2.78 1.78
  [0.38] [0.10] [0.18]
Log of GDP (2001) 86.63 0.37 8.26
  [0.00]***b [0.54] [0.00]***a
H0: null hypothesis is that the elasticities for both groups are identical.  Value of chi statistics in brackets. * significant at 10%; ** significant at 5%; *** 
significant at 1%. a: test reveals that elasticity for the first group is larger than that for the second group. b: test reveals that elasticity for the first group is smaller 
than that for the second group. 
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Table A.3: Tests on the equality of elasticities across institutions: Provincial level regressions on the volume of loans 
Variables H0: State=Private H0: State=Foreign H0: Private=Foreign H0: ACCs=State H0: ACCs=Private H0: ACCs=Foreign 

Log of density 0.4 1.59 0.81 1.37 1.56 1.87
  [0.53] [0.21] [0.37] [0.24] [0.21] [0.17]
Log of GDP (2001) 25.88 1.35 23.48 2.13 0.46 2.6
  [0.00]***b [0.25] [0.00]***a [0.14] [0.50] [0.11]
Log of agricultural GDP 1.32 12.33 8.03 6.37 7.14 9.85
  [0.25] [0.00]***a [0.00]***a [0.01]***a [0.01]***a [0.00]***a
Log of GDP (2001) 26 7.06 42.67 5.65 2.46 7.95
  [0.00]***b [0.01]***a [0.00]***a [0.02]**a [0.12] [0.00]***a
Log of agri. employment 0.09 23.3 31.82 11.11 10.37 17.81
  [0.76] [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a
Log of GDP (2001) 41.13 10.83 81.37 7.78 2.97 11.4
  [0.00]***b [0.00]***a [0.00]***a [0.01]***a [0.08]*a [0.00]***a
Proportion of urban districts 0.25 1.12 0.6 4.5 4.7 4.9
  [0.62] [0.29] [0.44] [0.03]**b [0.03]**b [0.03]**b
Log of GDP (2001) 49.84 0.57 33.77 2.78 0.32 2.97
  [0.00]***b [0.45] [0.00]***a [0.10]*a [0.57] [0.08]*a
Log of illiteracy rate 0.04 0.63 0.98 5.71 5.37 5.77
  [0.85] [0.43] [0.32] [0.02]**b [0.02]**b [0.02]**b
Log of GDP (2001) 43.58 0.01 21.03 0.23 2.19 0.22
  [0.00]***b [0.92] [0.00]***a [0.63] [0.14] [0.64]
Log of unemployment rate 0.23 6.46 9.84 6.92 6.29 9.21
  [0.63] [0.01] [0.00]***b [0.01]***b [0.01]***b [0.00]***b
Log of GDP (2001) 61.41 0.74 46.21 1.97 0.03 2.28
  [0.00]***b [0.39] [0.00]***a [0.16] [0.86] [0.13]
Log of DIS payments 0.12 3.39 2.97 0.28 0.32 0.77
  [0.73] [0.07]*a [0.08]*a [0.60] [0.57] [0.38]
Log of GDP (2001) 53.92 0.16 23.53 0.35 0.25 0.22
  [0.00]***b [0.69] [0.00]***b [0.55] [0.61] [0.64]
H0: null hypothesis is that the elasticities for both groups are identical.  Value of chi statistics in brackets. * significant at 10%; ** significant at 5%; *** 
significant at 1%. a: test reveals that elasticity for the first group is larger than that for the second group. b: test reveals that elasticity for the first group is smaller 
than that for the second group. 
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Table A.4: Tests on the equality of elasticities across institutions: District level regressions on the number of branches 
Variables H0: Halk=Private bank H0: Halk=Ziraat H0: Halk=ACCs H0: Private bank=Ziraat H0: Private bank=ACCs H0: Ziraat=ACCs 

Urban districts 0.07 4.78 51.13 3.79 47.14 53.76
  [0.79] [0.03] [0.00]***a [0.05]**b [0.00]***a [0.00]***a
Log of employment 0.56 35.23 129.11 28.14 126.56 86.42
  [0.46] [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of density 30.86 28.73 275.31 0.5 337.32 302.07
  [0.00]***a [0.00]***a [0.00]***a [0.48] [0.00]***a [0.00]***a
Log of employment 18.29 9.77 328.73 37.65 379.67 272.46
  [0.00]***a [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of agri. employment 61.15 54.73 364.38 1.17 488.46 425.7
  [0.00]***a [0.00]***a [0.00]***b [0.28] [0.00]***b [0.00]***b
Log of employment 19.74 17.56 315.77 49 384.62 257.11
  [0.00]***a [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of DIS payments 96.57 11.67 227.91 32.74 342.41 232.95
  [0.00]***a [0.00]***a [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of employment 8.42 54.93 154.28 69.77 184.64 95.75
  [0.00]***a [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of unemployment rate 0.06 1.84 126.63 0.72 120.8 120.64
  [0.81] [0.18] [0.00]***a [0.40] [0.00]***a [0.00]***a
Log of employment 1.1 59.42 130.35 48.42 129.83 77.28
  [0.29] [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of illiteracy rate 6.46 14.17 0.02 0.46 0.72 1.08
  [0.01] [0.00]***a [0.89] [0.50] [0.40] [0.30]
Log of employment 3.05 44.72 70.06 45.38 74.66 39.9
  [0.08] [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
H0: null hypothesis is that the elasticities for both groups are identical.  Value of chi statistics in brackets. * significant at 10%; ** significant at 5%; *** 
significant at 1%. a: test reveals that elasticity for the first group is larger than that for the second group. b: test reveals that elasticity for the first group is smaller 
than that for the second group. 
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Table A.5: Tests on the equality of elasticities across institutions: District level regressions on the volume of loans 
 H0:  

Halk=Private bank H0: Halk=Ziraat H0:  
Halk=ACCs 

H0: Private 
bank=Ziraat 

H0:  
Private bank=ACCs H0: Ziraat=ACCs 

Urban districts 3.41 12.82 40.4 40.95 61.99 13.35
  [0.06]*b [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a
Log of employment 63.94 167.17 175.63 30.66 29.43 2.02
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.15]
Log of density 56.4 3.14 53.36 127.95 221.61 47.78
  [0.00]***b [0.08]*a [0.00]***a [0.00]***a [0.00]***a [0.00]***b
Log of employment 126.91 148.68 109.82 1.58 0.01 1.66
  [0.00]***a [0.00]***a [0.00]***a [0.21] [0.93] [0.20]
Log of agri. employment 66.94 6.06 169.79 174.2 552.19 169.42
  [0.00]***b [0.01]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of employment 126.15 199.85 152.97 14.52 2.06 4.64
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.15] [0.03]**b
Log of DIS payments 46.83 1.72 112.31 96.59 330.42 134.52
  [0.00]***a [0.19] [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of employment 90.55 270.58 304.9 71.22 75.36 3.18
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.07]*a
Log of unemployment rate 4.55 19.76 53.78 61.01 83.42 14.6
  [0.03]**b [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a
Log of employment 71.52 252.71 300.62 71.9 79.96 8.65
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a
Log of illiteracy rate 1.47 32.07 18.21 25.61 8.85 1.23
  [0.23] [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.27]
Log of employment 55.23 217.69 279.21 65.58 85.05 15.46
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a
H0: null hypothesis is that the elasticities for both groups are identical.  Value of chi statistics in brackets. * significant at 10%; ** significant at 5%; *** 
significant at 1%. a: test reveals that elasticity for the first group is larger than that for the second group. b: test reveals that elasticity for the first group is smaller 
than that for the second group. 
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Table A.6: Tests on the equality of elasticities across institutions:  
District level regressions on the volume of deposits, SME and agricultural loans 

Deposits SME Agric Loans 
Variables H0:  

Halk=Private bank
H0:  

Halk=Ziraat 
H0: 

 Private bank=Ziraat
H0:  

Halk=Private bank 
H0:  

Halk=Ziraat 
H0: 

 Private bank=Ziraat
H0: 

 Private bank=Ziraat
Urban districts 3.08 11.05 37.19 0.08 17.78 16.51 58.82
  [0.08]*b [0.00]***a [0.00]***a [0.78] [0.00]***a [0.00]***a [0.00]***a
Log of employment 74.34 161.9 23.01 8.26 7.63 0.15 2.89
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.01]***a [0.70] [0.09]*a
Log of density 51.53 2.48 115.93 45.03 7.05 72.31 251.37
  [0.00]***b [0.11] [0.00]***a [0.00]***b [0.01]***a [0.00]***a [0.00]***a
Log of employment 136.16 144.52 0.52 48.77 7.62 9.13 18.92
  [0.00]***a [0.00]***a [0.47] [0.00]***a [0.01]***a [0.00]***b [0.00]***b
Log of agri. employment 57.9 5.96 158.68 68.52 9.73 108.65 391.23
  [0.00]***a [0.01]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b [0.00]***b
Log of employment 135.94 190.76 9.28 48.22 13.42 4.02 4.61
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.04]**b [0.00]***b
Log of DIS payments 40.9 1.43 85.44 51.48 1.79 55.17 290.89
  [0.00]***a [0.23] [0.00]***b [0.00]***a [0.18] [0.00]***b [0.00]***b
Log of employment 103.81 259.31 55.79 23.78 27.9 2.09 14.97
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.15] [0.00]***a
Log of unemployment rate 3.97 20.11 61.52 0.02 31.57 31.66 66.94
  [0.05]**b [0.00]***a [0.00]***a [0.90] [0.00]***a [0.00]***a [0.00]***a
Log of employment 84.47 241.01 55.77 11.54 19.87 2.73 22.08
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.10]*a [0.00]***a
Log of illiteracy rate 2.55 28.66 19.1 13.67 8.54 0.01 23.09
  [0.11] [0.00]***b [0.00]***b [0.00]***a [0.00]***a [0.91] [0.00]***b
Log of employment 65.02 209.06 53.5 20.03 39.35 7.01 21.23
  [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.00]***a [0.01]***a [0.00]***a
H0: null hypothesis is that the elasticities for both groups are identical.  Value of chi statistics in brackets. * significant at 10%; ** significant at 5%; *** 
significant at 1%. a: test reveals that elasticity for the first group is larger than that for the second group. b: test reveals that elasticity for the first group is smaller 
than that for the second group. 
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Annex 3  
Additional Data Table for Results in Chapter 5: Credit Constraints and Investment Behavior 

Table 1 - Loan applications 
 (% of rural households) State owned banks Private banks Non-banks Informal lenders 

Requested loans in past 2 years from: 4.5 0.9 2.8 0.8 
Avg. number of loan applications 1.4 1.4 1.8 3.4 
% of loan applications rejected 19.4 6.1 10.8 6.3 
Main reason for not requesting loans from:    
(% of those no applying for loans)     
No. obs                          3,777                           3,919                           3,842                           3,921  

No demand 20.8 20.3 20.4 19.4 
Collateral/information issues 9.2 9.2 8.0 7.1 
Inadequate maturity/amounts  0.3 0.3 0.3 0.3 
High and variable interest rates 41.5 42.3 42.6 42.4 
Lack information about lenders 0.4 0.5 0.6 0.5 
Too risky 18.4 17.9 18.2 20.7 
Other reasons 9.5 9.4 10.0 9.6 
 Total 100.0 100.0 100.0 100.0 

Source:  Calculation using the 2004 QHS Finance 
Module    
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