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ABSTRACT

FINANCIAL INNOVATIONS IN DEVELOPING COUNTRIES:

THE CASE OF TURKEY

Hergiiner, Armagan Onder
M.S., Department of Economics

Supervisor: Asst. Prof. Dr. Seven Agir

August 2015, 115 pages

Financial innovation is an important phenomenon in the development scheme of financial
markets, gaining more ground after the 1980s. The primary aim of this thesis is to investigate
two cases of financial innovation in Turkey: Credit card installments and gold accounts.
Financial innovation literature lacks an examination of financial innovations in developing
countries and does not present any alternative explanations behind their emergence.
Differences between institutional structures and the effect of financial liberalization and
integration create alternative scenarios for the emergence of financial innovations. Although
the development level and the transaction volumes are still significantly lower especially for
the securitized financial products in developing countries as suggested by market depth,
alternative products can have significant impacts on the economy. Therefore, the case study
in this thesis fills a gap in the literature by focusing on two financial innovations in Turkey,
an emerging market, which have unique features endogenous to domestic economy and have
been used mostly by households. Institutional and cultural factors affect the emergence and
development of the markets for both financial innovations, and have altering effects for

macroeconomic indicators.

Keywords: Financial innovation, developing countries, Turkey
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GELISMEKTE OLAN ULKELERDE FINANSAL YENILIKLER:

TURKIYE ORNEGI

Hergiiner, Armagan Onder
Yiiksek Lisans, Iktisat Bolimii

Tez Yoneticisi: Yrd. Dog. Dr. Seven Agir

Agustos 2015, 115 sayfa

Finansal yenilik 6zellikle 1980 sonrasi siirecte kazandigi yer ile birlikte finansal piyasalarin
gelisim siirecleri acisindan 6nem tasimaktadir. Bu tez ¢alismasinin ana amaci Tiirkiye’deki
iki finansal yeniligi, yani kredi kart1 taksitleri ve altin hesaplarini, arastirmaktir. Finansal
yenilik yazini gelismekte olan iilkelerdeki finansal yeniliklerin irdelenmesinde yetersiz
kalmaktadir ve bu yeniliklerin ortaya ¢ikiglarii agiklamada alternatif tanimlar
saglayamamaktadir. Finansal yeniliklerin ortaya ¢ikislar1 agisindan kurumsal yapilardaki
farkliliklar ve finansal liberallesme ile entegrasyonun etkisinin alternatif senaryolar
olusturdugu goriilmektedir. Piyasa derinliginin gosterdigi iizere, gelismekte olan iilkelerde
menkul kiymetlestirilen finansal {iriinlerin gelisim diizeyleri ve islem hacimleri oldukga
disiik olmasina ragmen alternatif {riinler ekonomi iizerinde Onemli etkilere sahip
olabilmektedir. Bu nedenle, bu tezde yer alan vaka caligsmasi yiikselen pazarlardan olan
Tiirkiye’deki 6zgiin 6zelliklere sahip ve cogunlukla hane halklari tarafindan kullanilan bu iki
finansal yenilige odaklanarak yazindaki mevcut boslugu doldurmayi hedeflemektedir.
Kurumsal ve kiiltiirel etkenler s6z konusu iki finansal yeniligin hem ortaya ¢ikislarina hem
de piyasalarinin gelisimine etki etmekle kalmayip, ayni zamanda makroekonomik

gostergelerin seyrini de degistirebilmektedir.

Anahtar kelimeler: Finansal yenilik, gelismekte olan iilkeler, Tiirkiye
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CHAPTER 1

INTRODUCTION

Innovation is inevitable and it is a prerequisite condition to improve production of
goods and services both in the industry and the financial markets in the 21* century.
Based on an original idea, it is applied to the production of new goods or to alter the
already existing processes, creating new grounds for higher value added. With
increasing technological developments in the recent decades, societies have evolved
into a fast consumption culture, which necessitated ever important innovations to be
made in order to remain compliant to the market. When thinking innovation, the first
thing that comes to mind is ‘change’, most of the time being positive, however in

some circumstances leading to negative results.

In the early 20th century, innovation is thought to be mostly related with the real
sector, and the idea had been pioneered by Schumpeter in his works. However,
innovation is not only confined to its occurrence in the real sector, but we observe
abundant number of innovations also in the financial sector which are called
‘financial innovations’, referring to the innovations that take place only in the

financial markets.

When it comes to financial innovations, we should bear in mind that they have
existed for a long time in history, as early as the introduction of coins, perhaps even
earlier. Although financial innovations should be treated within a broad list of new
products or process, they are most of the time referred to as innovations that emerged
after the 1980s (e.g. securitized assets), especially in line with technological
development and financial liberalization. In other words, as the communication and
computer technologies are advanced, there appeared new ways of financial
intermediation which provided alternative benefits for the participants of financial

markets; but, not all financial innovations proved to be beneficial in the end.
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The recent financial innovations are novel products which have been a part of the
securitization process that took place in the recent decades, along with others.
Securities, which have many types and versions, are asset-backed securities, credit
default swaps and derivatives, just to name a few. Still, they are complex financial
products, only to be used by finance professionals, excluding other economic agents.
They are generally thought to be favoring the extension of access to credit, reducing
or transferring risks, increasing efficiency, enhancing profitability, and stimulating
financial development and growth. However, the last episode of the bust cycle
demonstrated that financial innovations should be treated more cautiously as they can
lead to volatility, macroeconomic imbalances, increased risks, increased possibility

of default, and so on.

On the one hand, the global financial crisis of 2008 changed the view towards
financial innovations from positive to negative, and on the other hand, the literature
on financial innovation had touched upon different attributes of financial
innovations. Finding the roots of post-1980 financial innovations is one of the most
important topics among studies, i.e. researchers try to find the reasons why these
latest financial innovations occurred and how they emerged. One body of scholarship
is looking upon the historical side, arguing that securitization process which has
taken place within the last few decades is not the only thing to examine, but financial

innovations existed in many forms for hundreds of years.

Another group of scholars is trying to find the true characteristics of innovators,
focusing on the qualitative aspects of financial innovators. Many others are dealing
with their macroeconomic implications, trying to find out whether there is a
connection between innovations and financial development, which would lead to
economic growth at the end. Furthermore, a great deal of academic work is being
done on the measurement of financial innovations, i.e. there are studies searching for

the ways to explain innovations in a quantitative manner.

In spite of lively discussions about their historical roots, characteristics and possible
effects on macroeconomic conditions, the existing literature on financial innovation

mostly focuses on developed countries, especially the United States. The reasons for
2



neglect of other economies, to some degree, are existence of available data for
advanced economies which enable more comprehensive examinations of these
markets and also the high level of financial deepness which produce a more suitable

environment for emergence of financial innovations.

Since there are only a few studies on financial innovations in developing countries,
some fundamental questions such as how financial innovations emerged in
developing countries have not been addressed well so far. Hence, alternative
explanations are needed in order to interpret the emanation of financial innovations

in developing countries.

As such, this study intends to offer some explanations for the emergence and
structure of financial innovations in the developing countries. Using the already
existing benchmarks and definitions for developed countries, we investigate whether
financial innovations are common or not in developing countries within the
framework of mainstream understanding of financial innovations. In this regard, we
argue that although developing countries have imported financial innovations from
advanced economies, their applications might have occurred in a different way than
in their counterparts. More importantly, certain financial innovations emerged owing
to the unique institutional characteristics and particular domestic economic
conditions on both micro and macro levels in the developing countries. For the sake
of our study, we have chosen Turkish economy for a case study in which we analyze
two different financial innovation cases which are credit card installments and gold
accounts. Primary rationales behind the choice of these two cases are that these
innovations are examples from Turkish economy which are relatively recent which
attracted a wide participant basis, and they fit well into the broader definition of

financial innovations.

The outline of this thesis is as follows: In Chapter 2, we provide a comprehensive
literature review on financial innovation.® We focus on its different definitions and

its brief history, the reasons behind the emergence financial innovations, their

! This chapter draws from the comprehensive literature review study of Comert and Epstein
(unpublished) for the categorization of studies.
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different types and measurements, and innovator characteristics. We show that how
financial innovation literature has shifted its stance from positive to a negative
attitude especially after the Great Recession. As financial innovation literature has
some missing links in terms of interpreting them and leaving out developing
countries, we provide a brief critique and propose our stance towards building the

basis of the next parts of our study.

In Chapter 3, following the arguments and proxy measures provided by the
mainstream literature on financial innovations, we briefly examine the differences
and possible reasons behind the emergence of financial innovations and levels of
innovativeness between developed and developing countries. To identify how
financial innovations emerge in a developing country, we study institutional
differences and the effect of financial liberalization and integration. For developing
countries, we observe that banking sector and security exchanges are not as mature
and well-built as in developed countries, and in terms of access to credit, they also
lack behind, revealing that financial deepening which could be acknowledged as an
indicator of innovativeness remains behind in the developing countries. Also,
security innovation statistics suggest that developing country financial markets did
not become as complex as their counterparts by utilizing securitized assets for
financial needs of firms. Hence, we argue that it is important to look at alternative

cases of financial innovations which have more significant effects on the economy.

In Chapter 4, focusing on the case of Turkey, we examine two financial innovations
which are credit card installments and gold accounts. For both cases, we argue that
there are institutional and cultural reasons behind their emergence. We support our
argument with the data on their emergence and spread, their effects on the market
structure and on macroeconomic conditions. Credit card installments, having unique
features specific to Turkey, do not bear additional costs for consumers when they
make purchases and thus, helped maintaining a consumption based economic
growth. Gold accounts, on the other hand, became a part of an innovative scheme
after the regulation of the Central Bank of the Republic of Turkey (CBRT). After the

regulation, further actions taken by commercial banks created a room for an

4



important innovation, and transformed gold from an informal saving instrument to a
formal saving instrument in Turkey. Since both innovations accelerate the inclusion
of individuals into the financial market, we can consider them as effective financial

innovations.

Chapter 5 concludes the thesis by summarizing our findings and reflecting upon
mainstream literature on financial innovation through two cases we examined. We
argue that the ‘developing country’ cases have to be studied not with reference to
retrospectively specified markers of so-called ‘successful’ financial developments,
but with a broader understanding of financial innovation as a diverse set of responses
to problems and opportunities presented in diverse contexts. As this study shows, the
Turkish context, an emerging market with low saving rates and consumption oriented
structure, have developed its idiosyncratic innovative financial instruments within a

framework of local effects interacting with financial markets.



CHAPTER 2

LITERATURE REVIEW ON FINANCIAL INNOVATIONS

Financial innovation has gained more attention from academia since the 1980s. This
is particularly the consequence of the surge in new financial products and processes
that are observed after increased financialization in the advanced countries dating
back to these years. In general, there was an appraisal of financial innovations as
they have been thought and most of the time proved to be beneficial in escaping from
the rigidities of the market conditions. However, especially after the recent global
financial crisis, the positive outlook on the financial innovations have begun to be
reversed and contemporary financial innovations were criticized as they were

thought to be responsible for the occurrence of the crisis.

The former group of studies are mostly dealing with financial innovations within a
‘narrow definition’, as they claim that financial innovations are resulted by
overcoming a constraint. According to them, financial innovations are defined as
new forms of financial tools which are maximizing profits, hedging risks, and
decreasing volatility. On the other hand, the latter group of studies are approaching to
the concept under a ‘broad definition’, where they adopt historical and/or
evolutionary standpoints, they take pros and cons of financial innovations into

consideration, and they touch upon alternative explanations of financial innovations.

In order to establish the basis for the remaining chapters of this thesis, we need to
understand the definitions and the structure of financial innovations in a
comprehensive manner. We focus on conventional literature in this chapter to
address the important standpoints. First, we give examples of various definitions
from the literature. Second, we concentrate on the studies on the possible reasons of
the emergence of financial innovations, in other words, we look upon the studies

where they are trying to answer the question of why financial innovations exist.
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Third, we give examples of studies where they show the types and measurements of
financial innovations, and the characteristics of innovators. Fourth, we focus on the
change in the perception of financial innovations after the financial crisis of 2008,
which revealed the negative sides of financial innovations. Lastly, covering all of the
above, we present a critique of financial innovation literature, and come up with an
alternative definition while presenting our stance towards financial innovations in

developing countries, which have not been mentioned in the literature extensively.

2.1. What is Financial Innovation?

The definitions of financial innovation derive from real sector innovation, especially
one comes forward which distinguishes between product and process innovations.
Product innovation is defined as the introduction of a new product, or a significant
qualitative change in an existing product. In addition, process innovation is defined
as the introduction of a new process for making or delivering goods and services.
Both types of innovations are expected to yield higher value added for the economy
(Greenhalgh and Rogers, 2015).

According to Van Horne (1985), financial innovation is a new product such as zero
coupon bonds or a new process such as a new delivery system. In defining financial
innovations, Boot and Thakor (1997) assert that “financial innovation should be
thought of more broadly as improving risk sharing providing tax advantages, in
addition to information sensitivity”. Tufano (2003) defines financial innovation as
“the act of creating and then popularizing new financial instruments as well as new

financial technologies, institutions and markets”.

One of the most cited definitions from the literature belongs to Frame and White
(2004), where they define financial innovation as: “Something that reduces costs,
reduces risks, or provides an improved product/service/instrument that better satisfies

participants’ demands”.

As can be seen, there is no agreed definition on financial innovation, although all

definitions point to the positive features. There are some missing links in these



definitions, some additional properties should be included. Hence, by using the
alternative definitions, we could extend and unify them in order to have a
comprehensive one which can embrace all examples. We turn to this point in the last

section of this chapter.

2.2. Emergence of Financial Innovations

There are a wide variety of explanations from the literature on why financial
innovations exist in the first place. The motive of profit maximization and the
importance of participant demand were considered as two important factors behind
the existence of financial innovations. Achieving efficiency by the help of cost
minimization has considered to be a fundamental factor, which can only be attained
by innovativeness. In this vein, Flood (1992) asserts that the basic economic
behavior of profit seeking is the main reason behind financial innovations, that the
presence of new potential profits creates the incentives to innovate and they can be
attained, for example, by reductions in costs, i.e. by technological improvements.
Gennaioli et al. (2012) argue that: Initially, there is a presence of strong demand
from investors for safer patterns of cash flows, and this feature is the same for all
financial innovation cycles. Then, investors demand more as the available products

in the market remains inadequate for future transactions.

The effects of market constraints were also thought to be significant for the
emergence of financial innovations, which had been discussed by earlier studies.
Ben-Horim and Silber (1977) claim that financial firms are constrained by self- and
market-imposed constraints (e.g. balance sheet constraints, targeted growth or capital
levels, and liquidity requirements) where the firm imposes on itself.

Another constraint and perhaps one of the most significant reasons behind the

emergence of financial innovations, which is discussed in a great deal in the

literature, is government regulations. In this perspective, financial firms try to avoid

regulations and they innovate to find a back door against this constraint. Miller

(1986) is one of the earliest defenders of this idea as he states that the existence of

restricted profitable transactions and interest rate ceilings made financial firms to
8



innovate around them. He gives ‘Regulation Q% as an example, arguing that it led to
the foundation of Eurodollar market when US banks had seen that Regulation Q do
not apply to dollar-denominated time deposits overseas and banks used them for their
own benefits. Flood (1992) also argues that the “taxpayers innovate to exploit
loopholes and avoid assessments”. Also, Kane (1977) uses the concept of “regulatory
dialectic” in order to show the regulatory cycle: First, there are obstacles before
financial actors and they innovate to get rid of those obstacles. As a response,
governments release new regulations and create new obstacles, and so on.® We can
argue that the assumption of the regulation literature is that there is always a profit-

maximizing investor and a stability desiring government.

Avoiding risks is considered to be another factor behind the existence of financial
innovations. In this sense, Levich (1988) states that investors and borrowers
maximize their welfare considering risk. Hence, it is expected that people will seek
flexible opportunities in hedging their risk. In a recent article by Frame and White
(2014), it is argued that the nature of financial intermediation has changed by the use
of applied statistics with cost effective methods. In this vein, advanced software and
computing methods helped financial institutions to evaluate borrower information

more easily and transparency is also increased.

Hence, we can summarize that there are six reasons behind the existence of financial
innovations up to now: (1) volatility in macroeconomic conditions, (2) regulatory
and firm-based constraints, (3) technological advancements, (4) incomplete markets
and information asymmetries, (5) competitiveness and the structure of the market,
and (6) hedging and diversifying risks (Van Horne 1985, White 2000, Tufano 2003).

Aside from the fact that the above factors accelerated the development of financial

innovations, another body of literature also aims to put forward the historical (or,

2 Regulation Q had been in effect in the US after the Great Depression. It prohibited banks to pay
interest on demand deposits, and more importantly, it imposed interest rate ceilings in other types of
bank deposits such as savings deposits and time deposits until 1986.

® For an additional explanation on regulatory constraints, see Ross (1989). In addition, Broaddus
(1985) discusses the history of regulatory constraints.

9



evolutionary) explanations. Historical literature sees financial innovations as natural
outcomes in a changing economic environment. They may either be more successful
adaptations or be a part of necessary modifications. In this regard, Battilossi (2000)
states that: “Financial innovation, therefore, is a historical process that can be
systematically analyzed and interpreted by determining the factors and conditions
that initiated the supply of, and demand for, new financial products, techniques or

institutions.”

In regard to the historical explanations, Van Horne (1985) asserts that financial
innovations are rarely original products or processes, mostly they are modified
versions of existing ideas. According to Flood (1992), “the history of finance can be
organized as a chronicle of innovations”, and he shares examples from history:
Lydian coinage, Christian and Islamic bans on usury, and foundation of modern
insurance. Furthermore, Tufano (2003) claims that in a profit maximizing economy,
it is natural to have financial innovations as developments and novelties are ongoing
part of the economy, and he argues that “most innovations are evolutionary

adaptations of prior products”.

In addition, some authors conducted a more historical research, linking the earlier
developments in finance to today’s innovations. Scholars did not disregard the
importance of continuity in financial industry. For instance, Goetzmann and
Rouwenhorst (2005) identified nineteen financial innovations in their study and
placed those under three categories which exhibit their features: (1) they facilitate
transfer of value through time, (2) they allow the ability to contract on future values,
and (3) they permit the negotiability of claims. Also, Knoll (2008) based his research
on ancient roots of financial innovation and links an early financial practice to a
modern financial product, which is the technique of “put-call parity”. Supporting the
idea that financial innovations cannot be confined completely into recent ones,
Laeven et al. (2015) argue that they were mundane financial improvements such as
“the new financial reporting procedures that facilitated the screening and monitoring
of railroads in the 19™ century, improvements in data processing and credit scoring

that enhanced the ability of banks to evaluate borrowers since the 1970s, and the
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establishment and upgrading of private credit bureaus around the world during the

last few decades”.

2.3. Types and Measurements of Financial Innovations and Innovator
Characteristics

Regarding their historical evolutions and the role that they played in the financial
markets, the types of financial innovations might give us a better understanding of
the current literature on financial innovations. For this reason, many important pieces
have included some taxonomies on financial innovations. In a 1986 report of BIS
(Bank for International Settlements), innovations are classified into four categories
which are risk-transferring innovations, liquidity-enhancing innovations, credit-
generating innovations and equity-generating innovations. This shows us that
financial innovations should affect various markets or have an impact over at least
one of the above. Moreover, Frame and White (2004) group them as “new products
(e.g., adjustable-rate mortgages, exchange-traded index funds); new services (e.g.,
online securities trading, internet banking); new "production” processes (e.g.,
electronic record-keeping for securities, credit scoring); or new organizational forms
(e.g., a new type of electronic exchange for trading securities, internet only banks)”.
In fact, this taxonomy is in line with their definition of financial innovations that we
provided earlier, showing the characteristics of each group of innovations that they

utilized.

In a different perspective, Llewellyn (1992) categorizes financial innovations by
considering the same arguments but he offers impulsive functions: Innovations are
either defensive, aggressive, response based or protective according to him. Although
the product and process innovations are treated as different types in a large number
of studies, Tufano (2003), arguing that a process innovation is helpful for the usage
of a product, provides a connection between them and he does not separate between

product and process innovations.

In financial innovation literature, measurement of financial innovations appears to be

somehow less studied on. There is no agreed upon technique of measurement, and
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quantitative analysis remains much more limited compared to theoretical studies.
Due to limitations on data or difficulties in determining methods of calculation,
existing studies do not offer a comprehensive method of measurement. For instance,
Lerner (2006) aims at measuring financial innovation activity, however implying the
scarcity of data such as R&D spending for financial firms, he utilizes newspaper

stories as an alternative measurement.*

Another point that the literature emphasizes on is who the financial innovators are.
Ross (1989) argues that “it is often large institutions that force innovation”.
Bhattacharyya and Nanda (2000) suggests that the primary role behind financial
innovations was of investment banks, that they are the prevailing institutions
producing new financial products.” However, early small investment banks which
were the initial entrepreneurs of innovations may become larger as they extend their
profits. Or, it may be the case that large deposit banks which have been settled earlier
in the market can expand their business by involving in the innovation process. Also,
Battilossi (2000) states that large commercial banks in the developed countries have
been able to exploit the asymmetric conditions between international regulatory

systems, and this helped them to expand the generation of new financial products.®

* Some studies utilize from other measurements such as private credit to GDP ratio and bank
concentration ratio. See, for example, Nagayasu (2012).

> As Minsky (1992) puts it: Like all entrepreneurs in a capitalist economy, bankers are aware that
innovation assures profits. There have been significant changes in the financial structure of developed
countries, i.e. financial institutions (intermediaries) have diversified, and those new intermediaries
have been the primary forces behind the existence of financial innovations. However, the case for
developing countries still remains the same, as we will see in the next chapters.

® Furthermore, in the spirit of Schumpeterian and Neo-Schumpeterian ideas, there are four hypotheses
in terms of innovators’ characteristics: (1) There is a positive relationship between the size of firm and
innovativeness, (2) there is an inverse U shape relationship between innovativeness and the size of
firm, (3) market power of firms are positively related to innovativeness, and (4) there is a persistency
in innovational activities (Napoli 2008, Rossignoli and Arnaboldi 2009, Comert and Epstein
unpublished).
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2.4. Change in the Perception of Financial Innovations

While financial innovations have generally been perceived as positive until the Great
Recession, this view has changed after the crisis and literature began to criticize their

effectiveness.

Up to 2008, many scholars had claimed that global economy had produced a suitable
environment for financial innovations. For example, Van Horne (1985) states that:
“In a period of economic prosperity, many financial institutions are eager to try new
ideas in their relentless pursuit of growth”. Boot and Thakor (1997) stress the
importance of the development level of capital markets on financial innovations, and
argue that the better developed the markets, the more likely that financial innovations
occur. Moreover, in a recent study, Laeven et al. (2015) argue that financial

innovations are attained in expanding economies, where the conditions are positive.

According to these scholars, as long as the necessary and sufficient conditions are
satisfied for the emergence of financial innovations, they contribute to further
economic growth positively without a doubt. Van Horne (1985) suggests that the
markets should become more efficient in operational sense and/or more complete to
identify something that create this environment as financial innovation. Duffie and
Rahi (1995) come up with an alternative, but very important feature of financial
innovations that they provide entrepreneurs and firms to raise capital more efficiently
and hopefully, there will be profits for market intermediaries. Merton (1995) also
claims that financial innovation leads to greater economic efficiency. Moreover,
Lerner and Tufano (2011) point out that there will be new alternatives for investment
and consumption as well as cost reductions in raising funds where financial
innovations prevail. It also aids firms to raise capital relatively cheaper and makes

some previously unattainable funds to become active.

In addition, Frame and White (2004) suggest that financial innovations can boost
savings and investments and enhance productivity, thus creating value added

indirectly for the economy. Furthermore, the model that Laeven et al. (2015) formed
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suggests that financial innovation is crucial for sustainable economic growth, if

financial actors stop innovating, then the growth cycle will stop.

Among all the benefits of financial innovations, one aspect comes forward:
transformation of risk. As Levich (1988) points out, financial innovations (such as
currency and interest rate swaps and options) are created to manage risks (e.g.,
currency, maturity, credit, interest rate, default, etc.) in a more precise manner.
Besides, they are also associated with reducing costs of transactions, granting
easiness on financial intermediation, easy access to credit, increased liquidity,
boosting profits, etc. In a more recent study by Mishra (2008), financial innovations
are accounted for reducing cost of capital and risks, improving intermediation, and

thus increasing welfare.

Since it is believed that the most prominent cause of the crisis is faulty and excessive
usage of financial innovations, previously positive attitude towards the “new and
effective” products and processes in the financial markets have reversed in the last
years. Even before the crisis, Geithner (2006) made a warning in an opening remark:
“When innovation [...] takes place in a period of generally favorable economic and
financial conditions, we are necessarily left with more uncertainty about how
exposures will evolve and markets will function in less favorable circumstances”.
Gennaioli et al. (2012) claim that investors and financial intermediaries neglect risks
arising from financial innovations, thus securities are issued in an excessive manner,
potentially leading to crisis. Thakor (2012) argues that “competitive banking systems
without patent protection for innovations are inherently susceptible to financial
crises. This result arises primarily from the financial innovation incentives of

financial institution”.

At this point, Beck et al. (2012) distinguishes the positive and negative views using
“innovation-growth view” and “innovation-fragility view” concepts. As the
innovation-growth view stresses the importance of reduction in agency costs,
increased risk sharing, market completion, allocative efficiency and economic
growth; innovation-fragility view, on the other hand, argues how financial

innovations led to enormous credit expansions that ended in defaults, created
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misconceptions about risk sharing, and helped banks to use information asymmetries
against their customers. Their conclusions suggest that both innovation-growth and

innovation-fragility views have its merits, but none of them can be rejected.

Hence, according to the existing literature, financial innovations can produce positive
outcomes, especially when there is a positive environment, however, they can also

lead to deterioration in financial markets if not controlled properly.

2.5. A Critique and Re-evaluation of Financial Innovations

In the light of financial innovation literature, we need to point out some factors
which are lacking or not discussed in the literature as to put forward our viewpoint
and the basis of the next chapters. Engelen et al. (2010) summarize the main
problematic points in the literature very well: First, the literature makes the definition
of financial innovation circular and tautological, second, it narrows the field of
possible drivers of innovation, and third, it emboldens the allegations stemming from
the ideas that are supported by low empirical content. In parallel to these claims, our
criticisms are somewhat similarly on the same track. Therefore, we try to build on a
more inclusive study while expanding the definition, searching alternatives on the
emergence, and offering empirical composition regarding financial innovations. In
doing this, we are focusing on developing country cases which had found itself a
very little place in the discussions.

The first thing that might be revised is definitions of financial innovation. We have
mentioned that there is no agreed definition of financial innovation. In that sense, we
argue that there should be broader definitions of financial innovations. It is possible
to define financial innovation as a new product or a new process which can emerge
in different financial markets having different initial conditions such as cultural and
local factors as well as distinct structure of financial institutions. In fact, it is
particularly crucial to take into account these institutional and cultural factors for
developing countries as they can be easily affected from these, for they are in their

initial stages of financial development.
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From an evolutionary perspective, speed and characteristics of financial innovation
may change under different historical and institutional circumstances. Hence, our
definition can work for both developed and developing countries and include more
factors to be taken into consideration in showing the reasons behind the emergence
and the dissemination of financial innovations. Further development of the markets
that are created or improved by these financial innovations can also be explained

using a more inclusive definition.

It is no doubt that the primary motive for an innovator is to maximize his/her profit.
Considering the fact that big commercial banks are the primary financial innovators
especially in developing countries, it can be argued that their incentives to innovate
arise when the existing conditions deteriorate (such as a shock or a constraint). One
of the most important constraints that is labeled in the literature is the existence of a
highly regulatory environment as we previously discussed. Regulations increase the
cost of financial transactions for consumers and other users of financial services
(Wall, 2014). Therefore, financial agents try to by-pass these regulations by
innovating and hence, decreasing the costs. This is a highly valid argument and it is
true most of the time. In fact, in our case study in Chapter 4, we have such a case
where banks immediately innovated after a regulation restricting the number of credit
card installments. However, there might also be a case where regulation works in just
the opposite way. This time, regulation could be pro-innovation. We also have such a
scheme in the gold accounts case in Chapter 4. Hence, we argue that government

actions should not be confined as they could only have one-way effects.

From a historical standpoint, we claimed that financial innovations have emerged for
a long time in different circumstances. The most important difference of the latest
episode of financial history is that there is now rapid advancements in the
technology. It made easier to bring the world together in any event, let alone
financial transactions. Thus, globalization has also a reflection in financial markets,
brought by financial liberalization and following integration. This is essential for the
examination of financial innovations in developing countries as we argue that they

have either adapted innovations exactly in their economies, or they have used
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imitations of those innovations suitable for the domestic economic environment most
of the time. In this sense, institutional conditions, characteristics and other factors
such as culture are also profoundly important; whether innovations are imported by

developing countries, or they are originated in domestic economic environment.

We should also note that many actors play an important role in financial markets, as
well as in the process of financial innovations. As Minsky (1992) put it, in
contemporary era, financial relation (or, innovation) analysis and its implications for
the system should not only be restricted to the liability structure of firms.
Households, governments, and international units have all liability structures in
which the performance of the economy is determined by the combination of effects
from all. Especially for the developing countries, we have to consider household
behavior and government decisions, as they are more likely to have significant
effects after a financial innovation is introduced and the market conditions change. In
the end, our knowledge is still very little on the channels through which financial
innovations affect the behavior of financial system agents (Norden et al., 2014).

In the light of what we have discussed in this section, we utilize a comparative
discussion considering the differences between developed and developing countries
in Chapter 3, where we follow the mainstream arguments on financial innovations.
Then, we place our arguments one by one in a case study in Chapter 4, where we
analyze two financial innovations in which we have unique characteristics of these
innovations and distinctive domestic market conditions of Turkey as a developing

country.
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CHAPTER 3

FINANCIAL INNOVATIONS IN DEVELOPING COUNTRIES

Within the framework we provided briefly in the previous chapter, we are examining
financial innovations in developing countries in a comparative sense in this chapter.
At first, we are comparing the possible reasons in the sense that why financial
innovations differ and why developing countries follow their developed counterparts
to some extent. Indeed, as Gerschenkron (1962) argues, the development of a
backward country tends to differ fundamentally from that of an advanced country.
Hence we expect divergences in the emergence path of financial innovations.
Moreover, utilizing the mainstream arguments from the financial innovation
literature and by using financial deepening measures (market depth), we are briefly
looking at the developing and developed country financial markets to observe the
level of innovativeness as well as recent financial innovations statistics such as debt

securities and equity linked derivatives data.

In this chapter, our aim is, thus, to search for the differences in market structures
between developing and developed countries, yielding different results for the
emergence of financial innovations. Then, within a comparative scheme, we analyze
market depth, mostly a result of increasing number of financial innovations. The plan
of this chapter is as follows: In section 3.1., we come up with a theoretical argument
regarding the emergence of financial innovations in developing countries. In this
manner, institutional differences between developed and developing countries and
the effects of financial liberalization and integration on financial innovativeness are
given. In section 3.2., we show how the financial markets of developing countries are
evolved after 1980s and we try to see the differences from their developed
counterparts. In this regard, data on important financial deepening measures are
given as proxy to determine the level of development resulting from increased

number of financial innovations. In section 3.3., we turn into innovation in terms of
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securities in developing countries. Using the data from BIS, we share some statistics
of securitized innovations, i.e. debt securities and equity linked derivatives. Section

3.4. gives comments and final remarks and a roadmap for the next chapter.

3.1. Developing vs. Developed Country Financial Innovations

During the period following the World War 1l (WWII), financial development
determined today’s global structure both with respect to their effects on development
levels of countries and progress of financial innovations. The existence of Bretton
Woods system and the establishment of international institutions such as IMF and
World Bank was the primary attempt over creating an integrated global financial
market, as they aided the developing economies. Fixed exchange rate regimes in
developing countries and institutional agreements made through the international

organizations led the way over transitions between world economies.

Foundations of current international financial order have been built with capital
account openness, first in mature economies in the 1970s, and in the developing
countries in the 1980s (Hoffmann and Urbansky, 2013). Developing countries were
late in adapting to the infant financial system where securitization is a crucial part, as
they had capital controls excluding international investment. Moreover, the
efficiency of the new financial instruments which provides hedging and risk aversion
were granted with the transition to the flexible exchange rate systems as pegs were
proved ineffective throughout the transition period. Transfer of knowledge in
financial intermediation and the techniques to be applied through learning by doing
had not been incorporated in developing countries as there were financial rigidities
related to repression and controls over free-entry into the markets of developing

countries by the institutions of advanced economies.

As the liberalization movements began and they provided the establishment of more

profitable environments in terms of financial intermediation and better risk-

transferring, then governments of developing markets easily engaged in deregulation,

opening grounds for financial innovations. However, financial development through

liberalization is not meaningful itself, when legal framework is improved, for
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example, then the markets can follow the path into their maturity. But, in most cases,
institutional reforms following the capital account liberalizations were effective
(Kaminsky and Scmukler 2008).

Thinking in terms of the country’s financial development level and its increased
ability to create financial innovations where there are positive conditions, then it can
be said that developed countries are more likely to innovate. In Wurgler (2000), it is
argued that financial market variables help explain international differences in
markets in terms of capital allocation. He states that financially developed countries
can transfer investments in the most profitable markets, compared to countries with
small financial markets. This, in fact, helps boosting the financial markets’ efficiency

which is reflected both in the real economy, and in creating financial innovations.

With respect to the link between developing and developed countries, it can be
argued that financial innovations which emerged in advanced markets were imported
by emerging economies in the recent phase of financial liberalization and integration.
Most innovations were originated in developed countries, and as financial markets
became more integrated globally, diffusions took place. The examples of those
financial innovations (i.e. securitized products) include consumer asset-backed
securities (ABS) and residential mortgage-backed securities (MBS) where the
markets for them have emerged during 1970s and 1980s in the United States and
later in United Kingdom (Segoviano et al., 2013). As financial liberalization
movements began in the 1980s, it helped financial markets to become more
transitional, and then it became easy to market innovated products in the markets all
around the world. However, the transition process of the securitization industry that
originated in the US to the Europe and other parts of the world lasted 15-20 years
and developing countries have met with those innovations even later, through the end
of 1990s (Segoviano et al., 2013).

Differences in the structure of financial institutions have also affected the innovation
processes. Due to this reason, the institutional structure of financial innovations
across countries has evolved in different ways. While commercial banks remained

the primary financial institutions in emerging markets, other types of financial
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institutions started to take place in developed countries, such as investment banks
and insurance companies. Moreover, due to changing corporate structures (increased
numbers of corporations, mergers and acquisitions, larger banks —too big to fail
firms-), and with non-financial firms gaining the ability of issuing their own
securities, developed countries had a head start in innovation race. These turn of
events were seen much later in the developing countries (first commercial banks,
then bigger firms began to issue their corporate debt securities, liability structures

changed).

For instance, establishment of corporate bond markets followed stock and
government bond markets in developed countries, all of them preceded years of
capital accumulation and industrial development. However, developing countries are
still considered to be in their early stages of capital accumulation and they are also
smaller in size. Therefore, the course of development for corporate bond markets in
developing countries had been different in terms of its institutional structure and the
sequencing was also different from that of developed countries (Endo, 2000).
Developing countries are still in their transition process to become financially
developed overall, only be completed by comprehensive developments in different

parts of the financial sector through financial innovations such as corporate bonds.

In order to comprehend the fundamental differences between advanced and emerging
financial markets that lead to the creation of financial innovations and to see why
literature has focused heavily on one side, but not the other, we propose two main
headlines to discuss the reasons further under them: Institutional differences and

financial liberalization and integration.

3.1.1. Institutional Differences

Here, our aim is to answer the question of why countries do not have similar

structures of financial markets (i.e. why they did not developed in the same manner)

and why clear-cut institutional differences that have arisen between financial markets

of the developed and developing countries led to discrepancies in terms of the

emergence of financial innovations. Such differences can be attributed to the
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dissimilarities of regulatory structures, demand and supply dynamics of countries,

perceptions of risk, and so on.

To begin with, financial markets in developed countries are more market-dominated
in which policy-makers adopt free-market policies somewhat earlier and opened
grounds for entrepreneurial activities by providing legal and economic institutions.
On the other hand, financial markets in developing countries can be called as more
government-oriented as they have been adopted market based structures later than
developed countries. Moreover, regulation has more influence on the decision-
making process of the market agents in the latter economies. In these countries,
conventional debt channels are still strong and effective, mainly contributed by the
commercial deposit banks and government issues of debt securities.” Therefore, in
most of the developing countries, there exist a basic setting of loan-deposit nexus for

financing needs of firms and individuals.

Whether this classical institutional structure of the financial system in developing
countries is inclusive or exclusive, however, is arguable. It is generally believed that
new financial institutions such as asset management companies and investment
banks in the US provide better alternatives for financial intermediation process and
in diversifying risk. Nevertheless, it can also be suggested that a sound banking
system in developing countries can provide the demanded financial services in an

effective manner, and by abiding to the rules and regulations.

When we think in terms of a developing country scheme, for the creation and
customization of financial innovations, banks are primary institutions, as they can

use their previous customer-based relationships and they can be more aggressive in

" In Levine (2002), financial systems are divided into two parts: one being bank-based systems and the
other being market-based systems. Levine argues that bank-based systems can be more effective in
developing countries where savings can fit to the right investments and capital. Also, corporate
controls can be made more efficient as they are experiencing their high-growth journeys before being
mature economies, but the market-based systems are better in innovation and obtaining long-run
growth. However, views on both systems are rejected in the study, since a third view, which is
“financial services” view was supported. This view, in fact, argues that both banks and capital markets
have significant contributions to innovative processes. Therefore, it is important that all elements
should come together in building a new financial environment.
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trying new processes and building new contracts (Rajan, 2005). As commercial
banks —both public and private - are the main institutions in the financial markets of
developing countries, and considering the fact that personal relationships are more
important in these economies, banks’ role in innovative finance can be much higher,
if not otherwise. Larger banks became the “first movers” in adaptation of new
technologies since their capability to innovate is higher compared to that of smaller
ones (Akhavein et al., 2005).

Apart from banking structure, we should also consider the differences in
establishment of equity markets. Being one of the most important financial
innovations on their own, equity markets provide additional catalysts for financial
innovations. For instance, equity markets exert corporate control and enhance market
discipline as there are responsibilities of firms’ to their stakeholders including public
disclosures (Knight, 1998). As markets gain higher standards in terms of
transparency and responsibilities, it can be argued that a positive environment for
innovative instruments is granted. However, developing countries have established

their organized equity markets later compared to their counterparts.®

With regard to financial innovations and the related institutional differences between
countries of various development levels, we should also mention the competitive
characteristics in the markets.® Namely, the importance of competitive market

process in attaining innovations also matters within the framework of financial

® Furthermore, it is discussed in Demirguc-Kunt and Levine (1996) that “countries with better-
developed stock markets also have better-developed banks and nonbank financial intermediaries [...]
and countries with weak stock markets tend to have weak financial intermediaries” (p.224). As we
argued that banks are the primary financial intermediaries in financial markets of developing
countries, the importance of equity markets and their development is highly relevant. In the end, this
contribution of equity markets to the banks’ further development creates higher leverage ratios.

® Knight (1998) argues that different markets such as government securities markets; spot and forward
foreign exchange markets; markets for corporate securities, equities, mortgages, insurance; derivative
instruments such as futures and options; and different financial intermediaries such as securities
dealers, mortgage and leasing companies, insurance companies, etc. create a highly competitive
environment both inside the markets and between different financial actors. In such a diverse
environment, commercial banks find themselves in a fierce competition with other financial
institutions, leading to an increased efficiency of intermediation that do not exist completely in many
developing economies still today.
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innovations.'® Similar to other institutional differences, developed countries have
certain advantages over developing ones due to their more competitive market

structures.

Additionally, in developed countries, investing on human capital had begun long
before it became important in developing countries, therefore qualified financial
agents are still lacking in numbers in developing countries. Also, Piazza (2010)
found that financial innovations lead to lower private information collection as the
processes become more dependent on high-tech products, leading to overall decline
in the quality of public information. Although this case might be valid for all
markets, those in developing countries can be severely affected from lower
information collection as financial intermediaries in many developing countries have

been depending on personal relationships for the loan granting processes.

Lastly, we can argue that the priorities in the financial markets of the developing
countries are also different. To stress the importance of different market priorities
(e.g. demand based and belief based structures), it is stated that “while securitization
has been taking hold in the United States and Europe, micro-credit has developed in
places as different as Bangladesh and Bolivia. And in Islamic countries, there have
been important advances in providing financial services that meet the requirements
of Shari’a” (BIS, 2009). As we also discuss in Chapter 4, there can be demand for
different kinds of products that are locally efficient and/or necessary. Or, different
cultural features and beliefs can lead to innovative financial products that are unique
to countries.’* Hence, introduction of new financial innovations to developing

countries coincides with preexisting local institutional factors in some cases.

% Hoffmann and Urbansky (2013). However, it is also mentioned in their article that financial
innovations which provide high levels of liquidity created from this competitive environment can also
lead to problems with the extensive usage of these innovative products which creates risks. In this
sense, the problem of principal-agent problems may take place, resulting from financial illiteracy in
the developing countries. Such an argument is made by Corrigan (1988). He claims that there are
complex financial transactions that are being made and not all principals can thoroughly understand
them. Moreover, there can be a problem of differentiating principals from agents.

In Sanchez (2014), for example, it is argued that low income populations in Mexico demand
specific products or channels such as group based credits.
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As we have argued, institutional factors play a significant role for the existence of
differences in financial innovations and financial markets in general. In summary,
market-dominated and government-oriented structures, regulatory environment,
types of financial intermediaries, banking system and equity markets, competitive
structure, level of expertise of financial agents and distinct priorities in financial
markets regarding demand of financial products can be considered as primary factors
in terms of differences. Now, we turn to the effects stemming from financial

liberalization and integration.

3.1.2. Financial Liberalization and Integration

We should take into consideration the financial liberalization movements began in
the 1980s and the following global financial integration which are strongly related to
the financial innovativeness of the countries. Because, it can be argued that products,
processes or organizational development are mostly imported by developing

economies.*?

Within this framework, there are several reasons behind rising
innovative finance in developing countries. First, it can be argued that policy changes
(e.g. deregulation in line with liberalization) open up possibilities in the domestic
economy. Second, diffusion from foreign financial institutions (e.g. establishment of
foreign banks in developing countries and foreign equity holders in domestic
markets) increases the likelihood of encountering with new innovative products or
processes. Hence, learning by doing while adopting developed country products or
processes of financial intermediation as a result of enhanced financial integration
helps developing countries to put financial innovations into use. For overall financial
development, however, there is a need for more than the above list, and more than
just one development such as equity market liberalization that paves the way for

financial innovations.®

12 Bekaert and Harvey’s (2003) definition is highly appropriate in this sense. They define financial
liberalization as “allowing inward and outward foreign equity investment”, and in a liberalized equity
market, buying and selling domestic securities have no constraint for foreign investors.

3 In this regard, Bekaert et al. (2001) found evidence on the positive effects of banking development
and macroeconomic policy structure. Jacque (2001) summarizes the process of deregulation that carry
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Beginning from late 1980s and early 1990s, these countries liberalized their
economies and removed the barriers in front of capital controls.** It should be noted
that one important element in this integrated market structure is the existence of
foreign banks.™ In relation to the change in these circumstances, developing
countries have also attracted most of new financial intermediation techniques from
developed countries by direct diffusion of products and processes, and also by
learning by doing from them.'® The extent of the integration in the world financial
markets beginning in late 1980s is also higher than any other international

transaction.’

The speed of financial liberalization and the degree of integration into the global

financial markets, thus, have decisive roles in emergence of financial innovations

liberalization and integration through. It has six steps: (1) relaxation of credit controls, (2)
deregulation of interest rates, (3) relaxation of international capital flows, (4) adopting floating
exchange rate regimes, (5) free entry into / exit from the financial service industry and (6)
privatization of financial institutions. Before such processes have occurred, developing countries were
following restriction policies. According to Haggard and Maxfield (1996), governments in developing
countries had capital movement controls, they impeded international activities of financial institutions
and they did not allow for the entry of foreign financial institutions.

 The very high rates of integration in the international financial markets has been shown in Rajan
(2005) with the data on the gross external assets held by countries —it has increased seven-fold
between 1970 and 2002-. In Haggard and Maxfield (1996), it is also claimed that upsurge in
interdependence and extended financial integration increased the interests of foreign institutions —
especially from developed countries to developing countries- in gaining more market access to have
larger profits.

% In Krozsner (1998), it was asserted that “an increase in foreign bank penetration in emerging
markets can generate a virtuous circle in that foreign banks tend to be less politically connected and
less likely to be able to ‘capture’ the regulatory authorities”.

8 In Alfaro et al. (2004), it is said that the best way to apply organizational methods and market
conditions lies behind the developments in cross-border learning, aided by international trade and
direct foreign investments.

1n a recent study by Kose and Prasad (2010), it is stated that “the growth of international financial
flows has been much higher than the growth of trade flows in the globalization period. This
unprecedented change has mainly been associated with the rapid liberalization of capital account
regimes since the mid-1980s”. Moreover, in Kose and Prasad’s (2010) study, there are significant
statistics that are related to who developed in what terms. According to them, emerging market
economies have increased their gross portfolio stocks, and also, while there is a linear trend in the debt
structure of developed economies through the last two decades, there are significant decreases in gross
debt stocks of emerging markets and significant rises in equity related portfolio. However, the
mentioned increase was the result of developed country investment repercussion.
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both in developed and developing countries. However, this speed or degree has
diverged across countries because of dissimilar preexisting institutions of these
countries. In fact, financial globalization is not a new phenomenon looking from a
historical perspective, however, market deepness is at an unprecedented level due to
rapid dissemination of financial innovations. Moreover, as financial markets become
deeper and sophisticated due to the integration to the world markets, alternatives in
finance have increased for borrowers and investors (Schmukler, 2004). Nevertheless,
developing countries follow this process with a significant lag, and as developments
take place very rapidly, there is still time for them to have more complete and

competitive markets where financial innovations are used in an effective manner.

Financial liberalization movements and the integration have provided a global know-
how in financial services through financial innovations, particularly beneficial for
developing countries to adapt those innovative services. However, it is now realized
after the recent global financial crisis that increased integration bring forward
problems associated with diffusions that take place easily. It is argued in the
literature that Great Moderation (a term coined to describe the change in global
financial environment in the last decades, stemmed from increased speed in the
emergence of financial innovations) transformed into Great Recession. According to
current literature, the financial crisis had different implications for developed and

developing countries.

According to DIE (2008), the reason behind the sub-prime crisis was the extreme
usage of innovative credit products. Those financial innovations had been aiming at
risk restructuring in the sub-prime housing market, and they have been thought in
terms of allocating the risks more efficiently. However, market actors were deceived
by the high liquidity environment and utilization of those liquid products led to the

crisis.

With respect to popularity of financial innovations, thus, developing countries seem
to have more advantage in comparison to developed ones as they are not completely

integrated into the global financial system. They were affected from the crisis mostly
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because of the transitional structure of global financial markets, not because of their

internal structures.®

As disastrous as the effects were in developed economies due to the existence of
non-bank financial institutions for example, we do not observe such a disaster in
developing country financial markets as there are less or no existence of such
institutions. Regulatory power in the developing countries is still effective, and the
financial innovations that are used in great amounts are not so common in developing
countries. Besides, while the developing countries have resisted to the crisis, some
performed better than the others. However, all of these developing countries,
especially emerging economies, have the potential to achieve long-run growth and
the evolution of global financial markets will go in the favor of them in the longer

term if financial innovations are utilized properly (Kose and Prasad, 2010).

Looking on the bright side of financial innovations, they are necessary for
developing countries as they can contribute to higher and more stable growth rates
(Mishra 2008). Moreover, it is a matter of great importance to build a well-
functioning financial sector for the efficient allocation of resources. Where trading,
hedging and pooling of risks are provided, then there will be a good possibility of
funding highly profitable, but risky on the other hand, investments. The problems
related to asymmetric information and high costs of financial intermediation will be
solved in an efficient financial market (DIE 2008). Therefore, it can be said that the
better the development of financial markets are, the better the solutions to the

problems.

'8 1n DIE (2008), it is claimed that emerging markets have been resilient to the shocks emanating from
the crisis. One of their arguments is that financial instruments which are the most innovative ones
such as asset-based securities and derivatives had not been utilized in their financial systems. In
Prasad (2010), it was argued that “emerging market financial systems, including those in Asia, have
generally proven to be more robust and less affected by the global turmoil than their more advanced
economy counterparts”. He suggests that developing countries should focus more on bolstering their
banking systems and improve their formal financial systems as there are important implications from
the crisis, therefore they should not lean on creating innovative instruments. Another argument on the
effects of the crisis were made by Delimatsis (2012). He indicated that non-bank institutions in the
developed markets, which do not have to comply with existing regulations that commercial banks
have, were the key actors behind the crisis as they created a financial environment where there are
high leverages, albeit unfavorable. Therefore, it is his recommendation that the institutions of the
“shadow banking system” should be incorporated into the regulatory system.
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However, the problem of stability will remain an issue if there exists an uncontrolled
financial innovation environment, mostly due to increased leverage of balance
sheets. As Jacque (2001) suggests, financial innovation cycle in developing countries
will reach to its maturity through these three steps: 1) the skillful transfer of financial
innovations to emerging markets will ‘complete’ markets fostered by deregulation, 2)
the disintermediation of traditional financial intermediaries (mostly commercial
banks) in favor of commercial paper markets and 3) the securitization of consumer

finance conjointly fueling the dynamics of emerging markets.

While the existence of foreign financial institutions within domestic markets of
developing economies possibly create a virtuous cycle with the embeddedness of
learning-by-doing schemes, it is also important for developing countries to adjust the
use of financial innovations considering the domestic economic conditions. In a high
speed liberalization and integration environment, developing countries should take
into account the institutional and structural factors as direct dissemination of
imported financial innovations could not give the desired results at all times.
Developing countries can turn imperfect financial market structure and regulations

into their advantage by learning from historical examples.

Now that we have seen two major reasons that create the differences between
developed and developing country financial innovations, we can move to the next
section where there exist comparisons in terms of financial market development in

which we can infer the level of financial innovativeness.

3.2. Financial Structure, Innovativeness and Market Depth in Developing and
Developed Countries after the 1980s

In this section, financial structures of developing countries in a comparative manner
to developed countries from 1980s onwards will be analyzed. For our purposes, it is
important to identify the most related data on financial markets to financial
innovations, and we have come up with several data on this. We are not directly
measuring the financial innovation as such a common measure like R&D in the case

of real sector innovation does not exist, although there are attempts in the literature to
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create some. Hence, we measure the innovativeness by using proxies which observe
activity and trends. Also, what we mean by financial innovation in this section is

securitized assets.

The proxies that we use here are common financial deepening measures. Financial
deepening means that the availability of financial services with increased number of
new products and new processes is increasing. This is especially true for the
contemporary financial liberalization and integration phase of the financial sector
development. It can be argued that the recent burst of financial innovations,
especially coming from the securitization, has been leading to increases in the values
of assets and liabilities in a great manner, where balance sheets of financial firms

have been grown tremendously.

Hence, in this manner, we try to catch the innovativeness in the recent decades by
focusing on two important measures of financial development which are banking
assets to GDP ratio and stock market capitalization to GDP ratio. These two
measures are exhibiting the role of financial innovations for the development and
growth of the financial system, as it cannot be thought that the recent huge boom
could be attained without the help of these innovative products. Moreover, the
former one is important in a way as the banks in developing countries are the primary
innovators or they are the implementers of existing innovations. The latter one is also
important as many of the innovations, particularly new products and especially
different types of securities are traded in the organized equity markets.

We have chosen ten developing countries and ten developed countries to analyze
their data both for this and the next section. Developing countries are: BRICS
countries (Brazil, Russia, India, China and South Africa), Fragile Five countries
(Indonesia, Turkey, Mexico, -Brazil and South Africa are the same from BRICS)
(Rapoza, 2015) and also Argentina and Malaysia. Nine out of ten of these countries
are included in G20 countries —excluding Malaysia- (G20, 2015). We have also
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chosen ten developed countries which are Australia, Canada, France, Germany,

Netherlands, Norway, Sweden, Switzerland, United Kingdom and United States.™

The reason for why we choose these developing countries is that they are classified
as emerging markets where development and the structure of their financial markets
show resemblance to each other both in terms of size and institutional structure. As
previously argued, institutional differences are very important in the origination of
financial innovations. On the one hand, having organized equity markets is very
important as securitized assets are mostly traded in these centers, they are the
intermediaries of securitization. Additionally, in developed countries, new types of
financial institutions were began to be established in 1970s and 1980s (investment
banks, mutual fund companies, brokerage houses, pension funds, etc.). However, in
developing countries, commercial banks are still the major players of the markets,
comprising of the higher percentage of assets in the financial system. Therefore, it
can be said that there exists a shadow banking system, non-bank financial institutions

in developed countries, but it is not similar for developing countries.

To begin with, we can look at when financial markets of these countries were
liberalized, as this information leads us to capture the internationalization of financial
markets, which partly assured the transition between markets in terms of financial
innovations. It is important to see which countries liberalized their economies when,
because the following integrated environment in the global economy helped in the
easiness of the diffusions of financial innovations. As we argued previously that the
developing countries import financial innovations from the originator developed

countries —especially the US-, later financial liberalization in developing countries

% The link to overall financial development and financial innovations are best described in the
following study. According to Prasad (2010), there are three significant parts to be mentioned in
analyzing financial development in emerging markets: (1) strengthening and improving banking
systems, (2) development of corporate bond markets, and (3) development of basic derivatives
markets. He argues that “although derivatives products have acquired a negative connotation, there is
a range of plain vanilla derivatives and securitized products that have proven to be useful innovations
that reduce rather than raise systemic risk when properly regulated”. They are, for instance:
commodity derivatives (for agricultural efficiency) and exchange rate derivatives (for reducing risks
in trade).
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means that certain markets in which innovative products are traded were also

established later.

Table 1: Financial Liberalization Dates®

Developing Developed
South Africa 1980 Australia 1980
Malaysia 1988 Canada 1980
Argentina 1989 France 1980
Indonesia 1989 Germany 1980
Turkey 1989 Netherlands 1980
Brazil 1991 Sweden 1980
India 1992 UK 1980
Mexico 1992 us 1980

As Table 1 shows, developed countries liberalized their financial markets earlier than
developing countries, ensuring certain advantages to them in having a more linked
financial market internationally. With the exception of South Africa, financial
liberalization in all developing countries included in Table 1 started nearly one
decade later than that in the developed countries. It can be also said that
technological improvements in terms of communication and conducting financial
transactions with new tools are interrelated with both increased liberalization and

related financial innovations, in which developed countries were more successful.

Next, the upsurge in the integration of the markets internationally can be observed by
summary of international positions of BIS reporting banks’ data. Along with
financial liberalization and the following integration, holdings of securitized assets
and issues of securities on the liability side can be seen from Table 2. But, what does
this table tell us? It should be duly noted that the asset side in this table have grown
in a great extent than the liability side. Such a difference was the result of the

differences between developed and developing countries in terms of issuing

0 Ranciere et al. (2006). The year given as 1980 in the study either means that liberalization is
effective in 1980 or prior to this year. Norway and Switzerland liberalization dates are also given as
1980. China and Russia are not included.
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securitized financial innovations. As financial innovations emerged earlier in

developed countries, it is natural to observe such a trend.

In 35 years’ time, holdings of international assets and total international liabilities
have increased 30-fold, gaining a rapid pace after early 2000s. Security holdings and
issues have been increased enormously since 1995 and reached to significantly high

values ($8.5 trillion in holdings and $4.3 trillion in issuing) as of 2014.

Table 2: Summary of International Positions of BIS Reporting Banks*

1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010 | 2014
Total Assets 1,640 (3,204 | 7,685|9,482 | 12,228 | 23,794 | 33,974 | 32,924
External assets 1,310(2,538 | 6,164 | 7,880 | 10,549 | 20,846 | 29,757 | 28,495
claims on banks 962 |1,784|4,659|5,518| 7,090 |13,126|18,821|16,652
claims on non-banks 348 | 754 |1,505|2,363| 3,459 | 7,720 |10,936|11,843
Holdings of securities
and other assets 920 | 2,369 | 5,794 | 7,921 | 8,658
claims on banks 264 942 | 1,906 | 3,288 | 3,799
claims on non-
banks 656 | 1,428 | 3,888 | 4,633 | 4,859
Total Liabilities 1,593 (3,072|7,599|9,220| 11,743 | 22,628 | 32,564 | 32,202
External liabilities 1,313(2,440|6,149|7,199| 9,358 | 17,761 | 25,638 | 25,181
liabilities to banks 1,091 (1,915 |4,825|5,555| 6,956 | 12,927 | 18,476 | 17,445
liabilities to non-banks 222 | 525 |1,324|1,644| 2,402 | 4,834 | 7,162 | 7,736
Own issues of
securities and other
liabilities 8 259 726 | 2,535 | 4,384
liabilities to banks 0 196 511 | 2,271 | 3,855
liabilities to non-
banks 8 63 215 264 529

Looking at the external positions of banks, as shown in Table 3 where country
breakdowns are available, we capture dramatic differences between developed and
developing countries. The share of developed countries make up of nearly 60% of
total external positions on assets and liabilities in 2014. However, developing
countries are not as much in control of financial assets and although they have higher

liabilities, it is also very low.

21 BIS data, values are in billions of US $. Data represent year-end values.
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Table 3: External Positions of Banks, All Sectors®

Assets 1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010 | 2014
Developed 911 | 1,460 | 3,080 | 3,805 | 5846 | 12,147 | 17,138 | 16,328
Developing 0 0 0 0 17 83 260 194

All Countries | 1,310 | 2,538 | 6,164 | 7,880 | 10,549 | 20,846 | 29,757 | 28,495

Liabilities 1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010 | 2014
Developed 870 | 1,384 | 3,033 | 3,732 | 5,540 | 10,781 | 15,278 | 15,564
Developing 0 0 0 0 19 132 415 484

All Countries | 1,313 | 2,440 | 6,149 | 7,199 | 9,358 | 17,761 | 25,638 | 25,181

The data on Table 3 tell us that developing country financial institutions are not as
integrated into the global economy as in the case of their counterparts. It is the result
of backwardness in terms of utilizing financial innovations that provide easiness in

holding securitized financial assets and liabilities.

Up to this part here in this section, we have seen that developing countries were late
in liberalizing their economies and they have not taken exclusive part in international
asset holdings in which had generated by the securitization process. Therefore, they

have been latecomers in the financial innovation process.

Finance is essentially important for economic development. However, this link is
maintained whereby innovation inaugurates new procedures, new products and new
services (King and Levine, 1993). In this manner, where financial innovations
constitute the better part of financial development, it is natural to observe higher

development level where innovations prevail.

Hence, in order to see how financial markets have evolved over time, we present two

important measures that come forward: “Banking assets to GDP”® and “Stock

%2 The data is compiled for our 20 country set, however no data exist for Argentina, China and Russia
among developing countries. BIS external positions of banks, in billions of US $. The definition of
external positions is given in BIS as: Asset and liability positions vis-a-vis banks and non-banks
located in a country other than the country of residence of the reporting banking office; also referred
to as “external” positions.

23 Demirguc-Kunt and Levine (1996), Levine (2002), Llewellyn (2009) —as financialization measure-.
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market capitalization to GDP”** (GDPs of countries are provided in Appendix A).
Both draw a general picture in terms of financial development and include in itself a
measure of financial innovation as banks are common innovators especially in
developing countries and equity markets provide trading opportunities for security

innovations.

World Bank Global Financial Development Indicators provide ratio on member
countries’ deposit banks’ assets to their GDP (Figures 1 and 2). The data end in
2011, however a 30 years’ trend can be followed. When we look at Figure 1, in the
first instance, we observe that developing countries have generally lower values of
bank assets compared to their GDP, most of the time below 100%. Two among them,
China and Malaysia, were the best performers. In 2011, the ratio was 130% for

China, and the actual aggregate of bank assets was around $8 trillion.

In developed countries, on the other hand, the picture is much more different: The
levels of financial deepening in terms of banking are remarkably higher compared to
developing countries. Among ten countries that we have chosen, Netherlands, UK
and Switzerland have around 200% bank assets relative to their GDP as of 2011.
Apart from US, other developed countries have well above 100% bank assets over
GDP ratios. The reason why US has around 60% bank assets relative to its GDP
within the examined period (although the actual value is $10 trillion in 2011), can be

explained by the institutional structure of the US.%®

It is stated in Sahay et al. (2015) that although emerging market financial systems
have deepened in recent decades, they are in no position to catch advanced
economies in short term. However, considering that commercial banks are primary

innovators in developing countries,

* Waurgler (2000), Levich (2001), Jacque (2001) —as financial sector deepness measure-, Levine
(2002), Bekaert and Harvey (2003).

% n the US, there are more non-bank financial institutions and they have a central place in financial

innovations, even more than Western European countries (in Europe, actually, banking system is still
strong and makes up the most of the financial markets).
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Figure 1: Deposit Money Banks’ Assets to GDP?
(Selected Developing Countries)

we can say that there are still available rooms for their further development if banks
take more action. In fact, as financial deepening is contributing more to the financial
development in developing countries (Calderon and Liu, 2003), especially banks,
with their market power and competitive advantage, will create or adapt financial
innovations while considering their own domestic conditions to make them more

sound, trustworthy and effective.

When we look our other proxy for financial innovativeness, which is stock market
capitalization to GDP ratio (Figures 3 and 4), we again observe a similar pattern

between developed and developing countries as in the case of bank assets to GDP.

% World Bank, Global Financial Development Indicators. World Bank defines this ratio as: Claims on
domestic real non-financial sector by deposit money banks as a share of GDP.
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Figure 2: Deposit Money Banks’ Assets to GDP?’
(Selected Developed Countries)

However, European countries’ ratios are slightly lower (as banks are still important
in funding as we previously argued), and we see 110% ratio in the US as of 2011.

Switzerland is an outlier with the highest ratio among other developed countries.

In developing countries, on the other hand, Malaysia and South Africa comes
forward. Malaysia, becoming a center of Islamic finance and having specific
financial innovations to this end, has higher use of their capital markets. In the case
of South Africa, higher stock market capitalization seems to be a product of its early
financial liberalization (and thus, early foundation of stock markets), where they had
the ability to utilize equity innovations for financing. In general, alternative funding
channels which are presented especially in stock markets in developing countries are

2" World Bank, Global Financial Development Indicators
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still low compared to their counterparts in the developed world. Again, there are still

open grounds for enhancing their financial innovation environments.
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Figure 3: Stock Market Capitalization to GDP*®
(Selected Developing Countries)

Before moving onto the next section which mostly deals with securities innovations’
statistics, we look at the ratio of credit to private non-financial sector that give us

clues about financial innovativeness.

28 World Bank, Global Financial Development Indicators
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(Selected Developed Countries)

This measure is primarily used for determining the financial development level®,
where as long as banks and other credit issuing financial institutions are increasing
their lending to the private sector, it is understood that financial development,
deepening and the overall growth in the GDP can be observed. It can also be used as
a proxy for the innovativeness level in financial sector. First, the classical lending
structure is enhanced through the banking sector’s development, and then with the
creation of wide variety of financial products that increase the ability of self-
financing capacity of firms (e.g. corporate bonds), the share of direct lending
decreases. We observe such a trend in recent history for the developed countries,

however the case is not the same for developing countries as they follow the former

2% World Bank, Global Financial Development Indicators

%0 See Calderon and Liu (2003). Di Giovanni (2002) uses this as a financial deepening measure.
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with a lag and they are not still in maturity in terms of the diversity of financial

products.
Table 4: Credit to Private Non-Financial Sector in Selected Developing
Countries®*

1980 | 1985 1990 1995 2000 2005 2010 2014
Argentina - - 13 50 17 7 151 430
Brazil - - - 269 150 341 1,406 1,926
China - 608 1,031 | 3,680 | 5870 | 10,660 | 40,075 | 60,717
India 341 429 889 1,636 | 3,498 | 9,068 | 27,584 | 29,461
Indonesia 10,525 | 19,554 | 95,411 | 157,540 | 159,886 | 363,409 | 1,045,798 | 2,338,788
Malaysia 27 44 54 169 201 184 308 485
Mexico 1 8 227 909 534 646 1,671 2,374
Russia - - - 262 1,423 | 6,883 | 17,434 | 25599
South Africa 31 52 81 134 259 483 878 736
Turkey - - - 2 39 129 383 744

Table 5: Credit to Private Non-Financial Sector in Selected Developed

Countries®*

1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010 | 2014
Australia 109 125 266 81 378 688 835 664
Canada 384 162 413 224 445 535 945 768
France 464 339 489 239 427 572 776 527
Germany 857 300 328 610 625 120 119 224
Netherlands 193 52 136 142 411 332 275 34
Norway 370 381 446 82 962 | 1,182 | 2119 | 1,241
Sweden 561 411 | 1,270 85 1,346 | 1,494 | 3175 | 1406
Switzerland 292 106 255 72 o1 96 260 195
Lé'i"r'];e(fom 147 173 447 183 510 844 561 34
United States | 2,864 | 1,980 | 2,498 | 1,773 | 4424 | 6349 | 3307 | 2274

31 Growth rate of Private credit to GDP is used as a proxy for financial innovation in Laeven et al.

(2015).

%2 BIS data, adjusted for breaks. The data represents new additions to the cumulative stock value of
credit for each of the periods provided above. All numbers are in billions of countries’ own currencies
(Euro for France, Germany and the Netherlands). Lending sector are all sectors including domestic
banks and the borrowers are from private non-financial sector within each country.
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It is seen that as early as 1980, credit markets of developed countries were actively
performing in great amounts as their banking systems were effective in credit
generating process (Table 5). The numbers peaked in the mid-2000s and then, the
external funding needs of the firms have decreased in time, mostly after mid-2000s
due to increased pace of financial innovations. On the other hand, developing
country data on credit to private sector show that they have followed the pattern of
developed countries, with a lag of 15-20 years (Table 4). Both due to development
scheme of real sector and late adaptation of financial innovations, it can be expected
that external funding from banks in developing countries will last in the medium
term, but it can also be expected that the loan demand will diminish later as markets

for corporate bonds and other products of innovative finance, for example, grow.

All in all, as all the criteria which we used in this part imply, developing countries
have not been incorporated financial innovations into their economies unlike
developed countries, and the overall structure of financial development is lagging
behind in developing countries. As we discuss before, institutional differences and
the late adoption of financial liberalization might have built these differences

between developed and developing countries.

3.3. Security Innovations in Developing and Developed Countries

In this section of this chapter, we are going to give and describe data on financial
innovations, particularly which are of securities, provided by the Bank for
International Settlements (BIS). In this respect, we are going to see how the world
financial markets are performed in terms of security innovations where the data are
available with country breakdowns. In general, it can be said that developing
countries are not accustomed to many securities and the markets for these financial

innovations were developed only after the 2000s.

In DIE (2008), it is stated that developing countries remain behind from developed

countries in terms of securities trading.*® Here, with the help of BIS statistics on

%% They argue that the “development has been uneven: While government bonds are traded in fairly
liquid markets even for longer maturities, the development of corporate bond markets in most
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innovative financial products, we will be looking at debt securities where particular
data are available for our country set. Moreover, we look at equity linked derivatives,

where we use BIS country classification for the data.

In terms of debt securities, we see huge differences between developed and
developing countries although it can be claimed that the developing countries are
strongest in issuing debt securities among other products of securitization (Table 6).
In both developed and developing countries, general government and financial

corporations have the same share in issuing debt securities as of September 2014.

Table 6: Total Debt Securities Statistics® of selected countries

All Issuers 1990 1995 2000 2005 2010 Sep. 2014
Developed 11,366 | 16,958 | 22,840 | 36,767 | 52,377 57,551
Developing 0 58 304 1,513 4,104 5,654

General Government 1990 1995 2000 2005 2010 Sep. 2014
Developed 4,783 7,175 | 6,835 | 11,247 | 19,618 24,509
Developing 0 58 206 766 1,632 2,254

Financial Corporations 1990 1995 2000 2005 2010 Sep. 2014
Developed 4,861 7,345 | 12,285 | 21,019 | 26,742 25,543
Developing 0 0 94 602 1,699 2,226

Non-Financial Corporations | 1990 1995 2000 2005 2010 Sep. 2014
Developed 1,636 2,338 | 3,579 4,288 5,753 7,271
Developing 0 0 4 145 773 1,175

The case is slightly different in developed countries: Prior to the recent global crisis,
financial corporations had higher share compared to governments, however with the
crisis measures, the latest statistics are much closer. For non-financial corporations’

issues of debt securities, we can say that developed countries are still in the lead, in

emerging economies is in a more infant stage”. Moreover, it is argued in the same study that this
divergence is similar in terms of other new, innovative products such as asset backed securities and
some derivative products, which are not traded much in developing countries.

% BIS data, by residence of the issuer. Total = International + Domestic. For debt securities, issuer is
obliged to pay a specified amount of principal and interest to the owner, and type of income is
‘interest receivable’ (IMF Handbook on Securities Statistics 2015). The data was not available for
Brazil, India, Indonesia, Mexico, South Africa, and Switzerland. All values are in billions of US $,
and the latest data available given as of September 2014.
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fact these issues are above the level of total issues by developing countries within our

country set.

In developing countries, issues of debt securities had begun in early 2000s, first by
governments, then financial corporations were added to the picture. Non-financial
corporation issues in developing countries are actually a more recent phenomenon.
Among our selected developing countries, China takes the lead with its rapid move
in the recent years, and comprise the bulk of debt security issues lately.®

Table 7: Equity Linked Derivatives — Amounts Outstanding® (Total Contracts)

1998 | 2000 | 2002 | 2004 | 2006 | 2008 | 2010 | 2012 | 2014
Total contracts 1,488(1,891|2,309| 4,385 | 7,488 6,471 | 5,635 | 6,251 | 7,941
US equities 313 | 457 | 431 | 1,053 1,597 (1,488 |1,565]| 1,936 | 2,904
European equities 1,005|1,238| 1,667 | 2,746 | 4,077 | 4,038 | 2,793 | 2,829 | 3,400
Japanese equities 93 | 100 | 80 195 | 828 | 400 | 595 | 460 | 510
Other Asian equities 13 9 28 | 124 | 532 | 183 | 252 | 322 | 352
Latin American equities 21 18 16 88 157 | 99 58 | 132 | 178
Other equities 42 68 87 179 | 297 | 264 | 372 | 573 | 597

Table 8: Equity Linked Derivatives — Amounts Outstanding (Forwards and

Swaps)

1998 | 2000 | 2002 | 2004 | 2006 | 2008 | 2010 | 2012 | 2014
Forwards and swaps 146 | 335 | 364 | 756 |1,767|1,627|1,828 | 2,045 | 2,495
US equities 56 | 126 | 118 | 234 | 623 | 508 | 544 | 669 881
European equities 59 | 147 | 203 | 420 | 881 | 884 | 941 | 915 936
Japanese equities 22 21 8 10 28 48 79 88 132
Other Asian equities 1 0 1 11 34 36 52 75 120
Latin American equities 1 6 2 21 99 40 20 73 108
Other equities 8 35 | 33 | 59 | 104 | 111 | 192 | 224 318

% In addition to debt securities data, equity security statistics could have been given in detail where
available in different countries’ stock markets’ data. However, it is not our aim here to give an
analysis in detail to see which particular countries’ equity markets have different characteristics, or
which type of firms have advantages in issuing equities which provide them advantage in financing
more directly, as we want to give a more general picture.

% BIS data. All values are in billions of US$ for tables 7, 8 and 9. For gross market values, see
Appendix A.
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In Tables 7, 8 and 9, values on equity linked derivatives in outstanding amounts are
given, broken down into total contracts, forwards and swaps, and options,
respectively. Again, developed country usage is much higher with a share of 75% in
total equity linked contracts. In general, options are used more than forwards and
swaps, and the US and European equity derivatives again take the lead, while Latin
American, Asian (excluding Japan) and other equity derivatives have lower amounts
outstanding, exhibiting that developing countries have not adapted these products

much as well.

Table 9: Equity Linked Derivatives — Amounts Outstanding (Options)

1998 | 2000 | 2002 | 2004 | 2006 | 2008 | 2010 | 2012 | 2014
Options 1,342 11,555 (1,944 | 3,629 | 5,720 | 4,844 | 3,807 | 4,207 | 5,446
US equities 258 | 331 | 312 | 818 | 974 | 980 |1,022|1,267 | 2,023
European equities 946 |1,091|1,464|2,326| 3,197 | 3,154 |1,852|1,914 | 2,464
Japanese equities 71 79 72 | 185 | 800 | 352 | 516 | 372 | 378
Other Asian equities 12 9 26 | 113 | 498 | 146 | 200 | 247 | 232
Latin American equities 20 12 15 67 58 60 37 59 69
Other equities 35 34 54 | 120 | 193 | 152 | 180 | 349 | 279

In all the statistics we examined in terms of securities innovations, we again see that
developing countries are falling behind in terms of utilizing those products, a clear
indicator for the recent crisis’ arguments. While innovative financial products are
used less in developing countries, they have been escaped from the conditions of the
crisis more easily, however the situation is not the same in advanced countries. In
sum, developing countries are still at their infant stages of adapting and using more
complex securitized products such as equity linked derivatives, but the case of debt
securities seems to be more promising, although they are not mature markets enough.

3.4. Additional Comments and Final Remarks

In this chapter, we have tried to put forward some important aspects of financial
innovations in developing countries. Due to limited quantitative data, it is difficult to
analyze the effects and catch the trends of the innovations, especially of debt

securities and derivatives. Hence, we have also used proxies of financial deepening
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considering the fact that innovations create deeper markets. In general, it can be said
that financial innovations have not yet captured financial markets in the developing
countries. Markets are still in their course of reaching to their maturity and there are

still many shortcomings in terms of overall financial development.

We have dealt with financial innovations in developing countries incorporating ideas
from mainstream financial innovation literature as well as financial development
literature. As developing country cases were discussed very little in the literature, we
have tried to fill the gap in terms of providing arguments regarding possible
differences in the market structure and its effect on the emergence of financial
innovations. First, we argued that institutional differences and the effect of financial
liberalization and integration are influential on financial innovativeness. Second, we
used financial market depth as proxy of financial innovations and showed that
developing countries still remain far behind from their developed counterparts.
Financial deepening is in fact a restrictive measure, as it entails many factors within
itself, not just showing financial innovativeness. However, as the Great Moderation
through financial liberalization and integration along with extreme usage of financial
innovations determined the characteristics of recent financial history, we argue that
the proxies that we use are sufficiently explanatory. Also, we should take into
account the fact that increased variety of financial products create deeper markets.
Third, we utilized BIS securities data where country breakdowns are available, and
demonstrated the market volumes of security innovations, again which yielded the

result that developing countries have much smaller market sizes.

In general, financial innovations are either directly imported by developing countries,
or they are imitated to fit better in domestic markets. Thus, the direction of diffusion
of financial innovations is usually from developed to developing countries. From
1990s onwards, deregulation, privatization and technological advances have attracted
investors in developed countries to invest in emerging markets through portfolio
flows (Schmukler, 2004), and in an integrated financial structure, this was only
available through financial innovations. In fact, in a globalized financial market

environment, there should be equivalent market forms to increase the efficiency in
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transactions. Moreover, those in need of funds —developing countries- should use
innovative products or apply innovative processes in order to attract additional
investment flows. However, “too much finance” can also lead to deteriorations if not
controlled properly, therefore, there is a need for strong financial institutions and
sound regulatory systems (Sahay et al., 2015).

In order to make a detailed analysis on securitization, one should consider examining
different markets such as corporate bond markets with a country specific approach.
For corporate bonds, for example, global markets are concentrated in developed
countries where they are accounted for 92% of market size ($46 trillion in developed
countries and $3 trillion in developing countries as of 2013) (Tendulkar and
Hancock, 2014). Similar to this example, we can expect that developing countries
fall behind in development of other markets for financial innovations. However, our
aim is to look at alternative financial innovations in this study, where local factors
are affecting the emergence of these innovations and final effects on the economic
conditions are much stronger as they are entailing a higher base of participation from
economic actors (i.e. household inclusion is much higher). We do analyze such two

financial innovations in Chapter 4 for Turkey.

Before moving to next chapter, let us briefly discuss where Turkish financial market
stands in terms of security innovations. In Turkey, funding channels for the financing
needs of private enterprises are generally provided by issuing equities and private
debt security issues remained restricted. Moreover, debt securities generally work for
public financing where naturally, government debt securities constitute the main bulk
(Coskun, 2010). Turkish financial system is still dominated by the banking sector
and bank loans are still the fundamental instrument for the financing needs of firms.
In terms of adaptation and usage of asset-backed securities and derivatives for
instance, Turkey has become late, establishing markets for those in mid-2000s. Also,
in terms of market depth, it can be said that Turkish markets are relatively much

smaller, although we observe an increasing trend in the last few years.

To show how Turkey, as a developing country, became a follower of global trends in

the course of financial development and how local and institutional features of
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Turkish markets have affected the emergence of new financial innovations, in the
next chapter, we focus on two particular cases which are credit card installments and
gold accounts. As we discussed previously for developing countries, Turkey also
follow the footsteps of developed countries in adapting or imitating financial
innovations. There are institutional differences that lead to different outcomes, as
well as cultural factors that shaped the features of financial innovations. Furthermore,
Turkey, being one of ten developing countries which we examined previously,
managed to attain a huge participant base as the financial innovations that we discuss
next are appealing to the household consumption and saving needs. While the
products of securitization have not still disseminated deeply in the financial markets,
at the other end, consumer and saving products (i.e. credit cards and gold accounts)

as financial innovations have spanned the markets in a significant manner.
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CHAPTER 4

A CASE STUDY OF TWO FINANCIAL INNOVATIONS IN
TURKEY

The following chapter of this study is devoted to reveal the causes on the emergence
of two cases of financial innovations from Turkey based on our premises for the
developing country financial innovations in the previous chapters. First, we explain
why these two cases qualify as financial innovations. Second, we explore how and
why they emerged. In particular, we aim to show the interaction between ‘intentions’
of the actors. There are both institutional and cultural factors interacted with the
emergence and dissemination of these financial innovations. Third, we also explore
the macroeconomic conditions in which these two innovations have been changed, in

finding deeper links and further consequences that these cases have generated.

The first case that we are examining here is credit card installments and the second
one is gold accounts. Both financial instruments have unique features specific to the
Turkish financial market. Unquestionably, such uniqueness has demonstrated that
similar financial innovations can accommodate different characteristics, and yield
different results. Moreover, the overall development of Turkish financial market and
its structure have been leading to potential differences in the evolution of these
financial instruments. To find the implied repercussions, we make detailed analysis
on a quantitative basis where the data are available and also on a qualitative basis

where some important analogies are made.

We take into account the developments and changes in the market structure for both
cases. With the help of quantitative data, we try to catch some behavioral patterns
indicating continuity. Also, the available data help us construct the economic results,
directing us to discuss the implications on consumption and saving parameters.

Indeed, thinking in terms of macroeconomic conditions, credit cards and particularly
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installments have had a huge effect on maintaining the consumption led growth,
whereas gold has been re-initialized as a saving instrument which increased the level

of funding capacity.

Both innovations contain elements in line with pre-existing institutional and cultural
characteristics of Turkish society. For each case, we identified a traditional aspect
that has shaped the spending and saving behavior of Turkish people, respectively.
We argue that either of them can be regarded as the prior practice of an existing
behavioral aspect in terms of the two financial innovations we examine here. In other
words, they can be considered as the antecedents of the two cases. While the details
are to be presented in the next sections, for credit cards, this traditional aspect is

veresiye®’, and for gold accounts it is altin giinii*®.

Quoting Evans and Schmalensee (1998) on credit cards:

The manner in which people pay for things has seen few revolutions as fundamental
as the spread of electronic money. Coins were the first innovation about 4,000 years
ago. Checks were next about 800 years ago. Paper money came a bit more than a
century ago. The payment card, which is just at the half-century mark [of the 20"
century], is the most recent innovation and just as profound.

The history of the development of credit cards market of Turkey is indicating a
resemblance on global market framework, especially since payment card associations
have an international buildup. The first encounter of Turkish markets with credit card
had been arranged by these associations and their system was implemented in
Turkey. Subsequently, however, Turkish credit cards market evolved into a more
distinguished texture, where strong and unique establishments have been built by
market agents which stimulated the growth of this market. Credit cards and
particularly the unique installment feature of credit cards in Turkey have had a
crucial place since late 1990s for purchases of goods and services. Household
consumption with credit card usage has skyrocketed especially in 2000s due to

countless advantages that the cards provide in payments. Be that as it may, the

37 See the next sections for definition and further discussion.

3 See the next sections for definition and further discussion.
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growing size of the credit card market did not come without its costs. At some point,
careless consumption of individuals and associated excessive indebtedness have
become a trouble for both the consumers themselves and for the smooth functioning
of the markets. In this respect, our aim here is to put forward the consumption side of
credit cards with a particular focus on installment feature and what effects did it have
for the overall state of the macroeconomic structure. Indeed, in order to fulfill our
intention in describing the credit card installments case as an important financial

innovation, we hint to our presumptions when necessary.

Granting the inclusion of an important financial asset, which is gold, into the
financial system from “under the pillows”* by a series of interacting events and
procedures is also a very important financial innovation that perfectly works for our
purpose. Traditionally, gold has been a very important precious metal having both a
sentimental value and being used as an informal saving instrument for Turkish
households. While this being the case, what we look at here is unique in every
aspect. It brings together a cultural process and technology together, creating a new
form of financial innovation, which invites us to reconsider the conventional
understanding of financial innovations. In contrast with the credit card installments
case, first step towards the sequence of innovative actions is ignited by a regulation.
Since its introduction four years ago, it both worked for the central bank in creating
new reserve capacity and commercial banks in having additional fund source and
managing their liquidity structure in favor of extending the credit potential by
releasing domestic currency from restriction. While the details of the scheme of how
the system works and how it can be identified as a financial innovation will be
discussed in section 4.2., we think that it is also highly crucial for this financial
innovation to be discussed considering our stance on developing country financial
innovations. Last but not least, we focus on the saving property of the gold accounts,

to demonstrate its effect on the macroeconomic structure.

% Traditional informal saving method of gold accumulation by Turkish households has been identified
by society, media, and financial agents as “under the pillow” (“yastik alt’” in Turkish).
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Looking from our ‘developing country financial innovation’ perspective, both
instruments provided a broadened participant base for the financial markets, as they
have enabled large segments of the society to engage in financial activities.
Additionally, they have contributed to the overall financial development of the
Turkish economy in the contemporary era, by ensuring a greater financial mobility.
And there is no doubt that the existence of their unique features have led us to treat
financial innovations differently, for the institutional characteristics of each country

is influential in constructing diverse applications in the financial markets.

Considering these two financial innovations, there is more available data and existing
arguments for credit cards case as it has more history and greater application ground
than the gold case. Therefore, our analysis is skewed more to the credit card
installments, however this is by no means a diminishing of the significance of the

gold accounts.

The plan of this chapter is as follows: First, we deal with the case of credit card
installments where we give a very short literature review to cover the previous
discussions on credit cards and to pose our distinct arguments more clearly. After we
define and introduce the case in terms of our financial innovation stance, we give a
brief history of credit cards market in Turkey, presented along with the developments
in the market within our concerned period, showing the innovative parts. Also, we
discuss in particular the credit card installments as an innovation with unique
characteristics and their effects for the economy as a whole. Arguably, installments
have contributed to alter the purchasing habits and therefore the consumption

patterns of Turkish households.

Second, we discuss the gold accounts case, particularly examining the innovative
processes that it accommodates. While there exists a broad literature on gold as a
financial asset, we do not refer to any of the existing work in this sense, however we
share some material regarding our case, although it has found itself a very little
place. We begin with how the process started, how did it further develop and what
were the implications for the financial sector. For both cases, after we describe and

evaluate our stance and explain the processes that involve innovational patterns, we
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give results for market and macroeconomic conditions in the end, and discuss the

implications by emphasizing important effects that those innovations entail.

4.1. Credit Card Installments Case

4.1.1. Literature on Credit Cards and its Concepts

In building the steps to analyze Turkish credit cards market within a financial
innovation context, we resort to understanding different components of the market
structure. Therefore, to tie the pieces together, we also take into account the existing
literature on credit cards as they support our work as complements to understand the
conceptual and structural issues. However, we do not get into the details of studies
on credit cards that we cite here, we only mention some of those which are the most
fundamental ones. In this manner, we briefly summarize the main points of selected
work and refer to major developments, problems and the general body of discussion
regarding credit cards around the world and in Turkey. While doing so, we also
introduce the major concepts here, critical in understanding the credit card market
mechanism. In particular, the review of the literature on Turkish credit cards market
indicates that our work is first of its kind while approaching the case from financial

innovation argument.

We utilize a twofold approach here: In the first part, we address exemplary work that
has been done on theoretical issues and credit card markets of US and some other
developed countries where the discussions on general issues are universal and
applicable to all credit card markets around the world due to the analogous nature of
payment systems. In the second part, we cite some of the work done on the credit
card market of Turkey, interpreting the boundaries and topics of interest. For both
parts, we determined four sub-topics according to the focus of studies: consumer
behavior and preferences, competition, price structure, credit card networks and

market structure.

Among the topics that we mention here, two of them especially come forward in

supporting our analysis: Consumer behavior and preferences along with credit card
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networks and market structure. Since our attempt is to understand the emergence and
dissemination of an important financial innovation in Turkey, which is credit cards,

we embed these particular elements into our discussion in later sections.

Studies on consumer behavior and preferences aim to determine how and why
consumers choose the payment product that they have selected to use. In other
words, they are trying to find what motivates consumers in picking the instrument
that they use. However, consumer choices could lead to unwanted situations such as
inability in paying debts, hence these issues related to choice have also been

investigated.*°

The works under competition and price structure topics also have links to the
behaviors of market participants (banks and their customers) which yield negative
end results on competition and price structure. High prices due to information
asymmetries (especially adverse selection) and search and switch costs were mostly

mentioned.*

Apart from consumer habits, competition and price structure in the credit card
markets, the embodiment of credit card networks and market structures are also
essential in the development path of credit card markets and therefore gained much
attention. In that sense, credit card markets are defined as two-sided markets with
network externalities*?, and the structure of credit card networks were examined with
focuses on payment card associations, interchange fees and merchant discounts.
While credit card markets are comprised of a system of bilateral relationships, those
and the costs and benefits to the participants in the system who are issuers, acquirers,

merchants and customers are highly important in functioning of the system.*

* For more information, see Mantel and McHugh (2001), Soll et al. (2013).

! Ausubel (1991), Calem and Mester (1995).

*2 See Rochet and Tirole (2002). Two-sided markets are defined as a market for two sets of agents
who interact through an intermediary or platform (Financial Times Lexicon, 2015). Therefore, they

can also be called as two-sided platforms. For more information, see OECD (2009).

*% Chakravorti and To (2007).
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In addition to the above, Chakravorti (2003) and Scholnick et al. (2008) provide a
literature review touching upon the problems and concerns regarding the above
matters, while showing where do credit card studies stand and what future areas of

research could be conducted.

Similar to the global structure on credit card markets, Turkey also experienced
periods fitting into the frameworks that we described above. High and sticky credit
card prices (interest rates), high interchange fees, consumer irresponsibility
accompanied by huge debts, and the transformation of markets from price
competitive to non-price competitive structure were all themes of Turkish credit

cards market. In addition to them, the effects of regulatory actions were also debated.

Studies which concentrate on consumer behavior and preferences in Turkey are
usually attempting to find the factors that affect the usage of credit cards.** Most of
the time, the results of these studies are obtained by the help of questionnaires. In
these studies, it is found that credit card installment is the primary reason for
consumers to use credit cards, next are promotions, easiness on payments and

rewards.

Although consumers adapted to credit card usage very easily and the markets grew
rapidly in Turkey, there also occurred associated downturns such as defaults on the
consumer side, and uncontrolled and high interchange fees and interest rates on the
bank side. Over time, with the help of regulations, the market became more
stabilized in terms of costs, but the competition framework did not change much in
terms of the power of market actors.* Additionally, due to the results stemming from
careless consumption, unwanted high price environment, and uncompetitive
structure, some studies have focused on regulations that are effective or that might be

administered.*®

* Durukan et al. (2005), Savas¢1 and Tathidil (2006) and Yilmaz et al. (2013).

% See Akin et al. (2010) on the failure of price competition, Akin et al. (2011) on non-price
competition, and Ozkan (2014) on the importance of non-price features of credit cards in Turkey.

“® yereli and Kog (2013), Akin et al. (2013).
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Finally, it is important to note that there exist some works on Turkish credit cards
market which offer a more detailed outlook on the market and provide additional

information regarding the problems.*’

4.1.2. Defining Credit Cards and Installments as Financial Innovation

As long as the history of financial markets are concerned, if money (paper money or
coins, assets of value which yield purchasing power) can be described as a financial
innovation (arguably the most important financial innovation in history), we can also
describe credit cards as a financial innovation which has the similar functions as of
money in terms of payments for goods and services. However, credit cards have been
introduced to the financial markets with the help of technological developments, or
innovations, especially that of communication technologies which provided easiness
on transactions and provided advantages both in terms of time and in terms of space

(location).

Our study is based on the premise that credit cards should be treated as financial
innovations. The reasons for this identification are varied. First, it has a technology
side, i.e. technological developments contributed further to the advancement in the
payment systems and credit card markets is among one of them. In this sense,
technology has also contributed to its expansion with the advancements in computer
based evaluations of credit history. Therefore, credit cards become one of the first
credit products that require no collateral as banks could collect the necessary

information on their customers when they become credit card users.

Second, it has created a new market mechanism in the financial system, which has its
own revenue channels (both classical channels such as interest rate revenues, and

new channels such as interchange fees, merchant discounts, membership fees, etc.)

*" One can look at ‘Credit Card Market in Turkey’ (CBRT, 2011) where several issues that we
discussed above are included. This book is a collection of articles which were written by Turkish
central bankers in a preliminary attempt to understand the issues after the implementation of credit
card law in 2006, where central bank became responsible from the markets. Moreover, ICC
publications (http://www.bkm.com.tr/publications.bkm) and some theses (especially Ozkan (2014),
Kaya (2009), Kog (2013), and Akkaya Karayol (2007) ) are also highly beneficial for those who are
interested in other developments and issues regarding Turkish credit card markets.
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and cost channels (investments to establish the electronic payment system,
promotions, advertisements, etc.) for issuers and acquirers. Also, this new market
mechanism has comprised of several parties who engage in bilateral relationships
within a two-sided market environment, and a network operator functioned as an

intermediator between those parties.

Third, credit cards have provided multifunctional purposes: Both by being a credit
product, and a payment product in purchasing goods and services. Lastly, credit
cards have become an inseparable part of consumption and it has become a subject of

macroeconomic policies, i.e. monetary policy decisions and banking regulations.

Being maybe one of the most important financial innovation of recent years, credit
cards can both be identified and categorized as product or process innovations, also
fitting into the definitions of historical approaches to the financial innovations.
Primarily, credit cards have changed the method of payment into an electronic one
and have provided easiness for purchasing transactions. Additionally, credit card
installments do only change the process, namely the repayment of the debt issued
from the previous transaction, by dividing it into predetermined periods yielding the
ability to the customer to pay his/her debt in mostly monthly payments. Besides,
installments do not bear additional costs for consumers other than the ownership fee

of credit cards.

For the Turkish case in particular, we may argue that credit card installments as a
financial innovation could be treated as a historical process. That is to say, a
previously used method of payment is transformed into a newer one along with the
help of technology, and provided the continuation of a pre-existing institutional

factor in a new form. This example is veresiye*® for Turkish markets. Veresiye has

*8 \eresiye can be described as a type of ‘store credit’, where a customer have some amount of credit
in a store due to some pre-payment or it is arising from a previous transaction where a person has to
return the good, but not getting any refund in cash. However, in veresiye, customers have an account
that is kept in a type of book account (in most of the time, kept in simple notebooks) in a local store or
a supermarket. Customers then purchase the goods or the services without paying any cash and an
institutional agreement depending on trust between the store owner and the customer has been made,
giving the customer the ability to pay the debt later in individually determined payment schemes (e.g.
regular monthly payments).
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been a cultural theme and has a long history in the Turkish goods market, and is
connected to the credit card installments in such a way: the ability of consumers to
make delayed payments has been transformed from a personal to an impersonal state.
In other words, what was granted by veresiye which is based on trust began to be
granted by the credit card installment schemes which are based on the impersonal

relation between the banks and their customers.

In addition, the transformation of institutional structure of shopping, which moved
consumers from local stores to department stores and large retailers, has promoted
the establishment of early versions of installment schemes. Before the widespread
acceptance and usage of credit card installments provided by banks, those large
retailers have provided their customers to pay in installments. From this point of
view, we can argue that an innovation such as credit card installments is customized
very easily by Turkish households and in a very short period of time, and purchases
made by installment schemes have reached to unprecedented levels. Moreover, as the
commission received by banks with the usage of credit card installment schemes
have not been reflected to the customers in terms of surcharges or any additional
interest payments, its adaptation became much easier for the consumers. It is
important to mention such institutional changes here due to their uniqueness as

Turkish markets are concerned.

Furthermore, credit card installments have had significant impacts over the
macroeconomic conditions of Turkish economy. As installments have been widely
accepted by Turkish consumers and became a payment routine, its effects turned out
to be highly visible in various indicators. In fact, in more recent periods, the intensive
usage of installments have become the subject of a series of regulations, in order to
decelerate the redundant consumption. These effects that installments have

conceived are also being discussed in the next parts.

In summary, there are more than one way to define and perceive credit card
installments as a financial innovation, as it entails different attributes leading to
different outcomes. Also, it has a unique emergence path in Turkey, with its one-of-

a-kind features.
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4.1.3. Development of Credit Cards Market in Turkey

Turkish experience with credit cards began with the introduction of Diners Club
cards in 1968, then came the American Express cards. These two brands have been
used by a very limited number of participants. In 1975, with the entrance of
MasterCard and Eurocard to the market, the number of card users increased a little
more. In 1983, Visa cards have entered the system in Turkey, and larger masses
began using credit cards. After a short while, in 1987 and 1988 payment systems
became more widespread along with the introduction of ATMs and store cards,

respectively.

In 1990, ICC (Interbank Card Center) was established by a cooperation of thirteen
public and private Turkish banks, which marked the foundation of today’s Turkish
credit card market structure. This center has been an institution of coordination
between the participants of the industry and has provided authorization along with
clearing and settlement transactions. Interchange fees are determined in the ICC
system. Besides, it has been the duty of ICC to conduct strategic work on the national

payment systems, and to build the code of conduct along with credit card standards.

We should mention here that the importance of ICC for Turkish credit cards market
is undeniable. It is one of the earliest network operators in Europe and all the
operations regarding the system are conducted by ICC as well as all the
disagreements arisen have been solved under the supervision of this institution (BIS,
2012). Moreover, interchange transactions are made via ICC in Turkey unlike in
other countries, where if issuers and acquirers are different, then there will be
competition among network operators and differentiation in interchange fees (Yereli
and Kog, 2013). Therefore, we can argue that with these features that ICC have and
with this shape of the system regarding its network, Turkish credit cards market had
gained an advantage in building a fast-growing sector and in the spread of the

financial innovation.

Continuing with the developments within the sector, in 1991, first POS (Point-of-
Sale) terminal was presented to the market and began to be used. It was the time that
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Turkish credit card market started to expand and thus began mobility and growth. In
1993, ICC Switch system has been set in motion in connecting interbank ATM and
POS network to each participants’ use. Implementation of credit card installments,
collecting flight miles and bonus points, which revolutionized Turkish credit cards
market have been made in 1998. After this date, credit card usage have been boosted
and never set back as the consumers adapted to the usage of credit cards with these
new features. Indeed, that is why our attention of interest is on this feature of credit
cards in Turkey. In 2000s, there also occurred several important developments for
the credit card industry, such as: transition to chip & pin application which implanted
smart chips into cards and required users to type their cards’ PIN numbers at the
point of sale, introduction of wireless payment systems that are integrated into credit
cards, and the beginning of e-commerce by the use of credit cards for internet

shopping.*

The history of credit cards in Turkey indicate a fast development of the market,
compared to other segments of the financial industry. The credit card system works
in a complex structure, although the final user (either consumers or merchants) has
obtained easiness in their actions. Turkish credit card system has also a unique
system of credit card network. According to Aysan (2011), in many parts of the
world, credit card issuing institution, acquiring institution and payment card network
provider institutions are independent and different institutions. However in Turkey,

banks can issue cards and can be acquiring institutions at the same time.

In Turkey, commercial banks issue credit cards to customers. Upon agreements with
payment card associations, banks issue cards having the brand names of these
associations.”® Besides, banks have their own loyalty programs in terms of credit
cards which provide additional benefits to the customers, and the cards are issued

* Additional information on the history of credit cards in Turkey can be found on ICC website:
www.bkm.com.tr/kronoloji.bkm

%0 Visa, MasterCard, American Express, JCB and Diners Club are functional in Turkey, where Visa is
the market leader in terms of the number of cards in use as the end of 2014. Although these payment
system associations are not engaged in domestic network operating (as ICC in Turkey is the sole
operator), they are connected to the system by ICC for international transactions.
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under the names of those loyalty programs.®® In fact, these loyalty programs
constitute one of the originalities of the Turkish system as it is the backbone of the
non-price competition in the market. Within the concentrated system of credit
cards™, the biggest players of the market had created their own loyalty programs and
in fact, some rights and privileges of these programs were marketed to other players
of the system as the recognition of these brand loyalties help other banks to have
market share as though their shares are very small. Also, some banks engage in
affinity programs™ to enlarge their customer base by appealing to those customers in

terms of their preferences.

In addition to issuers, payment card associations, loyalty and affinity programs, there
are also acquirers, merchants and a network operator (ICC) in the system. Acquirers
are also banks who make agreements with merchants and provide them with POS
devices. In exchange for the service that the acquirer bank provides, they get the
amount which is equivalent to merchant discount. On the other hand, for each
transaction that is made with the issuer’s credit card, but with a different POS device
that they establish (i.e. the POS device of the acquirer is used), then the issuer gets an

interchange fee for the service that they provide.

L World — Yapi ve Kredi Bankasi, Bonus — Garanti Bankasi, Axess — Akbank, Maximum — Isbank,
CardFinans — Finansbank, Advantage — HSBC, and Paraf — Halkbank are the major loyalty programs
in Turkey. In fact, these loyalty programs are extended to other banks’ participation. Respective credit
cards are being issued to other banks’ customers under the same programs, however, other banks pay
fees for brand rights to the owner of the loyalty programs.

52 Akin et al. (2013). The six largest issuers (Yapi Kredi, Garanti, Akbank, Isbank, Finansbank and
HSBC) control 87% of total outstanding balances and 80% of all customers.

53 Affinity credit card programs are built by an agreement between banks and organizations. The

organizations aid their members or supporters to obtain a credit card with their brand names, which
have additional privileges. Those organizations can be sports clubs, airlines, universities and the like.
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Figure 5: Credit Card System in Turkey**

Last but not least, all the system works under the supervision of ICC, which also
provide networking service between the banks and the overall system (when a
transaction is made, its communication with all parties is done under the

infrastructure of the ICC).

Payment systems in overall, developed very fast especially in the 2000s. We can see
this rapid change with the increased number of credit cards, debit cards, POS devices
and ATMs. When we look at Table 10, we can see that in 15 years, number of POS
terminals have multiplied by eight times and the number of ATMs have quadrupled.
While the availability of POS terminals in more locations have contributed to the

> This figure is a revised and combined version of the figures in Rochet and Tirole (2002) and Akin et
al. (2013), some additions and changes have been made according to Turkish credit card market’s
structure.
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increased number of purchases of goods and services with credit cards, more ATMs

have helped in raising the number of cash advances with credit cards.*

Table 10: Number of POS Terminals and ATMs in Turkey (2000 — 2014)°°

Year # of POS Terminals # of ATMs
2000 299,950 11,991
2001 364,636 12,127
2002 495,718 12,069
2003 662,429 12,857
2004 912,118 13,544
2005 1,140,957 14,823
2006 1,282,658 16,511
2007 1,453,877 18,800
2008 1,632,639 21,970
2009 1,738,728 23,800
2010 1,823,530 27,649
2011 1,976,843 32,462
2012 2,134,444 36,334
2013 2,293,695 42,011
2014 2,389,303 45,576

Furthermore, the number of credit cards and debit cards have increased between
2000 and 2014 parallel to the increase in ATMs and POS terminals. At the end of
2014, there are nearly 60 million credit cards while the number of debit cards have
reached to 106 million. If we look at these numbers in a comparative manner to the
rest of the world, we see that Turkey has a really active and competitive payment
systems market. For instance, among European countries, the market size of Turkish
credit card market has been ranked 3™ as of 2011 year end (ICC, 2011). And as of
end 2012, with the aggregate number of credit cards and debit cards, Turkey found

% In the year 2014, cash advances with credit cards reached to an amount of [144 billion in volume
with 82 million transactions (ICC, 2014). When a customer make a cash withdrawal with his/her
credit card, s/he has to pay interest in return and the total amount might also be paid in installments
depending on the agreement with the bank and its customer. However, our case of credit cards and
installments is only focusing on shopping transactions and shopping volumes as it directly affect
household consumption, and also since the volume of cash advances are relatively low compared to
purchasing transactions, we did not take them into account.

% Data collected from ICC Annual Reports (2000-2014)
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itself in the 2" place among European economies.”’ Moreover, if we compare the
number of cardholders to the overall population of Turkey, we observe a high
percentage of holdings of credit cards as every person in Turkey is holding 0.75

credit cards and 1.4 debit cards.

Table 11: Number of Credit and Debit Cards in Turkey (2000 — 2014)®

Year # of Credit Cards # of Debit Cards
2000 13,400,000 29,500,000
2001 13,900,000 31,600,000
2002 15,700,000 35,000,000
2003 19,800,000 39,500,000
2004 26,700,000 43,000,000
2005 30,000,000 48,200,000
2006 32,400,000 53,500,000
2007 37,300,000 55,500,000
2008 43,400,000 60,500,000
2009 44,400,000 64,700,000
2010 47,000,000 69,900,000
2011 51,400,000 81,900,000
2012 54,300,000 91,300,000
2013 56,800,000 100,200,000
2014 57,000,000 105,500,000

What does it all tell us? The credit cards market in Turkey have grown rapidly in a
short period of time and is at the top ranks in terms of market volume among
European economies. But, how did this innovation diffused in such a quickly
manner? There are several reasons that we observe up to now, after seeing the
development of credit cards market in Turkey. First off, the network of the system
has been built in an efficient and unique way, always considering future progress
with the early and inclusive foundation of the ICC. Second, technological

infrastructure has been built authentically and necessary additions have been done

57 According to the data of ECB (European Central Bank) and ICC. The information is retrieved from
http://www.bloomberght.com/haberler/haber/1554349-turkiye-kredi-karti-sayisinda-avrupanin-
zirvesine-oynuyor, in July 5", 2015.

%8 Data collected from ICC Annual Reports (2000-2014), the numbers are rounded off to the nearest
10,000.
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continuously. Access to services with wide network of POS and ATM have
supported further developments. Third, consumer adaptation to the credit card was
very fast, both resulting from its advantages regarding postponement of the debt and
by the genuine marketing policy of banks which were offering additional features to
the card owners and benefits through loyalty and affinity programs.

We posit that one particular feature, which is installment, have been the most
effective for the rapid dissemination of credit cards in Turkish markets. With its
unique qualities, installment ability made consumers always to choose credit cards in
the purchases of goods and services where available. In the next section, we
concentrate on this feature alone and find some implications regarding our research

questions.

4.1.4. Understanding a Financial Innovation: Credit Card Installments

Supporting the idea that installments are highly significant in Turkish markets,
Akkaya-Karayol (2007) suggested that the development process of credit cards
business in Turkey is very different than in other countries, arguing that the
inflationist pressures in Turkey made stores to develop store cards with installment
abilities. Although the inflation environment of the 1990s in Turkey led to the
emergence of such an innovation, Turkish credit cards market have grown
significantly in 2000s, as we can observe in the previous section. However, we
should mention the significance of store cards, as they were the predecessors of
credit cards with installment abilities. YKM, which is the first and the biggest multi-
story department store in Turkey, has also been the first firm to issue a store card
which have an installment feature. This card provided customers to divide their
payments without surcharges or additional costs. Then, the features of this card has
been integrated to a bank-issued credit card before long, leading to a loyalty based
program which provide installments and prizes.® Such joint agreements and

transitions were common in the Turkish market at the initial stages of installment

> The information is taken from corporate website of YKM department stores, firm history section
(Retrieved from http://kurumsal.ykm.com.tr/?page_id=1713, on July 21, 2015).
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cards. Starting as a result of overcoming rigid market conditions that pressurized
consumption, credit card installments became an integral part of Turkish credit cards

market.

We have already mentioned in the previous parts that Turkish consumers’ primary
choice to pay with credit cards is its installment ability (Durukan 2005, Savas¢1 and
Tathdil 2006). In addition to consumer behavior, however, this feature has helped
banks to protect their customer base and aided merchants to guarantee their
receivables which was previously hard to collect when using checks and vouchers

along with increasing their sales (Karahan and Cakmak, 2011).

Although credit card installments can be seen in many parts of the world, it has
unique features belonging to that of Turkish credit card markets. First of all,
consumers get the installment at the point of sale (with the ability of POS machines)
instantly when they make the purchase. Secondly, installments do not bear extra
costs for the consumers most of the time (i.e. interest-free, no surcharge over the cash
price), if monthly due payments are made within the predetermined grace periods
(because agreements between merchants and the banks leave customers out of the
interest payments, however sometimes customers pay the interest indirectly —as a
part of merchant discounts-) (Schoell 2010, Akin et al. 2010). Thirdly, a consumer
can purchase an item with a credit card installment plan among a huge variety of
goods and services (such as electronics, durable goods, furniture, etc. —except food,
groceries and fuel purchases-). Lastly, the number of installments offered on
purchases in Turkey exceeds the number than in any other country.*® As long as
these features provide easiness on further consumption of the households —and firms
lately- credit card installments will remain a long lasting financial innovation within

the Turkish economy.

% In Turkey, the number of installments were going up to 24 in certain purchases (Schoell 2010).
However, the most common maximum number of installments was 12. After BRSA regulation in
February 2014 that restricts the number of installments up to a maximum of 9 and completely
restricting in some purchases (such as jewelry), payments with installments dropped a significant
amount.
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It is highly important to see how the system has been evolved after first introduction
of this feature of credit cards in 1998. We have seen in the above section that the
growth of credit card markets was exceedingly high, and we argue that a significant

portion of this growth comes from the installment feature of credit cards.

With available data on credit cards, we raise significant arguments regarding the
importance of installments. We compare credit card and debit card shopping
volumes, observe the changes in average value of a single shopping transaction, see
how much of the retail and corporate credit card transactions are made with
installments, and monitor the changes in non-performing credit card ratio in the
following part. Afterwards, we examine the effects of credit card installments on the
macroeconomic conditions (especially consumption) and explore the regulatory

attitude to installments in recent periods.

4.1.4.1. Developments in the Market
We begin examining the case with the shopping volumes. In Figure 6, shopping
volumes for credit cards and debit cards are given separately. It can be observed that
while credit card shopping volumes have risen in an extensive manner throughout
2000 and 2014, debit card shopping volumes have remained relatively flat when
compared to credit cards.®* One implication of this difference is related to the distinct
features of debit and credit cards. Our primary claim is that the installment feature of
credit cards is the reason behind these results. With debit cards, consumers do not
have the ability to postpone their payments as they need to have the necessary
amount of money for purchasing transaction in the affiliated deposit accounts.®?

Also, with debit cards, consumers do not have the option of having installment plans,

81 While the share of debit cards in total number of payment transactions (shopping) is 21% as of 2014
year end (ICC Annual Evaluation Report, 2014), its share in the total value of payment transactions is
around 5%, indicating that average transaction value with debit cards are much lower than that of
credit cards.

62 Customers can have overdraft accounts affiliated with their demand deposit accounts and can use up
to the predetermined amount for payments with their debit cards. However, the value of this is very
low compared to credit card shopping transactions. Additionally, spending from overdraft accounts
are recorded under consumer credits.
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and therefore preferences are biased towards credit cards. However, another
important reason for why debit cards have used less in purchasing goods and services
is that the feature of payment has been added to the debit cards gradually and very
late as well to the POS terminals which recognize debit cards as a payment
instrument (debit cards were used only for withdrawing cash from ATMs before).
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Figure 6: Credit and Debit Cards Shopping Volumes®

In addition to these differences between credit cards and debit cards, we can infer
that installments have been very important in purchasing from the rise of the average
value of a single purchasing transaction (for shopping purposes). Our first inference
will be that this is a result of using more and more of the installment feature of credit
cards. Being [115 per each transaction in 2000, the average value of a single
transaction has reached to (1100 level in 2008 and at the end of 2014, this value

became [1150. However in the recent periods, previously increasing average

% Data collected from ICC Annual Reports (2000-2014), excluding cash advances. Shopping volumes
are for credit cards issued in Turkey and only for the transactions made in Turkey.
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transaction values have become more horizontal, due to the factors related to the
stability of income levels of households and the recent regulations on restricting

credit card installments.
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Figure 7: Average Value of a Single Shopping Transaction®

With regard to the developments in the credit card business in terms of interchange
fees and interest rate exercise, the following information are explanatory, also in
understanding the changes in the structure of competition. Being an important
revenue item for banks (issuer banks), interchange fees were higher earlier, which
was creating an unequal area of competition, also due to the unregulated environment
of credit cards market.®® This situation therefore, was also creating obstacles both in
the fast development of the sector and in the actions of banks, where they knew that

being an acquiring institution lead to higher costs. Especially when we think about

% Data collected from ICC Annual Reports (2000-2014). Average value is calculated by dividing the
total shopping value to total number of shopping transactions.

% Being around 4% between 1993 and 1999, and peaked at 7% in 2001 (Giingér and Yildirim, 2011),
interchange fee gradually declined since then and now it is around 1% (BKM, 2015).
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payments in installment, where shopping volume is expected to be higher in a single
payment, acquiring banks and therefore the merchants acted reluctantly in offering
installments. After interchange fees gradually lowered (Akin et al., 2013), it is no
doubt that it had affected the increases in payments with installment schemes.
Therefore it helped to the increases in the average transaction values.

Furthermore, we can observe how much of the credit card transactions are made in
installments with the data obtained from banks’ financial statements.®® In Turkey,
BRSA (Banking Regulation and Supervision Agency) publish the consolidated data
for banks.
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Figure 8: Retail Credit Card Debt Balances®’

% From off-balance sheet financial statements of banks, we can also observe ‘commitments for credit
card expenditure limits’, which is expected to increase when installment payments increase. Because,
to make an installment payment, a consumer needs a higher expenditure limit on his/her credit card as
aggregate value of the item that has been purchased is deducted from the limit and regained again
when monthly payments are made in time (a revolving credit account). In Turkey, the total value of
these commitments are ever-increasing (Karahan and Cakmak, 2011).

%7 Data obtained from BRSA weekly bulletin. We used a 6 month frequency for the data as each point

shows the end of period data (e.g. 2014/2 is end of December 2014, with closest weekly data to the
end of period).
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We have collected the data of credit card transactions that are made with
installments. In the next two figures, retail and corporate credit cards’ transaction
types are given respectively. The following differs from the ICC’s shopping volume
(transaction volume) data in terms of what it represents. While ICC data shows the
overall transaction volumes, BRSA data indicate debt balances including undue debt

for credit cards, for the specified period.

Reaching its peak point at the end of 2013, 57% of credit card transactions have been
made in installments with retail credit cards, however the value stands at 45% as the
end of June 2015. Through different periods, different events played an important
role in the payment preferences of consumers. From 2004 to 2007, credit card
installments increased, then decreased a little due to the global crisis, and then

boomed in 2009-2013 with a continuous increase from 36% to 57%.
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Figure 9: Corporate Credit Card Debt Balances®

% Data obtained from BRSA weekly bulletin. We used a 6 month frequency for the data as each point
shows the end of period data (e.g. 2014/2 is end of December 2014, with closest weekly data to the
end of period).
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Corporate credit card business and its installment data is also very significant in our
analysis, although it does not represent household consumption. However, it
represents the importance of instaliments in credit card transactions in Turkey. While
in the 2004-2006 period, corporate credit card installments were nearly non-existent,
in 2007-2010 during the crisis years, we see an increase in the installments of
corporate cards. This can be an indicator of firms to diversify their risks into longer
periods, however the extent of corporate credit card usage was very low. Then after
2010, we again observe a similar case as of retail cards in the corporate card
segment, and the payments in installments have become 59% of overall transactions

as of 2013 year end, decreasing afterwards.

Moreover, we see that banks have created most of their credit card revenues from
interest® earlier, which was leading to further revolving of the debt”, if the
consumers were unable to pay their debt in time. However, interest rates declined
gradually after the interest rate regulation in 2006 (Akin et al., 2013), followed by a
decline sequence of indebtedness afterwards. In fact, the structure of competition
have also been affected due to the change of events, and banks began to engage in
non-interest competition’. This, then created a further emphasis on installments,

promotions and awards that the banks offered through credit cards.

We observe the results of fierce consumption by looking at the indebtedness
structure. As we can see from Figure 10, non-performing credit cards among total
non-performing loans comprised of 10% in 2004, however jumped to 20% in 2006,
only began to decline after 2010. Still, non-performing credit cards make up of an
important portion of total non-performing loans, suggesting that people are yet to

leave their consumerist characteristics, although the trend is declining. That is why

% Between 60% to 85% from 2003 until 2007 (Akin et al., 2011), credit card interest rate have
declined since then and it is 20%-25% now (Ozkan, 2014).

" There are two types of credit card users that are defined for their spending characteristics, who are:
revolvers who pay their debt with future debt, and convenience users who pay their debt regularly in
the determined grace periods.

™ Crotty (2011) argues that incrased non-interest income can be an indirect indicator of
innovativeness.
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we can easily concur that the boom in the credit cards market are not without its
costs. Nonetheless, the market has become more stabilized with the help of

regulations and increased awareness.

We now have seen consumer tendencies towards credit card installments and its
effects in the market. In 2000s, credit card installments were used in significant
amounts. Consumption characteristics of people have changed, they accustomed to
make their payments with installment plans. Therefore, society enjoyed delayed

payments, leading them to spend more than they make in a month or in a year.”
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Figure 10: Non-Performing Credit Cards / Total Non-Performing Loans’

It may be argued that installments have gained people an advantage to purchase that

they could not previously, however indebtedness, overconsumption and careless

"2 Prior to the regulations on February 2014, banks were able to determine the limits of their
customers freely.

* BRSA. Non-performing credit cards are including both retail and corporate debt. Total non-
performing loans are gross values.
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usage of credit cards became significant problems over the years. The effects of this
financial innovation are so big on the overall, market agents and policymakers
always considered credit card installments in decision making processes. To observe
the changes in the bigger picture, we will touch upon the implications of credit card

installments in the next part.

4.1.4.2. Implications on Macroeconomic Conditions
Thus far, we have discussed how credit card installments emerged in Turkey and
analyzed some important data regarding its impact on the consumers and the market.
Nevertheless, we must also consider the macroeconomic implications of credit card
installments, as a financial innovation is expected to leave a considerable footprint on

the economy.

From the beginning, we have mentioned the importance of credit card installments

on consumption and Figure 11 confirms this statement.
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Figure 11: Household Consumption with Credit Cards™

™ 1CC and TUIK. Values are calculated by dividing credit card shopping volumes to final
consumption expenditure of resident households on a yearly basis.
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In the last 15 years, we see a continuous increase in the ratio of credit card
transaction volume to household consumption. In 2000, the ratio was 5% and
multiplied seven-fold during the period. This obvious increase was, to some extent,

the result of credit card installments as we discussed above extensively.

Taking the fact that government has put forward a restriction on the instaliments in
early 2014, we might expect this percentage will not increase in the following
periods. In fact, our data on installment purchases which extends until the first half of
2015 show that there is a significant decrease in payments with installments, which is
expected to adversely affect the trend in Figure 11. In any circumstance, one-third of
consumption is made up of credit card purchases, therefore we should expect no
sharp drops in the trend.

Regarding a link between consumption and credit card installments, an additional
indicator is the ratio of consumption to GDP. As we can see from Figure 12, during
2002-2014, consumption over GDP has fluctuated between 68% and 72%.
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™ World Bank and TUIK.
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It took lower values in the years 2002 and 2008 due to the effects of crises.
Nonetheless, recoveries from these low values happened very quickly which can be

partially attributed to the existence of credit card installments.

However, as the figure shows, although there has been no significant change in GDP
per capita and there has been no such economic crises recently, this ratio decreased
from 71% to 69% as the end of 2014. This was most probably the result of
government regulation of February 2014, which was restricting installments. Hence,
this situation might refer to the crucial role that credit card installments played in

changing macroeconomic conditions in a great deal.

4.2. Gold Accounts Case

4.2.1. Gold in Turkey and Links to Innovation

Gold has always been a very important financial asset, used as jewelry and a medium
of exchange for all cultures and all societies from the early times in history. Looking
from a historical or an evolutionary perspective, gold also has been in the center of
various financial innovations, as a matter of fact, it is itself one of the most important

financial innovations in broad history.

Gold has also been very significant in Turkey for many years. Especially in
the rural parts of Turkey, gold is worn as a jewelry for its physical appearance and
held as an indicator of prestige. However, we cannot restrict the gold usage only to
rural areas as tradition encompasses all the parts of the society. It has a cultural side,
I.e. the significance of it has been represented in various traditional activities of
Turkish people. Among those traditions, the ones which come forward are:
weddings, engagement ceremonies, circumcision, celebration of newborn babies, and
so on. One can infer that most of those activities involves family traditions and
religious rituals. Although we can argue that gold is used most of the time in the
aforementioned activities as a gift, there are also various customary celebrations that
are embedded in the Turkish culture. We can give examples such as: celebration of a

new home, a new job, or a success in any work.
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Also, as being an economic asset, gold has occupied a very important place in a
particular social entity: alzin giinii.”® Alnn giinii is a gathering of people primarily for
social purposes. It takes place mostly monthly, however the frequency of the
meetings can be weekly or biweekly, depending on the number of participants to the
event or to previously agreed time schedules. The participants to these meetings are
women, who are friends to each other or who have family ties’’. They come together
in this socializing event to have progressive conversations about their lives and to
share good food which is prepared by the host. Although alfin giinii often takes place
at the host’s house, participants could meet at different places such as cafés,
restaurants, or clubhouses. On the one hand, we could say that the essential feature of
these meetings is to have good food, good conversation, and good company,
however, on the other hand, there is also a financial motive behind these meetings as
in each gathering, participants exchange gold with each other. An example on how
this gold exchange works should suffice in understanding the scheme: let us say that
there are twelve members of a particular group who agreed to meet monthly. The
group also agrees on the type of coin that is going to be exchanged, let it be a 1/1
Republic Coin’ for each meeting. In each gathering, all the participants give the host
their share of gold. In this example, the host obtains eleven pieces of republic gold
coins, which value roughly 77 g. times the gram price of gold at that time. The cycle

goes on in this manner, providing the host a bulk of asset in terms of gold.

The question of how is the “altin giinii” scheme is relevant in our analysis can be
answered in the following manner. The most significant advantage of these meetings
Is that it provides the participants an ability to obtain low cost credit. It is in fact a

financial innovation itself, however not linked directly to the financial markets. But,

76 «Altin giinii” can be translated as “the day of gold” or simply “gold day”. For detailed information
about altin giinii and giin (day) in general, see Eroglu (2010) and Biiyiikokutan (2012).

" Unlike the predominant portrayal of giins as a leisure activity for middle-class women, they are
shown to act as a self-welfare instrument whereby poor households acquire the discipline of saving

towards both their consumption and investment needs. (Eroglu, 2010).

® A 1/1 Republic Coin in Turkey is produced by Turkish State Mint with a fineness of 22 carat,
having a weight of 7.016 g.
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the link is provided by the purchase of gold, yielding an increased demand for gold
and affecting its sale price. Moreover, it has contributed to the recent developments
in the financial markets as the name and a part of its structure is used by commercial
banks. In this manner, an informal means of exchange and credit creation process has
become a formal one as banks arranged altin giinii meetings in their branches and
accepted physical gold of any sort, where the details of the scheme can be found in
the next section. Therefore, financial inclusion of a divergent base of individuals in
terms of their socioeconomic status is provided and also a financial asset of great

value has been interlinked with the markets in a greater extent.

Before going into the details of the gold accounts innovation scheme, we briefly
discuss the existing studies. In fact, since the scheme is relatively new, it has not
gained attention in academic literature. There are only works done by central bankers
on the Reserve Option Mechanism (ROM), which are dealing with the details of the
regulations. Moreover, some central bank publications such as Financial Stability
Reports and press releases also deal with the details of the ROM regulation. For the
remaining part of the innovative scheme, there are only news and press releases of
commercial banks, where one could find information about the matter. However, a
study which is published by World Gold Council (WGC) (Turkey — Gold in Action,
2015) is referring to this financial innovation, although the primary aim of this study
is to analyze Turkish gold market structure in general, with demand and supply of
Turkish markets. As a matter of fact, our study is the first among academic studies
discussing the case in the framework of financial innovations in Turkey, as far as we

encountered.

In the next section we shall see how the system of the inclusion of “under the pillow
gold” into the financial markets work. While the initial step has been taken by the
CBRT as a regulation, following steps have been taken by commercial banks and it
bring together jewelers, banks, households and regulatory institutions together in

building the innovative framework.
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4.2.2. A Series of “Golden” Financial Innovations

The history of the bundle of financial innovations that we examine under the gold
accounts case goes back only four years’ time, where CBRT (Central Bank of the
Republic of Turkey) first introduced its Reserve Option Mechanism (ROM) scheme
in September 2011. ROM was a part of a series of policy actions taken by CBRT in
order to grant macroprudential protection after the shock of the global crisis and the
Euro crisis. According to this scheme, reserve requirement ratios began to be used as
an effective tool of monetary policy. Hence, CBRT provided banks a choice of
holding some part of Turkish Lira reserves in terms of foreign exchange, and both
Turkish Lira and foreign exchange reserves to be held in terms of gold. At first, in
September 2011, there was 100% reserve requirement ability for precious metals
deposit accounts and at most 10% for TL and FX accounts to be held in terms of
gold. Then, this percentage has been increased gradually. In March 2012, the ratio
became 20% for TL reserves, however decreased to 0% for FX reserves. In August
2012, the ratio became 30% for TL reserves along with the changes in Reserve
Option Coefficient (ROC) (CBRT, 2012).

CBRT’s aim was to provide additional liquidity into the banking system by
implementing the ROM. In this way, banks became able to use more of their Turkish
Lira holdings of liabilities to be used effectively in funding their businesses in
providing credit both to households and to the real sector. The details of the ROM
scheme have a lot to do with controlling risks emanating mostly from the outside
(foreign) effects, such as capital inflows into the country and it also aimed to control
exchange rates when the economy is in distress. However, it is not our aim to discuss
the further effects of this mechanism in detail as we focus on the sequence of events

(innovations) that take place from here.

There is no doubt that the initial responses to CBRT’s regulation came from banks,
they began to engage in attracting more individuals to become their customers. This,
in fact, ignited a series of events, which have traditional parts and technological parts
in itself. Banks’ primary aim was to benefit from CBRT regulation, to increase their

portfolio basis in terms of gold. Therefore, a new type of financial instrument has
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been created. In addition to gold as a financial asset (customers had the ability of
opening up gold accounts in terms of demand deposits or they could buy and sell
non-physical gold under their investment accounts), now they became able to use

their physical gold to be bought and sold by the intermediation of banks.

When banks see that they can hold Turkish Lira required reserves in the form of
gold, they quickly began to create new ways to collect gold from households. The
first thing that they did is to attract customers to open gold accounts and thus began a
huge advertisement boom in order to increase people’s attention. The next thing was
making agreements with some store-chain jewelers both to get expert help in valuing
gold and to reach potential customers also in different locations other than bank
branches. However, this practice has been institutionalized as time went by. Today,
most of the banks —all the big ones- have agreements with Istanbul Gold Refinery
(IGR) which is a very well-established firm, providing many products and solutions
that are gold-related. Now, IGR experts provide services in bank branches on
previously announced dates to meet with customers, take and value their gold and
help as an intermediator for the bank to open gold accounts. Finally, banks have
widened the range of products and services related to this scheme and for gold
products in general. Apart from demand and time deposits, banks offer consumer
loans backed by gold collaterals, they provide gold transfer service, gold loans, and
so on. In addition to these services, some banks also began to establish gold-
dispensing ATMs in various locations, where customers can withdraw physical gold

coins.”

The newly added features and easiness on these banking services attracted Turkish
households into banks. People realized that this financial innovation has created a
new investment opportunity. Instead of holding gold savings at houses and “under
the pillow”, they chose to bring their gold to banks and benefit from the advantages.
Since banks also offered the choice of withdrawing the savings in physical gold,

customers’ tendency to participate in this scheme has increased. Moreover, gold

" Gold products that can be withdrawn from these gold-dispensing ATMs are ranging from specially
produced 1 g. gold coins to % Republic Coins.
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deposit accounts are under guarantee by law, as deposit insurance scheme covers

gold accounts up to the limit [1100,000.

Stemming from a regulation, bringing an old and informal saving custom of Turkish
households into contemporary structure of financial markets, gold accounts case has
contributed in a significant and rapid way. An alternative saving resource —although
existing unrecorded- has been promoted, and a cheap source of liability for banks
have been added to the balance sheets; helped increasing liquidity, as well as making
central bank reserves stronger. In the next section, we look upon the performance of

this financial innovation using quantitative data.
4.2.3. Understanding a Financial Innovation: Gold Accounts

4.2.3.1. Developments in the Market
The first thing that we observe is the increase in central bank gold reserves (Figure

13). After the introduction of ROM, gold reserves have increased very dynamically.
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Between 2000 and 2010, gold reserves did not increase significantly, however,
especially after 2011, they were quadrupled compared to the past year before the
regulation. They now seem to be around $20 billion, having potential to be increased
in the following years. In terms of official gold reserves which central banks around
the world hold, Turkey is in the 12th place with a holding of 513 tones (WGC, 2015).

In addition, Turkish financial markets’ and hence Turkish banks’ primary source of
funds has always been deposits (Figure 14). In more recent episodes, banks created
alternative sources of funds both from domestic and foreign holders of funds. In fact,
most of the non-deposit items within the liability side of balance sheets were the
result of financial innovations which we discussed in the third chapter (i.e.

consequence of increased securitization).
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However, Turkish banks have always been successful in attracting deposits. We can
argue that this is also another example that agents in the market have not yet adopted
the recent financial innovations and the classical way of funding still rules the

market.

As we can see from Figure 14, deposits constitute 57% of total liabilities as of 2014
year-end and it has always been around 60%. Linked to this structure of financial
markets, the financial innovation at hand fitted really well. It contributed to the
continuation of deposit dominated funding, maintained the existing structure.
Arguably, this new scheme of financial innovations also suppressed further
developments in the other end of security innovations. Although it is hard to check
such a claim quantitatively, we can argue that it is in line with our discussion that

developing countries still need other means to get in the way of security innovations.
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Nevertheless, it does not mean that gold accounts and the related innovations have
not been increasing financial deepening or raising the level of complexity in the
markets. Although seems small, gold accounts began to become a significant part of
total deposits (Figure 15). We observe that before the innovation, gold accounts
contributed to total deposits in a very negligible amount, close to zero.

However, after the initiation of the scheme, the ratio has reached to two percent, and
now being at a 1.5% level. The latest decrease has been the result of the increase in
the exchange rates of Turkish Lira against dollar and euro. It is expected that in the
medium term, the share of gold deposits will increase more, as the potential “under

the pillow” gold is introduced into the financial system.

4.2.3.2. Implications on Macroeconomic Conditions

To show how gold accounts case as a financial innovation changed the structure of

macroeconomic conditions, we can look at Figure 16.
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As can be seen from the figure, the ratio of gold accounts to national savings started
to increase by the end of 2010 with the introduction of financial innovation that we
examine here through the end of 2011. While it was nearly 1.5% in this year, it rose
to 9% until the end of 2013 and then decreased to 6% in 2014 due to fluctuations in
the gold market with respect to political reasons and the decrease in gold demand in
that year.

The six-fold increase in the share of gold deposits to national savings stemmed from
emergence of the respective financial innovation. Here, we see how this innovation
which is completely unique to Turkey changed the structure of macroeconomic

conditions.

It should be noted that although two particular financial innovations which we
examine in this chapter have decisive roles in determining macroeconomic
performance of Turkey, their ultimate effect on national economy worked in an
opposite way. Namely, credit card installments have encouraged consumption
whereas gold deposits increased savings. Hence, these two financial innovations,
being shaped by local socioeconomic and cultural characteristics of the Turkish
people, altered the course of development of financial markets divergently.
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CHAPTER 5

CONCLUSION

In this thesis, we aimed to fulfill the gap related to financial innovations in
developing countries in the literature. As financial innovations have become
widespread all around the world in the last decades, developing countries have
adopted these innovations relatively late, and there are only a few studies which
examine the evolution of financial innovations in these countries. As the particular
case of Turkey suggests, both adaptation of financial innovations from advanced
financial markets and pre-existing institutional heritage of emerging markets have
simultaneously shaped and re-shaped the emergence of financial innovations in
developing world.

In Chapter 2, we briefly summarized current literature on financial innovations.
Being mostly based on developed countries, these studies have discussed how
financial innovations emerged, which economic agents have innovated them, and
how they have affected both national and international financial markets (i.e. in
terms of their productive and unproductive consequences, especially for
securitization). While some studies are aiming on theoretical fundamentals, others
are focusing on empirical cases benefiting from a limited quantitative data, yet, as we
discussed, there is no agreed definition so as to cover financial innovations in

broadest terms.

In Chapter 3, we mentioned fundamental differences in the rise of financial
innovations between developed and developing countries. In this manner, we have
provided a discussion on institutional differences and financial liberalization and
integration. These differences might have arisen from dissimilar institutional
backgrounds, the dates they started to adopt financial innovations and financial
liberalization. In addition to theoretical discussions which addressed to these
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differences, we benefited from several proxies of financial deepening to show how
financial markets through innovativeness evolved differently across countries in the
age of neoliberalism and financialization. With a special focus on ten emerging
markets and ten developed countries, we compared their financial development
trends which catch macro implications on the possible causes on the emergence of
financial innovations. Lastly, we have given securitization statistics, which are the
most commonly referred financial innovations of the recent years, for developed and

developing countries.

In Chapter 4, based on our earlier arguments that we provided in terms of the context
of financial innovations, we have examined two cases from Turkey, by extending the
existing definitions of financial innovation and approaching the subject matter in an
alternative perspective. In this sense, our analysis has touched upon different notions
of the market structure by offering institutional and cultural explanations, and
utilizing quantitative data on the effects of the financial innovations on the market.
For the case of credit card installments, we have referred to a small literature on
credit cards discussing market mechanisms, and then we showed the unique
characteristics of Turkish credit card market as well as its installment property. For
gold accounts case, a literature is almost non-existent, but there are only a few
studies, news articles and press releases that we accounted for. For this case,
particularly, we again utilized cultural and institutional features in explaining the
financial innovation mechanism. For both cases, we have examined the changes in

their specific markets and showed the implications on macroeconomic conditions.

In the light of all these arguments, we want to provide our final concluding remarks.
Due to absence of studies on financial innovations in developing countries and
narrow definitions of this term, the current literature does not totally comprehend
financial innovations under broad definitions, hence they leave out important parts. If
we use the narrow definitions, we fail to grasp all the dynamics generated by
financial innovations for countries which have lagged behind advanced economies.

Therefore, there is a need for alternative approaches combining various features
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within the economies, which would allow us to depart from rigidities regarding

explaining financial innovations.

There are obvious differences between developed and developing country financial
innovations owing to the nature of financial markets, which are not all similarly
designed. Although we can argue that the developing countries are followers of
developed countries most of the time, we should also keep in mind that the
differences that we enlisted above prevent the former to converge to the latter in a
fast pace. However, there can be significant developments in the emerging markets

mirroring their advanced counterparts, but having different institutional factors.

After a brief examination of two case studies, we saw that Turkish financial market,
unlike its advanced counterparts, is dominated by commercial deposit banks which
offer all types of banking and financial services, and the classical and traditional
structures of a financial market did not cease to exist for Turkey. Financial
institutions are not as diversified as in the case of US (i.e. the size of investment
banks and brokerage houses are still small), and they are not in the tendency of
change in the near future. Hence, there exists a concentrated structure in Turkish
financial markets, especially between commercial banks, which is also reflected in
the credit card services in which we examined. Diffusions of financial innovations
take place by direct importation and markets are established similar to that of
developed countries. However, not all financial innovations fit into this scheme. For
instance, credit card is an imported product, but we observed many significant
differences, improvements and additional innovations per se, that are unique to
domestic conditions. Also, applications used in the gold accounts scheme were in

fact original to Turkish economy entirely.

Besides, institutional and cultural factors (veresiye and altin giinii examples) proved
to be important in the emergence of financial innovations for Turkey as an emerging
market. At the same time, non-financial institutions (e.g. retail stores, or jewelers)
also helped in the diffusion of innovative products, as they help in the dissemination
of innovative processes building on previously existing methods of intermediation.

Rather than complex securitized products, simple financial innovations like credit
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card installments might have a huge impact over the macroeconomic conditions,
being a consumer product. We also observed that regulatory actions can also lead the
way for the emergence of financial innovations, choosing the correct policies
considering market condition is important here. Lastly, the cases that we analyzed
here have more direct effects over the economy due to their properties, not indirect

effects like securitized products.

In conclusion, how financial innovations have precisely emerged and how they
changed the macroeconomic structures of developing countries during the course of
financialization and further liberalization are not clear from such a research as we did
not go over innovative products or processes one by one due to the limitations of this
study. To improve upon the arguments and method used in this study, we provide a
roadmap of what should be included in future possible works: First, in order to
measure innovativeness of financial firms more precisely, data on R&D spending of
banks can be gathered and analyzed. Second, by using local country specific data,
examining each developing country individually, market volumes for financial
innovations could be collected. Third, and very importantly, in order to make to the
point evaluations on how financial innovations diffused in what direction,
developments in the legal structure on financial markets could be surveyed. Last but
not least, relationships between real innovation and financial innovation in
developing countries could be analyzed while utilizing the arguments on service

sector innovation literature.

Nonetheless, by focusing on two particular case studies in Turkey, this study
provided us a better understanding of how socio-cultural characteristics of a
developing country (i.e. Turkey) might have co-existed with adopted (or, imported)
financial innovations. This thesis will also lay the groundwork for future comparative

works or institutional studies by alternative propositions that are offered here.
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APPENDICES

A. TABLES (GDP of selected countries and Equity Linked Derivatives)

Table Al: Gross Domestic Product of Selected Countries
(in current billions of US $)

1980 | 1985 1990 1995 2000 2005 2010 2013
Argentina 77.0 88.4 1414 | 258.0 | 284.2 | 2229 | 462.7 | 609.9
Australia 149.7 | 180.2 | 3109 | 368.0 | 415.0 | 693.3 | 1141.3 | 1560.4
Brazil 235.0 | 2229 | 462.0 | 769.0 | 644.7 | 882.2 | 2143.1 | 2245.7
Canada 2734 | 363.0 | 592.0 | 602.0 | 739.5 | 1164.2 | 1614.1 | 1826.8
China 189.4 | 306.7 | 356.9 | 728.0 | 1198.5 | 2256.9 | 5930.5 | 9240.3
France 703.5 | 555.2 | 1275.3 | 1609.9 | 1368.4 | 2203.6 | 2646.8 | 2806.4
Germany 946.7 | 729.8 | 1765.0 | 2590.5 | 1947.2 | 2857.6 | 3412.0 | 3730.3
India 189.6 | 236.6 | 326.6 | 366.6 | 476.6 | 834.2 | 1708.5 | 1875.1
Indonesia 78.0 87.3 1144 | 202.1 | 165.0 | 2859 | 709.2 | 868.3
Malaysia 24.9 31.8 44.0 88.8 93.8 1435 | 2475 | 313.2
Mexico 1944 | 1845 | 262.7 | 343.8 | 683.6 | 866.3 | 1051.6 | 1260.9
Netherlands | 191.9 | 1415 | 313.0 | 4448 | 4134 | 6724 | 836.4 | 853.5
Norway 63.7 64.3 1176 | 1489 | 168.3 | 304.1 | 4209 | 512.6
Russia - - 516.8 | 3955 | 259.7 | 764.0 | 1524.9 | 2096.8
South Africa | 80.5 67.1 112.0 | 1555 | 136.4 | 2578 | 3753 | 366.1
Sweden 140.1 | 1125 | 258.2 | 264.1 | 259.8 | 389.0 | 488.4 | 579.7
Switzerland | 118.7 | 107.5 | 257.4 | 3418 | 271.7 | 4075 | 581.2 | 685.4
Turkey 68.8 67.2 150.7 | 169.5 | 266.6 | 483.0 | 731.2 | 822.1
UK 567.1 | 485.8 | 1066.7 | 1235.6 | 1548.7 | 2412.1 | 2407.9 | 2678.5
us 2862.5 | 4346.7 | 5979.6 | 7664.1 | 10284.8 | 13093.7 | 14964.4 | 16768.1

Source: World Bank World Development Indicators
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Table A2: Equity Linked Derivatives — Gross Market Values (Total Contracts)

1998 | 2000 | 2002 | 2004 | 2006 | 2008 | 2010 | 2012 | 2014
Total contracts 236 | 289 255 498 853 | 1,112 | 648 600 615
US equities 52 65 67 207 200 249 191 216 289
European equities 164 | 198 169 224 480 610 311 237 179
Japanese equities 7 10 7 14 59 87 77 59 48
Other Asian equities 3 2 2 7 64 94 24 24 20
Latin American equities | 2 3 1 32 9 20 5 11 11
Other equities 7 12 9 14 41 51 39 53 67
Source: BIS Derivatives Statistics (values are in billions of US $)
Table A3: Equity Linked Derivatives — Gross Market Values
(Forwards and Swaps)
1998 | 2000 | 2002 | 2004 | 2006 | 2008 | 2010 | 2012 | 2014
Forwards and swaps 44 61 61 76 166 335 167 157 178
US equities 20 24 20 24 53 97 51 49 76
European equities 19 29 36 41 91 173 91 68 58
Japanese equities 1 3 1 2 3 16 7
Other Asian equities 1 0 0 1 5 14 10
Latin American equities | 1 2 1 4 5 15 8
Other equities 3 3 4 5 8 19 13 20 19
Source: BIS Derivatives Statistics (values are in billions of US $)
Table A4: Equity Linked Derivatives — Gross Market Values
(Options)
1998 | 2000 | 2002 | 2004 | 2006 | 2008 | 2010 | 2012 | 2014
Options 192 | 229 194 422 686 777 480 | 443 437
US equities 32 41 47 183 146 152 140 168 213
European equities 145 | 169 133 183 389 437 220 169 121
Japanese equities 7 6 6 13 56 71 71 51 41
Other Asian equities 2 2 2 6 58 80 20 18 11
Latin American equities | 1 1 0 28 4 5 3 5 3
Other equities 4 9 6 9 33 32 27 33 49

Source: BIS Derivatives Statistics (values are in billions of US $)
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B. TURKISH SUMMARY

Inovasyon (yenilik) 21. yiizyillda hem sanayide hem de hizmet sektoriinde mal ve
hizmetlerin tiretimlerinin gelistirilmesi bakimindan ka¢inilmaz bir 6nkosuldur. Son
yillarda artan teknolojik gelismelere paralel olarak toplumlar hizl tiikketim kiiltiiriine
evrilmis ve piyasa aktorlerinin pazar kosullarina uyum saglayabilmeleri icin
inovasyonun onemi daha da artmistir. 20. ylizyilin baglarinda inovasyon kavrami reel
sektordeki gelismelerle iliskilendirilmekteydi. Ancak ylizyilin ikinci yarisindan
itibaren inovasyonun sadece reel sektdrle sinirlandirilamayacagi fikri finansal
sektorde ortaya ¢ikan inovasyonlarla anlagilmig oldu. Bu baglamda, finansal sektorde
gerceklesen inovasyonlar ‘finansal inovasyon’ (ya da buradan sonra kullanacagimiz

ifadesiyle ‘finansal yenilikler”) olarak adlandirilmaktadir.

Genis bir c¢erceveden bakildiginda, finansal yeniliklerin tarihsel siire¢ igerisinde
aslinda uzun zamandan beri yer teskil ettigini sdyleyebiliriz (Madeni paralarin ortaya
¢ikisindan, ya da daha eski zamanlardan beri bu yeniliklere rastlamak olasidir).
Ancak, mevcut yazinda, finansal yenilikler, ozellikle 1980 sonrasi teknolojik
gelismelerin ve finansal liberalizasyonun da etkisiyle, daha ¢ok son 30 yildir ortaya
cikmakta olan menkul kiymetlerle iligkilendirilmektedir. Bu menkul kiymetlerin
bazilar1 sunlardir: Varliga dayali menkul kiymetler, ipotege dayali menkul kiymetler,
tiirev irilinler, sirket tahvilleri vb. Ancak bu {iriinler genellikle karmasik siiregleri
olan iiriinlerdir ve cogunlukla finans profesyonelleri tarafindan alim-satimlari
gerceklestirilmektedir. Finansal yeniliklerin krediye ulasmada, riskleri azaltma ve
dagitmada, verimliligi ve karliligi artirmada ve finansal gelismeyi ve biiyiimeyi
desteklemede faydasinin oldugu diisiiniilmiistiir. Ancak 6te yandan, son kriz
dalgasinin da etkisiyle finansal yeniliklere daha temkinli yaklagimlar sergilenmeye
baglamistir.  Soyle ki, finansal yeniliklerin piyasalarda  dalgalanmaya,
makroekonomik dengesizliklere, artan risklere ve hatta iflaslara yol acabilecegi

belirtilmistir.

Finansal yeniliklere yonelik bakis agisinin degismesi bir yana, yazin bu yeniliklere
ait farkliliklara ve benzeri degisik konulara da yonelmistir. Bunlarin en

onemlilerinden olan finansal yeniliklerin nasil ortaya ¢iktigina dair cevaplar bulmaya
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calisan yazin, 1980 sonrasi siklikla goriilmeye baslanan yeniliklerin ortaya
cikislarina zemin hazirlayan etmenleri arastirmaktadir. Bunun yani sira tarihsel
siirecleri ele alan bir grup calismada yazinda yer almaktadir. Bu ¢aligsmalara ek
olarak, yenilik¢ilerin hangi kurumlar olduguna, yeniliklerin finansal gelisme
tizerinde etkilerinin neler olduguna ve yeniliklerin nasil oOlgiilebilecegine dair
caligmalar da yazinda yerini almistir. Buna karsin finansal yenilik yazini ¢ogunlukla
gelismis tlkelerdeki yenilikler lizerine odaklanmaktadir. Bunun 6nemli bir gerekgesi
gelismis llkelere dair verilerin daha erisilebilir olmasi ve ayni zamanda finansal

yeniliklerin ortaya ¢ikisinda kayda deger bir role sahip olan piyasalarin derinligidir.

Gelismekte olan iilkelerdeki finansal yenilikler {izerine yapilan ¢alismalarin azlig1 ve
hangi kosullar altinda s6z konusu yeniliklerin ortaya ¢iktigina dair goriislere yer
verilmemesi bu iilkeleri iceren ¢aligmalarin artmasi gerektigine isaret etmektedir.
Bahsi gegen eksiklige bagli olarak, bu calisma gelismekte olan iilkelerde finansal
yeniliklerin seyrine yonelik bir analiz ortaya koymay1 amaglamaktadir. Bu ¢alismada
oncelikle, halihazirda gelismis iilkelerdeki finansal yenilikler iizerine yapilmis
calismalardaki tanimlardan, arglimanlardan ve sayisal analizlerden yararlanarak
gelismekte olan iilkelerde finansal yeniliklerin yerinin ne olduguna dair ¢ikarimlar
yapmaktayiz. Bu bakimdan, gelismekte olan {iilkelerin 6zellikle son donemlerde
ortaya ¢ikan finansal yenilikleri gelismis iilkelerden ithal ettigini, ancak bunlarin
adaptasyonunun ve uygulamasinin yerel piyasa kosullarina bagli olarak farklilik arz
ettigini One siirebiliriz. Daha da 6nemlisi, belli basli baz1 finansal yeniliklerin yerele
O0zgii kurumsal ve ekonomik kosullarin etkisiyle farkli sekillerde ortaya
cikabilecegini savunabiliriz. Yukarida saydigimiz nedenlere dayanilarak hazirlanan
bu tezin vaka c¢alismas1 boliimii Tiirkiye’den iki finansal yenilige ayrilmistir. Bunlar
kredi kart1 taksitleri ile altin hesaplaridir. Bu iki finansal yeniligi se¢gmemizdeki
nedenler bu yeniliklerin nispeten yakin tarihe 151k tutan gelismelere yon vermesi ve
aynt zamanda bunlarin finansal yeniliklerin genis tanimi igerisinde yer aliyor

olmasidir.

Bu tez ¢alismast ii¢ ana bdliimden olusmaktadir. Tkinci béliimde kapsamli bir yazin

taramasina ve bu ¢aligmayr yapmaya bizi iten nedenlere yer verilmistir. Ugiincii
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boliimde, gelismekte olan ve halihazirda gelismis bulunan iilkelerin karsilagtirilmasi
yapilarak bu iilkelerdeki finansal yenilikler ele alinmaktadir. Bu boliimiin ilk
kisminda gelismekte olan iilkelerde finansal yeniliklerin hangi sebeplerle farkli
bicimde ortaya cikabilecegi kurumsal farkliliklar ile finansal liberalizasyon ve
entegrasyonun etkileri iizerinden tartisilmaktadir. Ugiincii boliimiin ikinci kisminda
ise, ayni zamanda finansal piyasa derinliginin bir gostergesi olarak kullanilan
mevduat bankalarinin varliklar1 ve borsa kapitalizasyonu verilerinin gayrisafi yurtigi
hasilaya oranlar1 ile 6zel sektore verilen kredilerin miktar1 finansal yeniligin
gdstergesi olarak kabul edilerek karsilastirmali ¢ikarimlar yapilmaktadir. Ugiincii
boliimiin tiglincli kisminda menkul kiymetlestirilen tirlinlerin kisa bir kargilastirmali
analizi yapildiktan sonra son kisimda tigiincii boliime ait sonuglarla birlikte vaka

calismamizin temellerini olusturan faktorler ele alinmaktadir.

Bu calismanin belkemigi olan doérdiincii boliimde, kredi karti taksitleri ve altin
mevduat hesaplar1 incelenmektedir. Her iki yeniligin ortaya ¢ikisinda da kurumsal ve
kiiltiirel sebeplerin etkili oldugunu soyleyebiliriz. Argiimanimizi bu yeniliklerin
ortaya ¢ikisindan sonra goriilen ¢ok hizli yayilimlar1 ile piyasa yapist ve
makroekonomik gdstergeler iizerindeki etkilerini gostererek desteklemekteyiz.
Ornegin, Tiirkiye icin 6zgiin ozelliklere sahip olan kredi kart1 taksitlendirmesi
uygulamasi, aligverislerde tiiketiciler icin ek maliyet getirmemekle birlikte tiiketim
eksenli bilyiimeye de ¢ok onemli katki saglamistir. Ote yandan, altin mevduat
hesaplar1 Tiirkiye Cumhuriyeti Merkez Bankasi’nin (TCMB) diizenlemesiyle birlikte
inovatif bir programin pargast haline gelmistir ve altin gayri resmi bir tasarruf
aracindan resmi bir tasarruf aracina doniismeye baslamistir. Her iki finansal yeniligin
de toplumun genis bir kesimini finansal piyasalara artan derecede entegre ettigi

diistiniiliirse, bu iki yeniligin efektif finansal yenilikler oldugu goriilebilecektir.

Bu tez caligmasinin besinci boliimii ise bulgularimizi ve inceledigimiz iki yenilik
izerinden yazina egemen olan goriise atiflarimizi sergiledigimiz sonug¢ bolimidiir.
Gelismekte olan iilkelerde finansal yenilikler incelenirken daha genis bir ¢ergeveden
bakmak gerektigi, problemlere farkli tepkilerin verilmesi ve firsatlarin farkli

pencerelerden sunulmasi ile ortaya ¢ikmaktadir. Bu calismada gorebilecegimiz iizere,
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diisiik tasarruf oranlarma ve tiikketim odakli bir yapiya sahip olan Tiirkiye yenilik¢i
kurumlar ve tirlinleri finansal piyasalarla etkilesim igerisinde olan yerel faktorlerin

etkisiyle gelistirmistir.

Calismanin ikinci boliimii olan literatiir taramasi boliimiinli daha ayrintili 6zetleyecek
olursak; bir grup calismanin dar tanimlarla finansal yeniliklerin sadece kisitlamalari
asmak icin ortaya ¢iktigini1 sOyledigini, ancak tarihsel veya evrimsel bir bakis acisina
sahip bir diger grup calismanin hem bu tanimlar1 genislettigini hem de finansal
yeniliklere dair alternatif agiklamalar getirdigini gorebiliriz. Bu ¢alismanin kalan
boliimlerinin temelini olusturabilmek i¢in finansal yeniliklerin tanimlariyla yapilarin
kapsamli  bir sekilde anlayabilmemiz gerekmektedir. Onemli noktalart
vurgulayabilmek adina bu bolimde ana akim literatiire ve onun getirdigi bakis
acisina yer vermekteyiz. Finansal yeniliklerin farkli tanimlarini, ortaya ¢ikis
nedenlerini, ¢esitlerini, dlgiitlerini ve yenilik¢ilerin 6zelliklerini, son kiiresel krizden
sonra degisen bakis acisint ve son olarak elestirel bir bakis agisiyla sundugumuz
kendi tanimimizi ve finansal yenilik algisina yonelik tutumumuzu bu boliimde ortaya

koymaktayiz.

Finansal yenilik tanimlar iirlin ve siire¢ yenilikleri ayrimi bakimindan reel sektor
yeniliklerinden esinlenmistir. Tufano (2003) finansal yeniligi yeni finansal araglari,
finansal teknolojileri, kurumlari ve piyasalari ortaya ¢ikarip bunlari popiilerlestirme
eylemi olarak tanimlamistir. Frame ve White (2004) ise finansal yenilikleri
maliyetleri diisiliren, riskleri azaltan ve piyasa katilimcilarinin taleplerini daha iyi
karsilayan gelismis iiriin/hizmet/araglar olarak tanimlamislardir. Uzerinde uzlasilmis
bir finansal yenilik tanimu literatiirde yer almadig: gibi tanimlar kapsayiciliktan uzak
goriinmektedir. Bu nedenle bu boliimiin son kisminda daha kapsayict bir tanim

verilmeye ¢alisilmaktadir.

Finansal yeniliklerin nasil ortaya ¢iktigi konusu literatiirde yer bulmus en 6nemli
basliklardan biridir ve bu konuya iliskin bir¢cok farkli agiklama getirilmektedir. Kar
maksimizasyonu ve piyasa katilimcilarmin talepleri 6ne c¢ikan iki neden olarak
goriinmektedir (Flood 1992, Gennaioli vd. 2012). Piyasa kisitlar1 ve kurumsal

kisitlarin etkileri de (finansal kurumlarin bilanco sinirlamalari, hedeflenen biiyiime
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ve sermaye diizeyleri ve likidite gereksinimleri vb.) yeniliklerin ortaya ¢ikisinda
onemli etmenler olarak gdsterilmistir (Ben-Horim ve Silber, 1977). Bir baska ve
belki de en 6nemli ortaya ¢ikis nedenlerinden biri ise regiilasyonlardir (Miller 1986,
Flood 1992, Kane 1977). Regiilasyonun finansal yeniliklerin ortaya ¢ikmasinda
etkisini tartisirken sunu soylemek miimkiindiir: Her zaman kar maksimizasyonuna
ulagmaya ¢alisan bir yatirnmci ve istikrar isteyen bir devlet vardir. Risklerden
sakinmak yine bir bagka faktor olarak karsimiza ¢ikmaktadir (Levich 1988, Frame ve
White 2014). Tim bu sebeplerle birlikte makroekonomik dengesizlikler, eksik
piyasa, asimetrik bilgi, rekabet kosularindaki degisiklikler de finansal yeniliklerin

ortaya ¢ikmasinda 6nemli etmenler olarak yerini almistir.

Finansal yeniliklerin ortaya ¢ikmasi ve gelisiminde etkili olan yukarida saydigimiz
etmenlerle beraber tarihsel aciklamalar da getirilmektedir. Bu goriise gore finansal
yenilikler aslinda siirekli degisen ekonomik ¢evrenin dogal pargasidir. Yani finansal
yenilikler var olan iirlin veya siireglerin daha basarili adaptasyonlar1 ya da gerekli
goriilen modifikasyonlar olabilir (Battilossi 2000, Van Horne 1985, Flood 1992,
Tufano 2003). Tiim bu tartigmalardan ¢ikarilabilecek 6zeti sdyle sunabiliriz: Finansal
yeniliklerin ortaya ¢ikisinda bir¢cok faktoér rol oynayabilirken aslinda devamlilik
gosteren ekonomik stireglerin bir parcasi olarak gereksinimlerden ve bazi durumlarda

i¢ talepten dogan nedenlerle bu yenilikleri gérmeye baslayabiliriz.

Finansal yeniliklerin ortaya ¢ikisinda etkili olan sebepleri arastiran ¢alismalar bir
yana; bu vyeniliklerin g¢esitlerine, oOlgiitlerine ve yenilik¢ilerin kimler olduguna
deginen ¢ok sayida ¢alisma da bulunmaktadir (¢esitler i¢in bkz. BIS 1986, Frame ve
White 2004, Llewellyn 1992, Tufano 2003; finansal yeniliklerin Sl¢iimii i¢in bkz.
Lerner 2006; yenilikgilerin karakteristikleri i¢cin bkz. Ross 1989, Bhattacharyya ve
Nanda 2000, Battilossi 2000).

Ozellikle 1980 sonrasi liberalizasyon ve entegrasyon siiregleriyle birlikte asina
olmaya basladigimiz finansal yenilikler 2008 global krizi 6ncesinde genellikle pozitif
etkileri olan araglar olarak goriiliirken, bu bakis agis1 krizden sonra degismeye
baglamistir ve hatta bazi arastirmacilar tarafindan krizin sorumlusu olarak bu

yeniliklerin asir1 miktarda kullanilmalar1 gosterilmistir (finansal yeniliklerin olumlu
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yanlari i¢in bkz. Van Horne 1985, Boot ve Thakor, Laeven vd. 2015, Duffie ve Rahi
1995, Merton 1995, Lerner ve Tufano 2011, Frame ve White 2004, Levich 1988,
Mishra 2008; olumsuz yanlari i¢in bkz. Geithner 2006, Gennaioli vd. 2012, Thakor
2012, Beck vd.). Kisaca 6zetlemek gerekirse finansal yenilikler pozitif bir ekonomik
atmosferde olumlu sonuglar dogururken, eger etkili bir sekilde kontrol edilemezlerse

finansal piyasalarda bozulmalara sebebiyet verebilirler.

Inceledigimiz finansal yenilik literatiirii 15131nda eksik kalan veya sik¢a deginilmeyen
bazi noktalara ikinci boliimiin son kisminda bu calismanin geri kalani igin yol
gostermesi acisindan yer verilmektedir. Bu noktalar kisaca sdyle Ozetlenebilir:
Finansal yenilik tanimlarmin kapsamiin genisletilmesi gerekmekte ve ortaya
cikislarin1 anlayabilmek i¢in alternatif agiklamalara ihtiya¢ bulunmaktadir. Bunun
yaninda, tartismalarda kendisine neredeyse hi¢ yer bulamayan gelismekte olan
ilkelere odaklanmak gerekmektedir. Finansal yenilik tanimini sdyle revize edebiliriz:
Degisik kiiltiirel ve yerel faktorler ile kurumsal yapilara sahip birbirinden farkli dnciil
kosullar1 bulunan farkli finansal piyasalarda ortaya g¢ikabilecek yeni {iriin ve/veya
stirecler. Finansal gelisimlerinin erken asamalarinda bulunan gelismekte olan iilkeler
icin kurumsal farkliliklar1 gézeten bir tanim yapma gereksiniminin bulundugunu, bu
ilkelerin bu farkliliklardan kolaylikla etkilenebilecek olmasiyla agiklayabiliriz.
Tarihsel ve kurumsal bir bakis acisiyla finansal yeniliklere yaklastigimizda finansal
yeniliklerin yayilma hizi ve karakteristiklerinin farkli oldugunu sdyleyebiliriz. Bu
nedenle yapmis oldugumuz tanim hem gelismis hem de gelismekte olan iilkeler i¢in

gecerlidir ve bir¢ok faktorii bir araya getirmektedir.

Bir yenilik¢inin birincil motivasyonu hi¢ siiphesiz karin1 maksimize etmektir. Buna
paralel olarak, karliligi sinirlandiran regiilasyonlarin varligi finansal yeniliklerin
ortaya ¢ikmasinda onemli bir nedendir. Finansal kuruluslar bu diizenlemelerden
kaginabilmek i¢in yenilikler yapmaktadir, bdylece giderler minimize edilip karlilik
artinlmak istenmektedir. Ancak, bunun tam tersi bir slire¢ de isleyebilir.
Calismamizin dordiincii boliimiindeki altin hesaplar1 kismindan da goriilebilecegi
gibi diizenlemeler yeniliklerin olusumuna pozitif katki da saglayabilmektedir. Buna

ek olarak, teknolojinin getirdigi globallesme ve finansal biitiinlesme gelismekte olan
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tilkelerdeki yeniliklerin aragtirilmasi igin biiylik nem arz etmektedir. Ayni zamanda,
finansal yenilik siirecinde birden ¢ok aktor rol oynayabilmektedir. Bunlar arasinda
hane halklari, devletler ve uluslararas1 kuruluglar yer almaktadir (Minsky, 1992).
Gelismekte olan iilkeler i¢in hane halki davramislarinin ve devletlerin karar
mekanizmalarimin {izerinde durulmasi, yeniliklerin ortaya c¢ikist ve piyasa

olusturmasina etkileri bakimindan énemlidir.

Calismamizin {igiincii boliimii gelismis lilkelerle gelismekte olan tilkelerdeki finansal
yeniliklerin ortaya cikislarini ve bu yeniliklerin etki ettigi piyasalara ait verileri

karsilastirmali olarak analiz etmektedir.

Bretton Woods sistemi ve kurumlarina uygun bigimde yiiriitilmeye baslanan savas
sonrast finansal diizen kiiresellesmenin baslamasinda ve gelismekte olan {ilkelerin
kalkinma planlarinin hazirlanmasinda etkili olmustur. Bu sistem 1980’lerden itibaren
yerini liberallesme siirecine birakmistir. Bu donemde yeni finansal sistem ve onun
cok 6nemli bir parcast olan menkul kiymetlestirme siirecine gelismekte olan iilkeler
ge¢ dahil olmustur. Bununla birlikte finansal aracilik faaliyet karlarini artirmada ve
riski dagitmada etkili olmaya baslayan liberalizasyon ve yenilik siireclerine
gelismekte olan iilkelerin deregiilasyonla birlikte katilimi kolay olmamistir. Clinkii
finansal gelismislik seviyesi ve bunun finansal yeniliklerin dogmasi igin yarattigi
pozitif ortam gelismis iilkelere tarihsel olarak bir avantaj saglamistir. Finansal
yeniliklerin gelismekte olan iilkelerde ithal edilmis iiriin ya da siirecler olarak ortaya
ciktig1 iddia edilebilir, ¢iinkii bu yeniliklerin azzimsanamayacak derecede 6nemli bir
boliimii  gelismis iilkelerde iretilmistir. Ancak artan entegrasyon gecisleri

hizlandirmstir.

Kurumsal yapidaki farkliliklar1 incelemek gelismis {ilkeler finans piyasalariyla
gelismekte olan iilkelerdeki piyasalart karsilastirmak adma O©nemli ipuglar
vermektedir ve kurumsal yapilardaki ayrimlar, finansal yeniliklerin ortaya
cikmasinda da etkili olmaktadir. Diizenleyici yapinin, arz-talep dinamiklerinin ve
risk algisinin farkli oldugu iilkelerde veya piyasalarda kurumsal farkliliklar da
gortlecektir. Karsilastirmali bir pencereden bakildiginda kurumsal farkliliklar

asagidaki kapsamlarda kendini gostermektedir: Piyasa-egemen ve devlet yonelimli
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yapilar, diizenleyici kurulus yapisi, finansal araci kurumlardaki farkliliklar,
bankacilik sistemi ve sermaye piyasalari, rekabetin yapisi, finansal aracilarin

uzmanlik seviyeleri, finansal piyasalardan talep edilen hizmetlerin 6ncelikleri.

Finansal liberalizasyon hareketlerinin ve devaminda goriilen entegrasyonun finansal
yenilik¢iligi onemli derecede etkiledigini hesaba katmak gerekmektedir. Bunun
onemli bir sebebi gelismekte olan iilkelerin finansal yenilikleri genellikle (yeni {iriin,
sire¢ ya da organizasyonlar) gelismis iilkelerden aliyor olmalaridir. Politika
degisiklikleri, yabanci finansal kuruluslardan gelen yayilma etkisi ve yaparak
O0grenmenin finansal aracilik faaliyetlerinde goriilen yeniliklere katkis1 bu ¢ercevede
diistintilebilecek basliklardir. Ancak finansal liberalizasyon ve entegrasyonun etkileri
tabii ki yukarida saydigimiz etmenlerle sinirli kalmayacaktir. Ciinkii finansal
anlamda kiiresellesme aslinda yeni bir olgu degildir ve temelleri bir ylizyil dncesine
kadar uzanmaktadir, ancak finansal piyasalarin derinligi finansal yeniliklerin ¢ok
hizli bir sekilde yayilmasiyla birlikte son ¢eyrek yiizyildir goriillmemis diizeyde
artmig durumdadir. Bu baglamda diisiiniildiigiinde gelismekte olan iilkelerin yeni
finansal sisteme entegrasyonunu hala tam anlamiyla tamamlamadigini1 son krizden
daha az etkilenmis olmalar1 neticesiyle sOyleyebiliriz. Gelismekte olan iilkelerde
gortilen etkiler sermaye akimlarinin kesilmesi nedeniyle ortaya ¢ikmistir ve finansal
yeniliklerin bu agidan oynadigi rol gelismis llkelerdekine gore cok daha azdir.
Finansal yeniliklerin yerel diizeyde piyasalari daha ¢ok kapsayabilmeleri icin igsel

kosullarin 6nemi biiytiktiir.

Finansal yeniliklerin diizeyini 6l¢mede reel sektorde kullanilan Ar-Ge harcamalari
gibi bir veri bulunamadigindan farkli 6lgme teknikleri kullanilmigtir ancak bunlarin
hi¢cbiri kesin olarak finansal yenilik Olciitii olarak tanimlanamamistir. Bizim
calismamizda da finansal derinlik oOl¢iitleri finansal yeniliklerin gostergesi olarak
kullanilarak bazi ¢ikarim ve sonuglara ulasilmaya ¢alisilmistir. On yiikselen ekonomi
ve on gelismis tilkenin verileri bu sonuglara ulagabilmek i¢in incelenmistir.
Kullandigimiz ilk iki 6l¢li mevduat bankalar1 varliklarinin gayrisafi yurtici hasilaya
orant ve hisse senedi piyasalar1 kapitalizasyonunun gayrisafi yurti¢i hasilaya

oramdir. Ozellikle gelismekte olan iilkelerde yenilikgilerin bilyiik bankalar olmasi,
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ayrica sermaye piyasalariin biiyiikliglinlin menkul kiymet iiriinlerinin kullanilma
miktarlarinda gosterge niteligi tasimasindan dolayr bu 6lgiitler finansal yeniliklerin
yaygmligimin bir Olgiiti olarak degerlendirilebilir. Bu verilerin incelenmesinden
¢ikan sonuglar tglincli boliimiin ikinci kisminda paylagilmistir. Gelismekte olan
tilkelerin finansal yenilikleri piyasalara entegre etmede kat etmesi gereken mesafe
blyiiktiir. Yine bu kisimda 6zel sektore finansal kuruluslar tarafindan verilen kredi
miktarlar1 incelenerek finansal yeniliklerin boyutu hakkinda g¢ikarim yapilmistir.
Finansal yeniliklerin var olmasiyla alternatif fonlama kanallarinin artmasi ile klasik
kredi-mevduat iligskisinin ve firmalarin bankalardan kullandiklar1 kredilerin
miktarinda diislis beklenmelidir. Bu anlamda gelismekte olan iilkeler gelismis

tilkeleri 6nemli sayilabilecek bir gecikme ile takip etmektedir.

Ulkeler bazinda verinin bulundugu borglanma araglari istatistikleri ile hisse senedine
dayali tiirev {riinlerin istatistiklerinin  verildigi iglincii kisimda menkul
kiymetlestirme diizeyleri ile ilgili ¢ikarimlar yapilmaya ¢alisilmistir. Ozetle yine

geligsmekte olan iilkelerin 6nemli derecede geriden takip ettigi sdylenebilir.

Finansal yenilik diizeylerinin 6l¢iilmesinde sayisal verilerin kisitliligi ve gelismekte
olan lilkeler bazinda c¢alismalarin sinirlt diizeyde kalmasi nedeniyle kesin sonuglara
ulasmak zor olsa da bu bdliimde sundugumuz tartisma ile bazi cevaplar
verilebilmistir. Finansal derinlik verilerinde de yine kisitlar mevcuttur ¢iinkii sadece
finansal yeniliklerin diizeyini gostermemektedir. Ancak bulgularimiz belli noktalara
isaret edebilmektedir. Gelismekte olan iilkelerde finansal yenilikler ¢ogunlukla
dogrudan ithal edilmis ya da imitasyon iriinler ya da siireglerdir. Ancak iilkeler
Ozelinde yapisal Ozelliklerin ve taleplerin farkli olmas: degisik sonuglar
dogurabilmekte, menkul kiymetler disinda kalan bazi finansal yeniliklerin biiyiik
piyasalar olusturabilmesine de sebebiyet verebilmektedir. Bu durumdan yola ¢ikarak
bir gelismekte iilke 6rnegi olan Tiirkiye’den iki finansal yeniligin arastirmasini

yapmaktay1z.

Calisgmamizin dordiincii boliimii Tiirkiye’den iki finansal yenilik 6rneginin ortaya
cikisinda etkili olan nedenler ve piyasalarinin gelisimini ortaya koymaya adanmistir.

Bu finansal yenilikler kredi kart1 taksitleri ve altin mevduat hesaplaridir. Oncelikle
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bu iki drnegin nasil finansal yenilik olarak tanimlandig1 anlatilmaktadir. Daha sonra
nasil ve neden ortaya ciktiklar1 piyasa aktorlerinin birbirleriyle olan iligkileri de goz
oniinde bulundurularak agiklanmaktadir. Kurumsal, kiiltiirel ve ig¢sel faktorler hem
baslangigta hem de yayilimda etkili olmustur. Bu iki yeniligin makroekonomik
gostergelere olan etkileri ve piyasa gelisimleri de sayisal olarak analiz edilmektedir.
Iki finansal enstriiman da Tirkiye finansal piyasasma ozgii spesifik ozelliklere
sahiptir ve bu durum ayni {iriin veya siireglerin aslinda farkli ek 6zelliklerinin ve
farkli sonuglarinin olabilecegini bize gostermektedir. Her iki finansal yenilik de
Tiirkiye’de onceden var olan bazi kurumsal ve kiiltiirel faktorlerle beraber bir
devamliligin gostergesi olarak tanimlanabilir. Bir tarafta tiilketim aligkanliklarmni,
diger tarafta da tasarruf aligkanliklarini yansitmakta olan bu geleneksel 6zelliklerden

ilki veresiye, ikincisi ise altin giinleridir.

Tiirkiye’de kredi kart1 piyasasinin gelisimine baktigimizda kiiresel piyasa yapisina
benzer Ozelliklere sahip oldugunu gozlemleyebiliriz. Ancak piyasa yerelde
farklilasma ge¢irmis ve kurumsal yapilarda cesitlilige neden olmustur. 1990’larin
sonundan itibaren Tiirkiye’de Onemli bir konuma yiikselen kredi kartlar1 ve
taksitlendirme 6zelligi, 2000’lerden itibaren ise tiiketimin belirleyici faktorlerinden
biri haline gelmistir. Yastik altindan finansal sisteme kazandirilan 6nemli bir finansal
varlik olan altinin bu entegrasyon siirecinde goriilen olaylar biitiinii ve stirecler de
calismamiz agisindan 6nemli sonuglar sunan bir ornektir. Altin Tiirkiye’de hane
halklar1 i¢in her zaman 6nemli bir yer tutmus ve kaydi olmayan bir tasarruf araci
olarak kullanmilmistir. Kiiltiirel faktorlerin ve teknolojik gelismenin biitiinlesmesi
sonucu incelemekte oldugumuz stiregler ortaya ¢ikmistir. Diger yandan bu yeniligin
ortaya ¢ikmasinin ilk basamagi Merkez Bankasi’nin diizenlemesi olmustur ve bu

diizenleme aninda karsilik bularak faydaya ¢evrilmistir.

Gelismekte olan {ilkelerde finansal yenilikler perspektifinden bakildiginda iki
finansal enstriimanin da piyasada genis bir katilimci tabani buldugunu ve bireylerin
finansal aktiviteye daha fazla dahil oldugunu belirtmek gerekmektedir. Bir yandan da
finansal yeniliklere bakis acgisin1 degistiren bu araclarin kurumsal yap1 faktoriiniin ne

kadar 6nemli oldugunu ortaya ¢ikartmasi agisindan dnemini vurgulamak lazimdir.
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Kredi kartlar1 6rnegi i¢in daha fazla veri ve tartisma bulunmasina ragmen altin i¢in
bu daha azdir. Ancak bu durum altin hesaplarinin bir finansal yenilik olarak

Ooneminin daha az oldugunu gostermemektedir.

Kredi kartlarinin kavramsal ve yapisal oOzellikleri ile piyasa durumunu daha iyi
anlayip bunu finansal yenilik yaziniyla bagdastirabilmek i¢in kredi kart1 literatiiriine
kisaca deginmeye ihtiya¢ vardir. Bununla beraber piyasa mekanizmasinin isleyisini
rahatga anlayabilmek adina belli basli baz1 kavramlara da yer verilmistir. Diinyada
O0deme sistemlerinin birbirine son derece benzer olmasi dolayisiyla kredi kartlarinin
da evrensel bir yapist vardir. Kredi karti yazininda 6ne c¢ikan konular tiiketici
tercihleri ve aligkanliklari, kart ag1 ve piyasa yapisi, rekabet ve fiyatlardir. Bunlarin
onemi Tiirkiye piyasasi incelenirken de goriilmiis ve tartismada bu konulara da yer
verilmistir. Calismamiz ayn1 zamanda kredi Kkartlarina ve taksitlendirmeye

Tiirkiye’de finansal yenilik perspektifinden bakmasiyla bir ilk olarak yer etmektedir.

Kredi kartlar1 teknolojik gelismelerin bir iiriinii olarak 6deme ve kredi islemlerinde
yeni bir ara¢ haline gelmistir. Miisterilerin kredi ge¢mislerinin bilgisayar
teknolojileriyle takip edilmesiyle beraber teminat gerektirmeyen bir iiriin olarak
zamanla yerini pekistirmistir. Kredi kartin1 ihra¢ eden ve kabul eden kuruluslar
acisindan yeni gelir ve gider kalemleri kredi kartlar1 sayesinde ortaya ¢ikmustir. iki
tarafli piyasa sistemi icerinde bir¢cok kullanici ¢ift yonlii finansal aktarim
mekanizmasina kredi kartlariyla beraber dahil olmustur. Kredi kartlar1 hem {iriin hem
de siirec yeniligi olarak karsimiza ¢ikarken taksit 6zelligi siire¢ degisikligine yonelik
katki saglamistir. Tirkiye 6zelinde taksitlendirmeye baktigimizda bunun piyasada
daha once kullanilan bir 6deme metodunun yenilenmis bir siiriimii olarak ortaya
ciktigini1 ve aslinda devamlilik arz eden bir siirecin var oldugunu sdyleyebiliriz. Bu
0deme metodu veresiye olmakla birlikte, kredi karti taksitleri bunu kisisellikten
cikararak kisisel olmayan ve finansal kuruluslarin araci oldugu bir sisteme
cevirmistir. Ek olarak, aligveris kiiltlirlinliin degismesiyle birlikte tliketicilerin biiyiik
perakendecilerden (aligveris merkezlerinden) mal ve hizmet almaya baglamasi ile
birlikte taksitlendirmenin ilk Ornekleri de buralarda goriilmeye baslanmistir.

Saydigimiz nedenlerle tiiketicilerin taksitlere daha kolay alismasi saglanmis ve
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bankalarin kredi kartlarina bu 6zelligi kazandirmasiyla beraber yayginlasmasi ¢ok
daha hizli olmustur. Bankalarin taksitle yapilan aligverisler dolayisiyla miisterilerine
ek maliyet ¢ikartmamasi da yine Tiirkiye’ye 0zgii bir durum olarak karsimiza

cikmaktadir.

Tirkiye’de kredi kart1 piyasasinin gelisimine baktigimizda kartlarin yabanci 6deme
ag1 sirketlerinin iilkemize girmesiyle ortaya c¢iktigint gormekteyiz. Ancak
Bankalararas1 Kart Merkezi’nin bankalarin ortakligiyla kurulmasi ve kredi karti
piyasasinin isleyisi ve kontrol mekanizmalarinin iyi diizenlenmesiyle birlikte
Tiirkiye’nin Avrupa’da ve diinyada hizla biiyliyen bir kart piyasasina sahip oldugunu
gormekteyiz. Finansal piyasada yer etmis diger iiriinlere gore karsilastirma
yaptigimizda yine hacim olarak kredi karti piyasasi onemli bir yere ulasmistir.
Bankalarin piyasaya sundugu kartlarin 6zel firsatlar sunan ve miisteri tabanim
artirmada etkisinin biiylik oldugu sadakat programlarinin var olmasi da yine bu
gelisimde etkilidir. Bu firsatlar arasinda en onemlisi kredi karti taksitleri olarak

goriilmektedir.

Perakende satis yapan biiyiik firmalarin uygulamalari ve bunun sonrasinda banka
kartlara gegisi, tliketicilerin kredi kartlarinda aradigi en onemli 6zelligin taksitler
olmasi, ¢ek ve senetle gergeklestirilen taksit islemlerinin elektronik ortamda
yapilmaya baslanmasi ve taksitli islemlere ait Tirkiye’ye O6zgii bircok o6zelligin
olmasi ile birlikte piyasa hizla gelismistir. Bu gelismeyi veriler yardimiyla takip
edebilmekteyiz. Inceledigimiz veriler arasinda kredi kart1 ve banka kart1 islem

hacimleri karsilagtirmasi, harcamalarin ortalama degeri, bireysel ve kurumsal taksitli
kart bakiyesi ile takibe diisen kredi kartlarmin toplam takipteki kredilere orani
bulunmaktadir. Bu verilerin incelenmesi ile birlikte elde edilen ¢ikarimlar 4.1.4
kismindan goriilebilir. Ayn1 zamanda yine taksitli satiglarin artmasiyla birlikte bunun
hane halki tiiketimine etkisi de tartisilmaktadir. Kredi kartlartyla yapilan
harcamalarin toplam tiiketim igerisindeki pay: ile tiiketimin gayri safi yurt ici
hasilaya orani verileriyle taksitin bir finansal yenilik olarak 6nemini gorebilmekteyiz.
Kisaca, kredi kart1 taksitleri yukarida listeledigimiz gostergelerin hepsinde 6nemli

yer tutmaktadir ve Tiirkiye i¢in 6nemli bir finansal yeniliktir.
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Altin hesaplar1 6rnegine baktigimizda ise yine kredi karti taksitlerine benzer olarak
onemli bir finansal yenilik oldugu sonucuna varabiliriz. Altin Tiirkiye’de her
kesimden insan i¢in kiiltiirel olarak ve bir tasarruf araci olarak 6nemli yer tutmustur.
Ancak Tiirkiye’de altin ¢ok yiiksek oranlarda fiziki olarak saklanmaktadir (yastik alti
altin). Piyasalarda finansal varlik olarak islem goren bir emtia olarak altin ise
genellikle kurumsal yatirimcilar i¢in bir ¢ekim alani olusturmaktaydi. Merkez
Bankasi’nin altim1  zorunlu karsiliklar igerisine alan diizenlemesiyle birlikte
bankalarin bu 6nemli emtiay1 finansal sisteme altin mevduatlar1 seklinde ¢ekmek i¢in

attig1 adimlar ve siire¢ geneli itibariyle onemli bir finansal yeniliktir.

Tiirkiye’de 6nemli bir sosyal ve ayni zamanda ekonomik aktivite olan altin giinleri
ise iizerinde calistigimiz finansal yenilik siireci iizerinde onemli bir etkiye sahiptir.
Bankalar altin giinli etkinliginin ismini ve bir bakima yapisin1 kullanarak tasarruf
sahiplerine hitap etmistir. Bankalarin diizenledigi etkinlikler ¢ercevesinde her tiirli
fiziki altin kabul edilmis, degerlemesi yapilmig ve ayni miktardaki karsilig
miisterilerinin altin hesaplarina yatirilmistir. Boylece bankalar 6nemli bir mevduat

kalemine daha sahip olmuslardir.

Merkez Bankasi’nin Rezerv Opsiyon Mekanizmasint bir politika aracit olarak
sunmasit ve zorunlu karsiliklarin bu mekanizma iginde efektif bir bi¢imde
kullanilmast 2011 yilinda baslamistir. Akabinde altin da kabul edilmeye baslanan
rezervler icerisinde yer almistir. BDDK’nin karariyla bankalara fiziki altin
toplayabilme yetisi kazandirildiktan sonra ise bankalar harekete gegmistir. Oncelikle
bankalar finansal yeniligi tanitim amacgh reklam kampanyalarina baslamislardir.
Kuyumcular ve altin isiyle ugrasan biiylik firmalarla ekspertiz i¢in anlasarak
subelerinde altin gilinleri dlizenlemeye ve cesit ayirt etmeksizin fiziki altin
toplanmaya baglamislardir. Bankalarin altin hesaplarinda biriken mevduatlart Tiirk
Liras1 mevduatlar1 yerine zorunlu karsilik olarak kullanmasi ile bankalar TL fonlama

kapasitesi bakimidan dnemli bir kazanim elde etmistir.

Sayisal verilere bakacak olursak altin hesaplarinin bir finansal yenilik olarak
piyasada ne derece etkili oldugunu kavrayabiliriz. Bu kapsamda Merkez Bankasi

altin rezervleri, toplam mevduatin toplam yiikiimliiliiklere orani, kiymetli maden
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depo hesaplarinin toplam mevduata orani ve altin mevduat hesaplarinin iilke
tasarruflarma oram kullamlmustir. Ozetle, inceledigimiz tiim bu verilerde 6nemli
degisiklikler olmus ve altin hesaplarinin piyasa ve makroekonomik degiskenlere

etkisi acik¢a goriilmiistiir.

Calismanin sonuglar1 besinci boliimde verilmektedir. Bu tez ¢alismasinda yazindaki
gelismekte olan tilkelerdeki finansal yeniliklere ait var olan boslugun doldurulmasi
hedeflenmistir. Uzerinde ¢alistigimiz Tiirkiye &rneginden de anlasilabilecegi gibi
finansal yeniliklerin gelismis {ilkelerden adaptasyonu ve yiikselen ekonomilerde
onceden var olan kurumsal miras eszamanli olarak finansal yeniliklerin ortaya

¢ikmasinda ve gelisiminde etkili olmustur.

Bu calismayla birlikte tanimsal kisitlar asilip farkli finansal yenilikler iizerinde
arastirma yapilarak silire¢ dinamiklerinin ve yerel ozelliklerin etkileri gdsterilmistir.
Farkli bi¢imde tasarlanmis finansal piyasalarin kendi dogalarindan kaynaklanan
nedenlerle gelismis ve gelismekte olan iilkelerde goriilen finansal yenilikler arasinda
da farkliliklar bulunmaktadir. Gelismekte olan iilkeler finansal yenilikler anlaminda
takipgiliklerini devam ettirseler de gelismis iilkeleri yakalamakta zamana ihtiyag
duyacaklar1 goriilmektedir. Bunun yaninda kurumsal farkliliklardan dolayr benzer

finansal yenilikler farkli yonlere dogru gelisimini siirdiirebilmektedir.

Tiirkiye Ornegi agisindan bakacak olursak; yukarida da tartistigimiz gibi kredi
kartlar1 digaridan alinmig bir iiriin olmasina ragmen yerelde goriilen gelistirmelerle
ve ek yeniliklerle farkli bir gelisim siireci olusmus ve farkli bir piyasa yapisi
yerlesmistir. Diger taraftan altin hesaplar1 6rneginde goriilen yenilikler tamamiyla
Tiirkiye’ye oOzgldiir. Kiiltiirel ve kurumsal etkiler bir yana regiilasyonun da
literatiirde bahsedilenden farkli bir etkiyle finansal yeniliklerin ortaya ¢ikmasinda bir
neden olabilecegi anlasilmistir.  Ayrica, Tirkiye orneginde yer alan finansal
yeniliklerin makroekonomik yapiya etkileri menkul kiymetlestirilen varliklarin

etkisine nazaran daha dogrudan olmustur.

Sonug olarak, finansal liberalizayon ve entegrasyonun hakim oldugu yakin donemde

finansal yeniliklerin nasil ortaya ¢iktigini kesin olarak belirlemek ya da gelismekte
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olan iilkelerin makroekonomik yapilarin1 kesin olarak hangi sekilde degistirdigini
aciklamak, her bir iilke ya da her bir finansal yenilige tek tek deginme imkani bu
caligmanin kisitlarindan dolayr bulunmadigi i¢in, miimkiin olmamistir. Ancak,
Tiirkiye Ornegi iizerinden calisilan iki finansal yenilie odaklanarak bu c¢aligma,
gelisgmekte olan bir {lkenin sosyokiiltiirel faktorleri ile uyarlanmis finansal
yeniliklerin nasil eszamanli var olabilecegini daha 1yi anlamamiza araci olmustur. Bu
calisma ileride yapilabilecek karsilagtirmali analizler ve kurumsal c¢alismalarin

temelini olusturabilecek alternatif 6nermeleri de saglamis bulunmaktadir.
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