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Executive Summary

Since the first day the journal began publishing, it has aimed to publish current, high-quality, and original
research articles. In the 31% Volume, in the 58" Issue, we are presenting twenty-one studies containing socio-
economic-based findings and examinations. This issue is structured with only research articles and econometric
models for practical applications, except a discussion-based study. While there are multiple reasons for the limited
inclusion of surveys, reviews, and theoretical studies in the journal, the primary reason is that research articles make
a valuable contribution to the field's knowledge with a solid theoretical and/or methodological foundation,
providing a critical, concise, yet comprehensive and contemporary examination of economics in real life and
practical applications.

The first study published in this issue of the journal analyses the regulatory role of perceived social support
among women working in Gaziantep during the 2020 COVID-19 pandemic on their work-family life satisfaction
and conflicts. The research was conducted through a survey involving over 500 employees working in four different
production and marketing sectors in three other companies. The study found a positive regulatory effect of family
support, while no significant impact was observed regarding private friendship status. Like the first, the second
study is applied, but it differs in that it examines research from an institutional perspective rather than an individual
one. This study evaluates the profitability of companies in the airline transportation sector using the Panel ARDL
method. The findings suggest that factors such as economic crises, economic growth rates, exchange rates, fuel
prices, and cargo tonnage all impact profitability; however, the influence of external environmental factors on
profitability is more pronounced.

The third study, serving as a macroeconomic analysis, aims to elucidate the role of institutional structure
in influencing the impact of monetary policy on economic growth. The study, which evaluated 37 high-income
countries, 19 upper-middle-income countries, and 19 lower-middle-income countries from 2002 to 2017, found
that institutional structures had a mitigating effect on countries in all groups except the lower-middle-income
category. The fourth study is a macro analysis investigating the causal relationships between Tiirkiye's economic,
financial, and political risk rates and CDS premiums from 2000 to 2020 using the Bootstrap TY asymmetric
causality test. The fifth study is a research investigation examining the use of drones for commercial product
deliveries in an era dominated by wars, and it concludes that the idea of utilising drones for product delivery and
incorporating new technology in logistics has garnered acceptance among individuals.

The sixth study focuses on the service quality of institutions providing preschool education, which is the
second-highest education group with the highest positive social externality. In this research, conducted during the
2020-2021 pandemic period in the cities of Izmir, Diyarbakir, Karaman, Kahramanmaras, and Zonguldak, it was
observed that parents' service quality expectations aligned with the physical attributes and empathy dimensions,
but the exact alignment was not the case regarding reliability. The seventh study also focused on the pandemic
period and explored the significance of asset quality within Islamic microfinance institutions. The eighth study,
conducted in the context of the recent pandemic, analyses the impact of democracy and political stability on
economic growth values in the emerging BRICS-T countries from 2002 to 2020.

From 2000 to 2017, the study examining the relationship between the informal economy and corruption
in the Economic Cooperation Organization (ECO) member countries was published in our journal as the ninth
study, representing significant research in the field of public financial policy. It is believed that the study also sheds
further light on understanding the Soviet role. The tenth article in our publication delves into the subject of green
supply, which is one of the manifestations of climate change in the production-consumption chain that has been
intensively studied scientifically in the past twenty years. The study evaluates the impact of information levels
belonging to green suppliers and green customers on organisations' green performance and the role of green
information systems in this relationship using 495 survey data from Bursa. The three studies following this research
focus on assessments related to the COVID-19 period and its aftermath. In the eleventh study, the experiences of
remote work for newcomers to the workforce are examined; the twelfth study investigates the impact of the
pandemic on travel agencies in Antalya known by tourism, and the thirteenth study explores the effects of the
pandemic on the financial performance of businesses in the BIST Tourism Index.

The second study in this issue, focusing on environmentally beneficial activities, is the fourteenth study
investigating the impact of economic growth, foreign investment, openness, renewable energy consumption, and
R&D on the ecological footprint. The study has found that in BRICS-T countries, an increase in per capita income,
openness, and foreign direct investments leads to an increase in the ecological footprint, while an increase in
renewable energy consumption and R&D expenditure has the opposite effect.



The fifteenth, sixteenth, and seventeenth studies published are excellent examples in the history of
economics, financial economics, and applied economics. The fifteenth study evaluates the approach to time in the
concept of value-equilibrium, which plays a significant role in A. Marshall's economic theory, the sixteenth study,
investigates financial development shocks in Mercosur countries. Using logistic regression analysis, the
seventeenth study examines whether the decisions in trade and Nizamiye Courts in the Ottoman Empire during the
19" century were biased. This last study serves as a fine example of the relatively few existing studies in applied
economic history.

The eighteenth study revolves around the geography of the Turkic World, which holds significant
historical and cultural value for Tirkiye. It investigates whether Turkish citizens perceive this region as a tourist
destination. As anticipated, the study results indicate that Turkish citizens find the region interesting, aligning with
the natural course of life. The ninth study, which employs the TOPSIS, a Multi-Criteria Decision Analysis
approach, ranks G-20 countries based on their energy production sources for sustainability between 2020 and 2022.

The twentieth study, published in this issue, is centred around one of the top three economic topics of the
last five years: blockchain. This study aims to examine the mediating role of supply chain transparency in the
impact of blockchain and the Internet of Things on business performance indicators. The final study in this issue is
highly successful research in fiscal economics. It analyses the convergence of public expenditures among the
European Union member countries using the club convergence approach, a facet of the topic that hasn't been
thoroughly examined in existing literature. According to the functional classification findings, it has been found
that member countries have converged in housing and community services expenditures and recreation, culture,
and religious services expenditures, despite that they have grouped under different clubs in terms of other
components. These findings indicate that member countries have different transition paths based on their public
expenditures.

Dear researchers, scientists, and readers, we hope you will share in the pleasure and academic enjoyment
we received while reading this issue. We sincerely appreciate the interest you have shown in our journal.

Sevilay Ece GUMUS-OZUYAR
Editorial Board Member



Editoriin Notu

Dergimizin yayimlanmaya basladig: ilk giinden bu yana amaci, giincel, kaliteli ve 6zgiin arastirma
makaleleri yaymlamaktir. 31. cilt 58. sayida sosyoekonomik temelli bulgu ve incelemeleri iceren yirmi bir
calismayi sizlerle bulusturuyoruz. Bu say1, tartigmaya dayali bir ¢alisma disinda, yalnizca aragtirma makaleleri ve
ekonometrik modellerle uygulama galismalar: ile yapilandirilmistir. Dergimizde derleme, inceleme ve teorik
caligmalara oldukga az yer verilmesinin birden fazla sebebi bulunmakla birlikte, arastirma makalelerinin saglam
teorik ve/veya metodolojik destekle alandaki bilgiye agik bir katki saglamasi ve gergek hayatta ve uygulamalarinda
ekonominin elestirel, 6zI1ii ancak kapsamli ve ¢agdas bir incelemesini gergeklestirmesi temel nedendir.

Dergide bu sayida yayimlanan ilk caligma, 2020 yilinda COVID-19 Pandemisi siiresinde Gaziantep’te
calisan kadinlarin algiladigr sosyal destegin, bu calisanlarin is-aile yasami doyumlar1 ve ¢atigmalarmnin tizerinde
diizenleyici rolinii analiz etmektedir. 4 farkl sektorde iiretim/pazarlama faaliyetleri yiiriiten 500 tizerinde ¢alisan
bulunan 3 firmada uygulanan anket ¢alismasi ile de aile desteginin olumlu diizenleyici etkisi oldugu saptanirken;
ozel arkadaslik durumuna dair bir etki saptanamanustir. kinci ¢alisma da birinci ¢alisma gibi uygulamali bir
calisma olup; birinci ¢aliymadan farkli olarak bireyden ziyade kurumlar cinsinden bir aragtirma yiiriitmistiir.
Havayolu tagimaciliginda faaliyet gosteren sirketlerin karlihiginin Panel ARDL yontemi ile degerlendirildiginde
ekonomik krizlerin, ekonomik biiyiime oranlarinin, déviz kurlarinin, yakit fiyatlarmin ve kargo tonaji gibi
unsurlarm timiiniin karhilik tizerinde etkisi oldugunu ancak dis ¢evre faktorlerinin bahsi gegen karlilik tizerindeki
etkisinin daha yogun oldugunu da ortaya koymustur.

Ucgiincii ¢alisma bir makroekonomi ¢alismasi olarak kurumsal yapmim para politikasimn biiyiime
tizerindeki etkisini ortaya koymay1 amaglamaktadir. 2002-2017 yillar1 arasinda 37 ytiksek gelirli, 19 tist-orta gelirli
ve 19 alt-orta gelirli iilkenin degerlendirildigi calisma, alt-orta gelir grubu disindaki, tilke gruplarinda kurumsal
yapinin olumsuz etkileri azalttigini saptamustir. Dordiincti ¢alisma da makro 6lgekli bir ¢alisma olup, Tirkiye nin
2000 ile 2020 yillar1 arasinda ekonomik, finansal ve politik risk oranlart ile CDS primi arasindaki nedensellik
iliskilerini Bootstrap TY asimetrik nedensellik testi ile incelemektedir. Besinci ¢alisma ise savaslarla domine edilen
son giinlerin en énemli konularindan biri olan drone’larm ticari gaye ile iiriin teslimatlar ile kullanilmasini konu
eden bir aragtirmadir. Caligmada, lojistikte yeni teknoloji kullaniminin ve iiriin teslimatlarinin drone’larla yapilmasi
fikrinin bireyler tarafindan kabul gérdiigii tespitinde bulunulmustur.

Pozitif sosyal digsalligi en yiiksek ikinci egitim grubu olan okul 6ncesi egitimin verildigi kurumlarin
hizmet kalitesi altinci galigmanin arastirma odagidir. 2020-2021 Pandemi déneminde Izmir, Diyarbakir, Karaman,
Kahramanmarag ve Zonguldak illerini degerlendiren ¢alismada fiziksel 6zellikler ve empati boyutlarinda 6grenci
velilerinin hizmet kalitesi beklentileri ile 6rtiistigii ve fakat giivenilirlik agisindan ayn1 durumun gegerli olmadigi
tespit edilmistir. Yine Pandemi dénemi ele alan bir baska galisma olan yedinci calisma ise, bu dénemde Islami
mikro finans kurumlarinda varlik kalitesinin 6nemini aragtirmistir. Son aragtirma dénemi itibari ile Pandemi’ye rast
gelen sekizinci ¢aligma ise son giinlerin yiikselen degeri BRICS-T iilkelerinde demokrasi ve politik istikrarin 2002-
2020 donemindeki ekonomik biiyiime degerleri tizerindeki etkisini analiz etmistir.

2000-2017 yillarinda Ekonomik Isbirligi Teskilat: (ECO) iiyesi iilkelerde kayit dis1 ve yolsuzluk iliskisini
inceleyen calisma, oldukca 6nemli bir kamu mali politikas1 aragtirmasi olarak dergimizde dokuzuncu sirada
yayimlanmaktadir. Caligmanin Sovyet roliiniin anlagilmasina ayrica 151k tuttugu distiniilmektedir. Son yirmi yilda
bilimsel olarak yogunlukla ¢alismalara konu olan iklim degisikliginin iiretim-tiiketim zincirine tezahiirlerinden olan
yesil tedarik hususu ise onuncu makalemizde ele alinmistir. Calisma yesil tedarikgi ve yesil miisterilere ait bilgi
diizeylerinin 6rgiitlerin yesil performanslar tizerindeki etkisi ve bu iliskide yesil bilgi sitemlerinin roliinii 495 anket
verisi tizerinden Bursa ile i¢in degerlendirmektedir. Bu ¢aligmayi takip eden ii¢ ¢alisma ise Coivd-19 dénemi ve
sonrast ile ilgili degerlendirmelerde bulunmustur. On birinci ¢alismada ise yeni baslayanlarda uzaktan ¢alisma
deneyimleri incelenirken; on ikinci ¢alismada salgmin bir turizm sehri olan Antalya’daki seyahat acenteleri
iizerindeki etKisi, on {igiincii alismada ise yine salginin BIST Turizm endeksi isletmelerinin finansal performansina
etkisi aragtirilmigtir.

Bu sayida dogaya yararli faaliyetlerden hareket ederek degerlendirmelerde bulunan ikinci ¢alisma,
ekolojik ayak izine ekonomik biiyiime, yabanci yatirim, disa agiklik, yenilebilir enerji tiikketimi ve Ar-Ge etkisini
aragtiran on dordiincii ¢alismadir. Arastirma BRICS-T iilkelerinde kisi bagina diisen gelir, disa agiklik ve dogrudan
yabanci yatinnmlardaki artiglarin ekolojik ayak izini artirdigimi ancak yenilenebilir enerji tiiketimi ve Ar-Ge
harcamalarindaki artiglarn tam tersi etki yarattigini tespit etmistir.

Yayimlanan arastirmalardan on bes, on alt1 ve on yedi siras ile iktisat teorisi, finansal iktisat ve uygulamal
iktisat tarihinin giizel 6rneklerindendir. On besinci aragtirma Marshall’in iktisadi teorisinin kokeninde 6nemli



fonksiyonlari olan deger-denge kavramlarinda “zaman”a yaklasim degerlendirilirken; on altinci ¢aligma Mercosur
iilkelerinde finansal gelisme soklarim arastirmaktadir. On yedinci ¢alisma ise Osmanli imparatorlugu’nun 19.
Yiizyilda ticaret ve nizamiye mahkemelerindeki kararlarin yanl olarak verilip verilmedigini lojistik regresyon
analizi yontemi ile arastirmaktadir. Ozellikle bu son galisma, literatiirde hali hazirda az sayida olan uygulamali
iktisat tarihi ¢aliymalarinin oldukga giizel bir 6rnegini teskil etmektedir.

Tiirkiye icin tarihsel ve kiiltiirel olarak bityiik 6nem ve deger igeren Tiirk Diinyasi cografyasini konu eden
on sekizinci caligma, Tirk vatandaglarmin bu cografyayr bir turizm durag: olarak goriip gormedigini
aragtirmaktadir. Calismanin sonuglari, hayatin dogal akisinda beklenildigi tizere, Tiirk vatandaslarmin bélgeyi ilgi
¢ekici buldugu yoniindedir. Cok Kriterli Karar Analiz Yontemlerinden TOPSIS’i kullanan on dokuzuncu ¢aligma
ise 2020-2022 yillar1 arasinda G-20 iilkelerinin enerji tiretim kaynaklarina gore siralamasin siirdiiriilebilir agisindan
yapmaktadir.

Son bes yilin en 6ne ¢ikan ilk iig iktisadi konusundan biri olan blok-zincir hususu bu sayimizda yaymlanan
yirminci calismanin igerigini olusturmaktadir. Bu calismanin amaci blok zincirin ve nesnelerin interneti
kullanimmin isletmelerin performans gostergeleri tizerindeki etkisinde tedarik zinciri seffafligimin aracilik roliini
incelemektir. Sayimmizin son caligmasi ise oldukc¢a basarili bir mali-iktisat arastirmasidir. Literatiirde sik
calisilmayan kuliip yakinsamasi yaklagimini ile Avrupa Birligi’ne tiye iilkelerin birbirleri ile kamu harcamalarinin
yakinsamasi analiz edilmektedir. Fonksiyonel siniflandirma bulgularina gére, iskén ve toplum refahu ile dinlenme,
kiiltiir ve din hizmetlerine iligskin harcamalarda iiye tilkelerin birbirine yakinsadigi; buna karsin diger bilesenler
baglaminda ise farkli kuliipler altinda toplandigi bulunmustur. Elde edilen bu bulgular, iiye tlkelerin kamu
harcamalar1 bakimindan farkli gegis yollarina sahip olduklarini gostermektedir.

Degerli aragtirmacilar, bilim insanlar1 ve okuyucular, bu sayimizi okurken aldigimiz zevke ve akademik
zevkimize ortak olacaginizi umuyoruz. Dergimize gosterdiginiz ilgiye samimiyetle minnettariz.

Sevilay Ece GUMUS-OZUYAR
Yaym Kurulu Uyesi
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Abstract

This research analyses perceived social support's moderating role on work-family life
satisfaction and conflict among female employees during the pandemic (2020) in Gaziantep.
Developed in industry and exports, Gaziantep has a high sector representation and employment rate.
A survey was conducted in 3 companies with over 500 employees carrying out production/marketing
activities in 4 different sectors to reach a sufficient sample size. The data obtained from 523 female
employees were evaluated with SmartPLS programs, and the effect was observed. However, the
moderator effect of the private friend dimension on both life satisfaction and job satisfaction could not
be determined.

Keywords : Pandemic, Women Employees, Perceived Social Support, Work-
Family Life Satisfaction, Work-Family Life Conflict, Smart PLS.

JEL Classification Codes:  M12, M15, M10.
Oz

Bu aragtirmanin amaci, Gaziantep’te pandemi doneminde (2020) kadin ¢aliganlarda algilanan
sosyal destegin, ig-aile yasam doyumlar1 ve ig-aile yasam catigmasi tizerindeki diizenleyici roliinii
analiz etmektir. Sanayi ve ihracatta gelismis, Gaziantep’in sektor temsil orani ve istihdam orani
yiiksektir. Yeterli orneklem biiyiikligiine ulasabilmek i¢in 4 farkli sektorde iiretim/pazarlama
faaliyetleri yiiriiten 500 tizerinde ¢aligani bulunan 3 firmada anket uygulanmis, 523 kadin ¢alisandan
elde edilen veriler, SmartPLS programlar ile degerlendirilmis, kadin calisanlarda aile desteginin
yasam Ve is doyumu tizerinde Ve arkadas desteginin is doyumu tizerinde diizenleyici etkisinin oldugu

goriilmiistiir. Ancak, 6zel arkadag boyutunun hem yasam doyumu hem de is doyumu iizerinde
diizenleyici etkisi tespit edilememistir.

Anahtar Sozciikler . Pandemi, Kadin Calisanlar, Algilanan Sosyal Destek, Is-Aile Yasam
Doyumu, Is-Aile Yasam Catigmasi, Smart PLS.

Y This study is derived from the PhD dissertation “Moderating role of work-family life conflict and family-work

life conflict of perceived social support of women employees on work and life satisfaction”.

Bu ¢alisma, 2021 yuinda Hasan Kalyoncu Universitesi Sosyal Bilimler Enstitiisiinde tamamlanan “Kadin
Calisanlarin Algiladiklar: Sosyal Destegin, Is ve Yasam Doyumlart Uzerinde Is-Aile Yasam ile Aile-Is Yagam
Catismasinin Diizenleyici Rolii” bashkly doktora tezinden iiretilmistir.

2



Golpek-Karababa, A. & M. Celik (2023), “The Moderating Role of Work-Family Conflict in The Effect of
Perceived Social Support on Work and Life Satisfaction of Women Employees”, Sosyoekonomi, 31(58), 11-41.

1. Introduction

From the first to today's societies, women are actively involved in economic life
inside and outside the home. In this process, while the woman prepares food and clothing
for the family at home, she also engages in agricultural activities outside the home. In the
process that started with globalisation, there are factors affecting female workforce
participation in business life. These factors are generally listed as economic, social, cultural
and legal reasons (Li & Wang, 2022; Gong et al., 2020). Due to these social and cultural
reasons, structural transformations took place in the traditional roles of family members,
social attitudes and orientations, and value judgments, and the first transformation emerged
as a decrease in the number of individuals in the family. These transformations in the cultural
and social structure did not abolish the family and its duties but only brought about
transformations in the traditional form of the family. Thus, the conventional multi-person
extended family type was replaced by the nuclear family consisting of parents and children.
When the number of dependents of women decreased, more women started to work in a job
(Fan & Poto¢nik, 2021).

Moreover, women can be expected to undertake more household and childcare duties
in countries where women’s employment and gender equality are advocated (Tu et al., 2022;
Hagquvist et al., 2017). Gender-based roles, which are the expected behaviour patterns from
men and women, in other words, the rules determined by society, are the behaviour patterns
individuals acquire afterwards and include various characteristics depending on the culture,
time and family. Even if women want to gain economic independence and have a job and
career, these are generally of secondary importance. They spend more time on home and
family responsibilities than men (Gong et al., 2023; Bhasin, 2003).

Unlike men, the women who participate in the working life must continue their
unpaid work due to their traditional roles, such as household chores and childcare. This
causes women employees to participate in the working lifeless, to concentrate on specific
occupations, to have limited opportunities for education and promotion, to work in low-
status, low-paid jobs and consequently to become second-class labour (Gong et al., 2020;
Uygur, 2018). It is argued that the family can be both a support and a source of conflict in
societies where collectivist and patriarchal structures are still prevalent (Aycan et al., 2005;
Ozen & Uzun, 2005). Long working hours in business life and women's employment make
women spend less time at home and fail to fulfil their family role responsibilities, which
leads to work-family conflict. Similarly, family-work conflict occurs when family
responsibilities debilitate the performance of the work role (Netemeyer et al., 2018).

In other words, the conflict between work and family life occurs on both sides, from
work to family and from family to work. Work-to-family conflict arises from the distribution
and amount of work time in business life and labour demands. On the other hand, family-to-
work conflict is caused by demands such as time spent for the family, the number of children
and the working time of the spouses. In some studies on this subject, it is observed that
whether or not the social support system is supportive of social relations in general depends
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on the individual's impressions, in other words, the perceived support (Friedman &
Greenhaus, 2000; Triestman, 2004; Islamoglu & Yildirimalp, 2014; Rose, 2017; Hagqvist
etal., 2017).

In general, social support is defined as the help by an individual provided for another
individual to make him/her feel good and to solve problems. On the other hand, perceived
social support is defined as the support that individuals perceive to receive from their family,
co-workers and friends outside of work. In the studies on this subject, it is observed that
individuals perceive social support from their work environment, their superiors and
subordinates, and this support, which is perceived in business life, impacts work satisfaction.
However, social support is often regarded as a concept outside work life (Lindorff, 2001).

Life and work satisfaction is defined as the reflection of the bad and good memories
of individuals in their lives and at the workplace, where they spend most of their lives with
their friends and family. These two concepts, which are intertwined, give meaning to and
complement each other, implying that the individuals reflect the effects of pleasant and
unpleasant moments, which are experienced with their friends or family, on their work and
life (Huang et al., 2023; Dikmen, 1995). Work satisfaction is often studied within the
framework of the consequences of conflicts in the business world (Grandey et al., 2005).
Such conflicts cause employees to experience stress and decrease work satisfaction and
perception (Zhaoa & Namasiyayam, 2012).

Some studies on this subject have examined social support in one dimension, and
some others in three dimensions: organisational support, manager support and co-worker
support (Li & Wang, 2022; Popoola & Fagbola, 2023; Ellis et al., 2023; Civilidag, 2011;
Kurt, 2013; Polatc et al., 2014; Cavus & Abdildaev, 2014; Atalay, 2017; Bas et al., 2019;
Bicen & Kog 2019; Gokaslan & Kanad, 2020). However, no study has been found in which
perceived social support for women employees is considered together with work-family life
satisfaction and work-family life conflicts.

This study, in which the effects of these three dimensions are evaluated together,
differs from similar studies. In this context, the study's primary purpose is to examine the
moderating role of the perceived social support of women employees on work-family life
and family-work-life conflict as well as work and life satisfaction. As a result of the study,
it is observed that co-worker and family support, one of the sub-dimensions of the perceived
social support in women employees, has a moderating role on work and life satisfaction and
work satisfaction, respectively. Moreover, it is established that family-work conflict, work-
family conflict and work-family conflict have a moderating effect on family and life
satisfaction, family and work satisfaction, and co-worker and work satisfaction, respectively.
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2. Conceptual Framework

2.1. Perceived Social Support

Social support is based on the assumption that individuals have such basic needs as
being trusted, respected, loved, valued and cared for by their environment. Definitions may
differ due to the emphasis on different dimensions of these needs. For example, Cobb (1976)
made one of the oldest definitions of the concept, and social support was defined as the belief
that individuals are loved and valued, and their well-being is considered necessary within
the framework of mutual social obligation.

According to Johnson and Sarason (1979), social support is a network of relationships
on which individuals can depend and the degree to which they benefit from social resources.
According to House (1981), instrumental, informational, emotional, and appraisal support,
and according to Sarason, Levine, Basham, and Sarason (1983), it is the presence and
availability of people who can be trusted and who are known to value, care about and love
us. Tardy (1985), on the other hand, suggests that social support is gathered under five
headings, and it is essential to use them while defining the concept. These are a) receiving
and giving social support- the direction; b) availability and usability of support resources-
the tendency; c) definition and evaluation of support; d) content of support such as
informational, emotional, instrumental and feedback support, and €) the support provided by
different social groups- social network support.

Based on K. Lewin's field theory and behaviour definition, social support serves
many functions. It is possible to list these functions as follows (Li & Wang, 2022):

e Giving emotional comfort to individuals by providing the services and materials
they need.

Guiding individuals to cope with their problems.

Providing feedback to individuals so that they can improve their performance.
Contributing to the adaptation and personal growth of individuals.

Reducing the adverse effects of stress by establishing interpersonal connections in
daily life and in times of crisis and need.

In recent studies, it is generally accepted that it depends on the individuals’
experiences and perceived social support, defined as the support they perceive from the
environment, whether or not the social support system supports social relations. It is
acknowledged that individuals' spouses, parents, siblings, children and relatives are of great
importance in the perception of social support, and the individuals’ character traits are also
significantly meaningful for the perception of social support (Kimberly et al., 2022; Bowling
et al., 2005). Although social support is mainly considered a concept outside of work life,
individuals perceive social support from their co-workers, superiors and subordinates, which
affects life satisfaction (Molina, 2021; Lindorff, 2001).
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2.2. Work Satisfaction

The concept of work satisfaction, which was first expressed in the 1920s and the
importance of which was understood in the 1930s-40s, was discussed in Hoppock's (1935)
study with the elements of work satisfaction and the relationships between performance and
productivity. The work satisfaction levels of the working staff and the expectations of
women and men employees from their work vary, and the work satisfaction levels differ
significantly. Studies on this subject show that significant differences exist between male
and female employees in terms of work satisfaction; women employees have a lower level
of work satisfaction than male employees, and it is more meaningful, especially among
employees with lower education levels. The study by Li & Wang (2022) determined that
working remotely with flexible working hours causes more job satisfaction in women than
men, which is more effective than reduced working hours. This is because male employees
need more due to their social roles than women who do not work; male employees work in
their current jobs because they cannot find a better alternative, even with low work
satisfaction levels. Moreover, this is also attributed to the difference in work satisfaction
levels and expectations of male and female employees, and the possibility of male employees
being rewarded, promoted and empowered is higher considering the enterprises’ advantages
offered to their employees (Hwang & Kuo, 2006). Work-life compatibility was investigated
during COVID-19 by applying an online survey in Spain conducted in the study; work-life
harmony is seen as a luxury in good times. It has been stated that in bad times, it has become
a necessity (Ortiz-Bonnin et al., 2023). Work satisfaction levels and expectations of working
women in this regard may be higher than male employees, as the education levels and the
opportunities offered to women employees in enterprises increase, and the work efficiency
of men and women employees is evaluated based on fair criteria. In other words,
expectations differentiate work satisfaction between men and women employees (Carlson et
al., 2000).

2.3. Life Satisfaction

Life satisfaction is the result or status individuals obtain by comparing what they
readily have to their expectations. Another definition refers to reaching the individual's
positive evaluation of his life based on the criteria in which the individuals determine the
perception of life standards according to the criteria they have established for themselves
(Kimberly et al., 2022; Deniz, 2006). In other words, life satisfaction includes the
individual’s life, which involves the work-life and family-life dimensions rather than a
situational assessment (Lin et al., 2020; Karaca & Dede, 2017).

It is generally recognised that an interaction between life satisfaction and work
satisfaction exists, and life satisfaction is an important factor for the quality of life, while
work satisfaction is considered an important factor for the quality of work life. The strong
relationship between work and life satisfaction increases the quality of work life.
Accordingly, dissatisfaction, disappointment, reluctance, and unhappiness in working life
affect the general life of the employees and decrease their life satisfaction (Tongshuang et
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al., 2020; Cegen, 2008). While work-life satisfaction is defined as the satisfaction of the staff
from the workplace, it is expressed as the awareness that an employee’s job and earnings do
not conflict with his needs and individual value judgments (Cevik & Korkmaz, 2014; Chen
& Powell, 2012).

Work-life satisfaction is also defined as a positive and happy mood based on the
employees’ experiences at work. The harmony between individuals’ pleasure and rewards
from their work and their expectations emerges in different forms, including their attitude
towards their work and the emotional reactions resulting from this attitude. While these
definitions demonstrate to what extent the expectations of the employees’ work satisfaction
are met, the relative excess of these expectations increases the work-life satisfaction level.
Work-life satisfaction expectations are often listed as wage, work itself, work safety,
promotion, management style, organisational culture and stress. Failure to meet these
expectations upsets life satisfaction when combined with demographic and personality-
related individual, organisational, family-related, and socio-cultural factors (Clinton et al.,
2020; Asan & Erenler, 2008; Turgut, 2010). A study determined that Tiirkiye is one of the
least egalitarian countries regarding gender equality among 16 European countries (Ollo-
Lépez & Goni-Legaz, 2017). For example, in societies that adopt more traditional gender
roles, such as in Tiirkiye, women are more likely to believe that home care and childcare are
their responsibilities (Irak et al., 2020).

Therefore, the social support perceived by individuals, the support provided by the
family, neighbours, relatives and friends in the solution of spiritual and financial problems
enables individuals to overcome the difficulties of social life and makes life easier. Provided
that this support is high, individuals will feel stronger, better, and happier and thus have a
better quality of life, even if the difficulties continue to be of similar severity; however, when
the perceived social support is low, it will have a negative impact on the life satisfaction of
individuals. This negative contribution will cause work-life and family-life conflict (Tu et
al., 2022).

2.4. Work-Family and Family Work-Life Conflict

Work-family conflict is defined as a state of tension or a form of intermediate role
conflict that arises as a consequence of the pressure on the individuals who have two or more
roles, in which the role demands that stem from the work and family life areas are not
mutually compatible in some aspects, while those individuals seek to fulfil the requirements
of these roles. In the few studies that have been conducted on this subject, it is observed that
perceived social support has a positive and significant effect on the perception and resolution
of the work-family conflict (Ortiz-Bonnin et al., 2023; Greenhaus & Beutell, 1985).

Individuals often adopt more than one role as they undertake different responsibilities
and duties within the scope of two critical dimensions: family life and work life. It may not
be possible for individuals to fulfil the roles they undertake in order and simultaneously.
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Success or failure in performing roles affects the quality of the work-family relationship
(Tongshuang et al., 2020; Ozdevecioglu & Doruk, 2009).

Conflict is the incompatibility of various roles in family and work life. The concept
of work-family life conflict has entered the literature, and role conflict has been conceptually
examined. It is maintained that if individuals assume more than one role, they experience
stress and tension. It is tough for them to adapt to a new role when they have accommodated
themselves to the role assigned to them by society, and this incompatibility is referred to as
conflict (Moustag et al., 2023; Efeoglu, 2006).

In one definition, work-family life conflict is defined as the conflict between family
and work role demands. In contrast, in another definition, it is stated as a process in which
individuals hesitate over various interpretations when conflict occurs because family and
work roles are demanded simultaneously. Attitudes of individuals, which are created in a
place (such as a family home), are affected by negative or positive reactions in another area
(such as work). Work-family conflict is also considered as harmful interference from
individuals’ family role to their work role or vice versa (Huang et al., 2023; Kolbas1 & Bagci,
2019).

In some studies that investigate the effect of gender on work-family conflict, it is
suggested that men experience less conflict than women and such family structural traits as
the fact that the number of children of the employees is high. They are young, the spouses
do not support each other, both spouses work, and the responsibility and care of children are
performed by only one of the spouses, causing work-family life conflicts, which generally
affects relationships negatively (Gutek et al., 1991).

3. Hypotheses

It is recognised in the literature that a close relationship between work satisfaction
and motivation theories exists. Individuals’ motivation and consequently obtaining pleasure
or satisfaction from their work lie behind such theories as Blau’s Social Exchange Theory,
Locke's Expectancy Theory, Maslow's Hierarchy of Needs, Eisenberger's Organizational
Support Theory, Vroom's Expectancy Theory, Herzberg's Double Hygiene Theory, Adams'
Equity Theory, and Salancik and Pfeffer's Theory of Interpersonal Comparison (Ortiz-
Bonnin et al., 2023; Ellis et al., 2023; Eginli, 2009; Kanbur et al., 2017).

Studies have demonstrated that the co-worker dimension, one of the sub-dimensions
of perceived social support, moderates work satisfaction. In the study of Polat¢1 et al. (2014),
the antecedents of life and work satisfaction factors were studied, and it was observed that
these factors affect work satisfaction positively. However, it is maintained that the life
satisfaction of the temporary village guards is significantly affected by the perceived
organisational support and commitment. The work satisfaction factor mediates this effect
partly, and a significant and positive relationship exists between work and life satisfaction.
In the study conducted by Ellis et al. (2023), it was seen that family support was effective in
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accepting or rejecting the job offer of an adult. In their study, Sergeant and Abdildaev (2014)
applied a questionnaire to 381 lecturers in 8 public higher education institutions in Bishkek,
Kyrgyzstan. According to the obtained data, it is determined that the social support that the
instructors perceive has a positive effect on work satisfaction, and the social support that
they perceive from their colleagues and management is the highest in terms of work
satisfaction factors.

From this point of view, the hypotheses of this research have been formed as follows:

H1: Perceived social support level positively and significantly affects work satisfaction.

H1a. Family support, one of the sub-dimensions of perceived social support, positively and
significantly affects work satisfaction.

H1b. Co-worker support, one of the sub-dimensions of perceived social support, positively
and significantly affects work satisfaction.

H1lc. Friend support, one of the sub-dimensions of perceived social support, positively and
significantly affects work satisfaction.

Improved work-family balance through less conflict between work and family
positively affects individuals' health. The study on this subject has found that the satisfaction
created by the work-family balance positively affects well-being (Ter Hoeven & Van
Zoonen, 2015). In a survey by Moustaq et al. (2023), in which work-life imbalance and the
relationship between work and family were investigated in Bangladesh, a questionnaire was
applied to 656 nurses, and it was found that work hurts the family. There is a positive
relationship between work-life imbalance. A study conducted with an employment specialist
in the USA determined that mothers are primarily engaged in childcare, and working
mothers are engaged in childcare more than three times per week than fathers (Friedman &
Greenhaus, 2000). In the study conducted by Molina (2021), it was stated that family,
cultural and economic factors significantly affect work and family conflict. Living in
different environments brings different solutions to the problem of work-family conflict.
This inequality between parents makes mothers remain under stress (Hochschild &
Machung, 2003).

Based on these findings, the following hypotheses have been built:

H2. Work-family conflict has a moderating role in the effect of perceived social support level
on work satisfaction.

H2a. Work-family conflict moderates the effect of family support, one of the sub-dimensions
of perceived social support, on work satisfaction.

H2b. Work-family conflict moderates the effect of co-worker support, one of the sub-
dimensions of perceived social support, on work satisfaction.

H2c. Work-family conflict moderates the effect of friend support, one of the sub-dimensions
of perceived social support, on work satisfaction.
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In studies investigating work-family conflict, it is found that work-family conflict
significantly reduces life satisfaction; it has a statistically significant effect, and this effect
is negative (Tongshuang et al., 2020; Huang et al., 2023; Triestman, 2004; Efeoglu, 2006;
Arslan, 2012; Akduman, 2015; Karaca & Dede, 2017) and a significant negative correlation
exists (Kossek & Ozeki, 1998; Allen et al., 2000). In the survey study conducted by
Tongshuang et al. (2020) on 14,910 female subjects in China, investigating the relationship
between work-family conflict and life satisfaction, it was found that work-family conflict
was negatively related to life satisfaction. In addition, it has been determined that work-
family conflict's effect on life satisfaction strengthens as age increases. In the study
conducted by Molina (2021), it was stated that family, cultural and economic factors
significantly affect work and family conflict. Living in different environments brings
different solutions to the problem of work-family conflict. In a study conducted by Huang
et al. (2023) on 197 couples in China, it was found that excessive workload affects work-
family conflict through work burnout.

In field studies, working mothers have stated that they struggle to perform more than
one duty at the same time due to time pressure; nevertheless, they experience a continuous
shortage of time (Molina, 2021; Tongshuang et al., 2020; Rose, 2017; Chen & Powell, 2012).

However, considering that online-assisted remote work at home, particularly in times
of COVID-19, allows many employees to spend more time with their families, the following
hypotheses have been developed:

H3. Family-work-life conflict has a moderating role in the effect of perceived social support
level on work satisfaction.

H3a. Family work-life conflict has a moderating role in the effect of family support on work
satisfaction, one of the sub-dimensions of perceived social support.

H3b. Family-work-life conflict has a moderating role in the effect of co-worker support, one
of the sub-dimensions of perceived social support, on work satisfaction.

H3c. Family-work-life conflict moderates the effect of friend support, one of the sub-
dimensions of perceived social support, on work satisfaction.

In the studies examining the relationship between perceived social support and life
satisfaction, it is observed that social support increases life satisfaction and a significant
relationship exists between the two; high levels of perceived social support affect
individuals' life satisfaction positively, and low levels of life satisfaction affect it negatively
(Popoola & Fagbola, 2023; Li & Wang, 2022; Lin et al., 2020; Giingor, 1996; Tiiztn, 1997;
Ozer & Karabulut, 2003; Sahin & Altintel, 2010; Baltact & Hamarta, 2013; Yasar et al.,
2014; Kagan et al., 2016; Boylu & Giinay, 2018). In a study conducted in Nigeria by Popoola
and Fagbola (2023), a questionnaire was applied to 926 library staff, and it was seen that
work-family balance, work motivation and job satisfaction had a significant effect on job
engagement. In a study conducted in China by Lin et al. (2020), it was observed that there
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was a remarkable rate of suicidal ideation among female subjects and that both work stress
and family stress differed significantly in this thought.

Within this framework, the following hypotheses have been formed:

H4: Perceived social support level positively and significantly affects life satisfaction.

H4a. Family support, one of the sub-dimensions of perceived social support, positively and
significantly affects life satisfaction.

H4b. Co-worker support, one of the sub-dimensions of perceived social support, positively
and significantly affects life satisfaction.

H4c. Friend support, one of the sub-dimensions of perceived social support, positively and
significantly affects life satisfaction.

In the studies which examine the effect of perceived social support on work-family
and family-work-life conflict, it has been found that this support positively and significantly
affects the perception and resolution of conflict (Kimberly et al., 2022; Tongshuang et al.,
2020; Popoola & Fagbola, 2023; Fan & Poto¢nik, 2021; Zin, 2006; Kili¢ & Sakalli, 2013;
Polat et al., 2018; Sirin & Yiicel, 2020). Similarly, it is maintained that work-family conflict
has an effect on work satisfaction and working women experience more work-family
conflict than working men (Xiao et al., 2023; Elbir, 2000; Eker et al., 2001; Efeoglu, 2006;
Tiifekei & Tifekgi, 2006; Karatepe & Tekinkus, 2006; Kilig et al., 2008; Bozoglan, 2014;
Dursun & lIstar, 2014; Akbolat et al., 2016). In a study conducted by Kimberly et al. (2022)
on 106 employees in the USA, it was observed that work-family conflict occurred at any
time of the day, and role flexibility did not change the relationship between work-family
conflict formation.

Based on these findings, the hypothesis of the study is established as follows:

H5. Work-family conflict has a moderating role in the effect of perceived social support level
on life satisfaction.

H5a. Work-family life conflict has a moderating role in the effect of family support on life
satisfaction, one of the sub-dimensions of perceived social support.

H5b. Work-family conflict moderates the effect of co-worker support, one of the sub-
dimensions of perceived social support, on life satisfaction.

H5c. Work-family conflict moderates the effect of friend support on life satisfaction, one of
the sub-dimensions of perceived social support.

Studies have focused on the result that work-related tension reduces work satisfaction
(Xiao et al., 2023; Fan & Poto¢nik, 2021; Basger et al., 2016; Revicki et al., 1991) and life
satisfaction (Carlson et al., 2000; Giirel & Altunoglu, 2016). A survey was applied to 502
full-time married workers in China by Xiao et al. (2023), and the effect of work-family
conflict on the individual's behaviour was investigated. It has been observed that work-
family conflict weakly impacts individuals with high levels of frugality. In the study
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conducted by Fan and Poto¢nik (2021), a questionnaire was applied to 10,983 female
employees, and it was determined that those in managerial positions bear the costs for
childcare and continue to work.

Based on this theoretical framework and the conducted studies, the following
hypotheses have been proposed to determine the relationship between work-related tension
and work satisfaction and life satisfaction:

H6. The family-work-life conflict has a moderating role in the effect of perceived social
support level on life satisfaction.

H6a. Family work-life conflict has a moderating role in the effect of family support on life
satisfaction, one of the sub-dimensions of perceived social support.

H6b. Family-work-life conflict has a moderating role in the effect of co-worker support, one
of the sub-dimensions of perceived social support, on life satisfaction.

H6c. Family-work-life conflict moderates the effect of friend support, one of the sub-
dimensions of perceived social support, on life satisfaction.

Accordingly, Study Model Figure 1 summarises the hypotheses.

Fig. 1
Study Model
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4. Methodology

Gaziantep, which has developed in industry and exports, is the 3 province
significantly contributing to the Turkish economy. It ranked 6th in industry and trade in
2022. Tirkiye’s exports amounted to $254.2 billion, and Gaziantep had a share of
approximately 4% with $10.52 billion. With 5 Organized Industrial Zones, Gaziantep has
high representation and employment rates because it has sectoral diversity.

In this framework, according to the compulsory insurance data of the Social Security
Institution (SGK) in September 2020, 79.241 active female employees in medium and large-
scale enterprises registered with the Gaziantep Chamber of Industry constituted the
population of the study, while the sample of the research consisted of 523 female employees
affiliated with three enterprises. Thus, a sufficient sample size was provided. X, Y and Z
enterprises carry out production and marketing activities in four different business lines;
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according to 2020 data, X enterprise has 750 employees, and Y and Z enterprises have more
than 500 employees.

The universe of this study, in which the moderating effect of social support perceived
by women employees on work-family life conflict on their work and life satisfaction is
investigated, consists of 79,241 active women employees who worked at medium and large-
scale enterprises registered in the Chamber of Industry in Gaziantep Province based on the
compulsory insurance data of the Social Security Institution (SGK) in September 2020. The
sample size was calculated at 383, considering the 5% margin of error within the 95%
confidence limits from the main population. The sample of the study consists of 523 women
employees, thus providing a sufficient sample size.

The scale developed by Netenmeyer et al. (1996) and adapted into Turkish by
Efeoglu (2006) has been used to measure the work-family and family-work conflicts of the
participants. The scale, which belongs to Hackman and Oldham and was adapted into
Turkish by Sesen and Basim (2010), was used to measure the general work satisfaction of
the employees. The life satisfaction scale was prepared within the framework of the causal
model developed by Diener (1985). Statistical analysis of the obtained data was made on
SPPS and SmartPls software.

4.1. The Results of the Study

The findings of the analysis conducted to determine the demographic characteristics
of 523 women employees who have participated in the study are as follows: Approximately
half of the participants (49%) are single, 43% are between the ages of 21-29, 1% are between
the ages of 50-55 and 43% had no children while 1% have four or more children. The spouses
of 73% of the participants are employed while 27% are unemployed; approximately 2% live
alone, and 52% live with their parents and siblings; about 33% are primary school graduates
and 5% are graduates. 82%, 14%, and 4% of the participants work in production,
administrative and other departments, respectively, while 52%, 43% and 5% have
permanent, contracted and different statuses, respectively; approximately 62% and 2% have
0-5 and 21 or more years of working time; 87% work six days a week and about 8% work
five days; about 46% work 10 hours a day and 2% work 14 hours a day, and about 36% have
a fixed working arrangement while 63% have a flexible working arrangement.

Considering the participants' wages in 2020, approximately 39% earn a monthly
income of between TL 1,700 and 2,699, and 2% make a monthly payment of TL 7,700 or
more. About 42% earn less than TL 2,300, which was the minimum wage in 2020, while
about 15% gain several times more than the minimum wage. These findings reveal that most
participants earn minimum wage and below, and most belong to the middle-income group.

4.2. The Results of Hypothesis Tests (Structural and Measurement Models)

Smart PLS, a second-generation statistical software, has been used to test
measurement and structural models in the study data analysis. This program is a least squares
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structural equation modelling software and can test complex models with an exploratory
approach. Moreover, this program can analyse different measurement types together and
work with measurement tools consisting of a single indicator; it does not require the
assumption of normal distribution and can also be used in cases where the sample is small
(Wong, 2013; Dogan, 2019).

4.3. Analysis of Measurement Model

In the study, a measurement model has been created to determine the moderating
effect of perceived social support on work-family conflict and family-work-life conflict on
work and life satisfaction. While the perceived social support variable, which has a level-
determining construct in the measurement model, was assigned as the independent construct,
family-work-life conflict and work-family-life conflict were assigned as moderator
variables, and work and life satisfaction variables were assigned as dependent constructs.

To evaluate the measurement model of the study, external indicator loads and their
significance, internal consistency reliability, convergent validity and discriminant validity
were assessed. Accordingly, the measurement model is presented in Figure 2.

Fig. 2
Measurement Model

ws1

ws2

WS4

ws3

R
Note 1: PSS, WS, LS, WFLC, FWC.

The values on the inner model demonstrate the path coefficients, that is, the standardised beta values (), the values on the outer model present the
indicator loads, and the values on the constructs show the coefficients of determination (R2).

According to Figure 2, question 3, which is related to the variable of work satisfaction
and questions 2 and 3, about the family-work-life conflict variable, have been excluded from
the analysis due to their low factor loads. Therefore, studies were carried out without using
these indicators in the measurement and structural models.
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4.4. The Results of Reliability and Convergent Validity

In the analysis of the measurement model, the internal consistency reliability of the
constructs, Cronbach's alpha coefficient (o), rho-A coefficient, combined reliability
coefficient (CR) and average variance explained (AVE) are considered. In this measurement
model analysis, convergent validity should be checked after internal consistency reliability
is ensured (Hair et al., 2017).

Convergent validity (CR) can also be checked over the average variance explained
(AVE) coefficient, in which case the AVE coefficients should be 0.50 and above. While it
is required that the external indicator loads be higher than 0.70 to ensure indicator reliability,
it is necessary to observe whether or not an improvement in the combined reliability and
AVE coefficients exists when the indicators in the range of 0.40-0.70 are removed from the
model. If no improvement exists, these indicators should be maintained, and the AVE
coefficients should be 0.50 and above (Latan & Ghozali, 2015).

Accordingly, the reliability and convergent validity data of the constructs in the
measurement model of the study are shown in Table 1.

Table: 1
Reliability and Convergent Validity Data
Constructs Indicators a rho_A CR AVE
Eamily 0,904 0,922 0,932 0,773
PSS Co-worker 0,887 0,898 0,921 0,745
Friend 0,891 1,086 0,917 0,735
WS Work Satisfaction 0,809 0,825 0,872 0,631
LS Life Satisfaction 0,828 0,872 0,877 0,591
WEFLC Work-Family Life Conflict 0,893 0,883 0,914 0,682
FWLC Family-Work Life Conflict 0,806 0,916 0,877 0,705

Source: The table was designed by the author.
Note: n = 523, PSS: Perceived Social Support, WS: Work Satisfaction, LS: Life Satisfaction, WFLC: Work-Family life conflict, FWC: Family-work life
conflict. a: Cronbach’s alfa, rho_A: Tarkkonen’srho_ A value; CR: Combined reliability, AVE: Average variance explained.

Based on Table 1, considering these indicators within the framework of the study
data, internal consistency reliability and convergent validity are ensured since the a, rho-A,
and CR coefficients for the PSS, WS, LS, WFC and FWC scales are more significant than
0.70, and the AVE coefficient is greater than 0.50.

4.5. Results of Discriminant Validity

According to the cross-loading analysis criterion, the indicator loads of a variable
should be higher than the indicator loads of other constructs to ensure discriminant validity
(Hair et al., 2017). Cross-loading data Table 2, Fornell-Larcker and Heterotrait-Monotrait
ratio (HTMT) criteria Table 3 and Table 4 have been evaluated in the analysis performed to
examine the discriminant validity of the constructs which are investigated within the scope
of the measurement model.
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Table: 2
Cross-Load Analysis Data

Constructs

Indicators Family FWC Co-worker LS Friend WFC WS

1Family 0,875 0,065 0,463 0,191 0,285 0,187 0,163
2Family 0,882 0,000 0,448 0,210 0,251 0,139 0,164
3Family 0,865 0,030 0,525 0,287 0,312 0,100 0,235
4Family 0,894 0,067 0,471 0,251 0,310 0,148 0,229
1Co-worker 0,536 0,053 0,867 0,237 0,411 0,066 0,225
2Co-worker 0,418 0,094 0,852 0,179 0,483 0,091 0,137
3Co-worker 0,488 0,037 0,860 0,199 0,512 0,004 0,235
4Co-worker 0,424 0,060 0,873 0,192 0,473 -0,031 0,202
1Friend 0,326 0,226 0,477 0,034 0,803 0,126 0,057
2Friend 0,314 0,248 0,427 0,069 0,860 0,106 0,033
3Friend 0,268 0,187 0,487 0,055 0,851 0,093 0,086
4Friend 0,280 0,177 0,482 0,156 0,912 -0,007 0,078
1IFWLC -0,008 0,740 0,033 -0,025 0,154 0,585 -0,010
4FWLC 0,094 0,870 0,057 -0,015 0,173 0,585 -0,059
5FWLC 0,019 0,900 0,069 -0,067 0,232 0,443 -0,022
1LS 0,187 0,034 0,160 0,779 0,111 -0,083 0,539
2LS 0,292 -0,083 0,227 0,848 0,078 -0,141 0,495
3LS 0,154 0,033 0,158 0,772 0,055 -0,036 0,414
4LS 0,281 -0,079 0,224 0,834 0,120 -0,114 0,371
5LS 0,032 -0,067 0,092 0,582 0,044 -0,122 0,268
1WFLC 0,087 0,477 -0,003 -0,102 0,093 0,848 -0,104
2WFLC 0,159 0,507 0,069 -0,106 0,089 0,877 -0,052
3WFLC 0,197 0,523 0,030 -0,134 -0,016 0,879 -0,032
4WFLC 0,111 0,589 0,036 -0,108 0,068 0,858 -0,047
SWFLC 0,156 0,443 0,096 -0,027 0,111 0,640 0,064
1wWs 0,252 0,096 0,157 0,393 0,074 0,033 0,777
2WS 0,182 -0,010 0,236 0,417 0,078 -0,115 0,840
4WS 0,155 -0,041 0,119 0,388 -0,013 0,037 0,766
5Ws 0,145 -0,160 0,211 0,529 0,081 -0,131 0,793

Source: The table was designed by the author.
Note: PSS: Perceived Social Support, WS: Work satisfaction, LS: Life satisfaction, WFLC: Work-family life conflict, FWC: Family-work life conflict.

Table 2 shows that the index loads of three sub-dimensions of perceived social
support (family, friends and private), family-work-life conflict, life satisfaction, work-family
life conflict and work satisfaction are higher than the loads in other constructs, and it is
concluded that discriminant validity is achieved.

According to the Fornell-Larcker (1981) criterion, it is considered whether or not the
square root of the average variance explained (AVE) value of a variable is greater than the
correlation coefficient with other variables (VAVE > ), and as a criterion, the square root of
the AVE value of an implicit variable is higher than the correlation with all other implicit
variables in the structure (Hair et al., 2019). These data can be expressed in bold where these
values are more significant than the different values in the rows and columns in which they
are and where discriminant validity is achieved. Fornell-Larcker criterion data are shown in
Table 3.
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Table: 3

Formell-Larcker Criterion Data
Constructs 1 2 3 4 5 6 7
1- Family 0,879
2- FWLC 0,047 0,839
3- Co-worker 0,547 0,067 0,863
4- LS 0,274 -0,048 0,236 0,769
5- Friend 0,333 0,230 0,542 0,112 0,857
6- WFLC 0,159 0,602 0,035 -0,131 0,066 0,826
7- WS 0,231 -0,038 0,237 0,548 0,078 -0,071 0,795

Source: The table was designed by the author.
Note: The values in bold indicate the square root of the AVE values, while the other values show the correlation coefficient between the variables.

Table 3, three sub-dimensions of perceived social support (family, friend, special
friend) achieve the discriminant validity of the work-family life conflict, family-work-life
conflict, work satisfaction and life satisfaction constructs.

The Heterotrait-Monotrait ratio (HTMT) presents the percentage of the mean of the
correlations of the indicators that belong to all of the structures in a model to the geometric
mean of the correlations of the indicators belonging to the same structure. The HTMT ratio,
which does not contain 1 (less than 1), indicates that discriminant validity is achieved (Hair
etal., 2017).

However, Henseler et al. (2016) have suggested a value of 0.90 and below for the
HTMT criterion and a weight of 0.85 and down if the constructs measured within the study's
scope are theoretically dissimilar. The Heterotrait-Monotrait ratio data (HTMT), another
indicator of discriminant validity, is presented in Table 4.

Table: 4
Data of Heterotrait-Monotrait Ratio (HTMT) Criterion

Constructs 1 2 3 4 5 6 7

1- Family -

2-FWLC 0,072

3- Co-worker 0,597 0,082

4-LS 0,276 0,110 0,258

5- Friend 0,379 0,276 0,610 0,100

6- WFLC 0,194 0,753 0,085 0,142 0,132

7- WS 0,262 0,133 0,261 0,655 0,098 0,126
Source: The table was designed by the author.

Table 4, discriminant validity is achieved as the HTMT ratios of FWLC, Co-worker,
LS, Friend, WFLC and WS constructs are low (<.85). Therefore, the constructs have differed
from each other.

4.6. Results of Structural Model Analysis

The bootstrapping method is used in the structural model analysis, where satisfactory
results are obtained from the measurement model analysis. In the resampling method, which
is applied based on the 5% confidence level with the bias-corrected and accelerated
confidence interval method, 5000 derivative sample numbers recommended by Hair et al.
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(2017) and Henseler et al. (2016) are preferred. The structural model of the study is presented
in Figure 3.

Fig. 3
The Structural Model of the Study
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Note: PSS: Perceived Social Support, WS: Work Satisfaction, LS: Life Satisfaction, WFLC: Work-Family Life Conflict, FWC: Family-Work Life
Conflict, P: Private Friend, F: Friends, Fmly: Family. The internal and external model values give the significance level of t statistics.

According to Figure 3, before evaluating the main findings for structural model
analysis, it is examined whether the model has a collinearity issue. The linearity problem
creates a bias in the regression results, and for this solution, high-order models that can be
supported by both the type of structure and the theory should be created. In the structural
model, it is demonstrated in Figure 4 that perceived social support from family has a
moderating effect on work satisfaction and H2 is supported.
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Fig. 4
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It is shown in Figure 6 that perceived social support from friends has a moderating
effect on work satisfaction, and H2b is supported.

Fig. 6
Moderating Effect
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It is shown in Figure 7 that perceived social support from family has a moderating
effect of work-family conflict on life satisfaction, and H5 is supported.
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Fig. 7
Moderating Effect 10 - Moderating Effect Slope Graphic
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Before evaluating the primary findings related to structural model analysis, it is
considered whether or not a linearity problem exists in the model. The linearity problem
creates bias in the regression results, and it is essential to create high-level models that can
be supported by both the type of structure and the theory to solve this problem (Henseler et
al., 2016).

While performing the regression analysis, multicollinearity problems must be
avoided among the variables in the model. Whether the implicit variables in the structural
model cause multicollinearity or not is evaluated because the VIF values of these variables
are more significant than 5. If the VIF value is greater than 5, a multicollinearity problem
can be concluded among the variables; 3-5 is acceptable, although it indicates the possibility
of multiple connections. This means the ideal VIF value among the variables should be less
than 3 (Hair et al., 2019).

While evaluating the variance inflation factor coefficients, internal VIF coefficients
are considered in reflective structures and external VIF coefficients in forming structures.
The variance inflation factor coefficients obtained as a result of the linearity statistics of this
study are presented in Table 5.
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Table: 5
Variance Inflation Factor Coefficients (VIF)
External Indicators VIF Internal VIF
Indicators and Coefficients Structures and Coefficients
FAMILY3 2,124 Family FWLC Co-worker LS Co-worker WFLC iSD
FAMILY4 2,677 Family - - - 1,623 - - 1,614
Cs1 2,267 FWLC - - - 1,808 - - 1,808
CS2 2,456 Co-worker - - - 1,900 - - 1,984
CS3 2,254 LS - - - - - - -
Cs4 2,493 Co-worker - - - 1,677 - - 1,697
FAMILY1 3,530 WFLC - - - 1,751 - - 1,771
FAMILY2 3,635 WFLC - - - - - - -
FRIEND4 2,092
FRIEND1 3,148
FRIENDI2 3,824
FRIEND3 2,264
FWLC 1 1,728
FWLC4 2,071
FWLC5 1,647

Source: The table was designed by the author.
Note: VIF: Variance inflation factor, PSS: WFLC, FWLC, WS, LS (all internal VIF values <5).

According to Table 5, the study's external indicator values (VIF) are less than 5; their
internal indicator values (VIF) are less than 3. These findings show that the study model is
free from the linearity problem (VIF<5; VIF<3 respectively). To evaluate the structural
model of the study, the coefficient of determination (R2) effect size f squared (2 effect size
and Stone-Geisser Q2 predictive power (Q2) are evaluated, and the model is checked for
linearity problem (Raithel et al., 2012).

Among the main findings of the structural model analysis, the determination
coefficient (R2) is primarily considered. The R2 coefficient measures the variance explained
on each dependent construct and demonstrates the explanatory power of the relevant model.
The R2 coefficient, which takes values between 0 and 1, approaching 1, indicates high
predictive power, although as a general criterion, the coefficients of 0.75, 0.50, and 0.25
indicate significant, moderate and low predictive power, respectively. However, in some
cases, even a numerically low coefficient of 0.10 can be considered satisfactory (Hair et al.,
2017).

The f2 effect value reveals the contribution of each independent and intermediate
construct to the prediction of dependent constructs in the model, which is the R2 coefficient
of the model. According to the f2 square criterion, values higher than 0.02, 0.15 and 0.35
indicate small, medium and large effect values, respectively (Cohen, 1988).

The Stone-Geisser Q2 predictive power coefficient (Q2) is used to test the
explanatory power of the study. The Q2 coefficient greater than zero indicates that the study
model is effective on the dependent construct. On the other hand, if it is equal to or less than
zero, the study model does not affect the dependent construct (Geisser, 1974; Stone, 1974).
The predictive power coefficients obtained for the structural model of this study are
presented in Table 6.
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Table: 6
Predictive Power Coefficients
Independent—Depend R2 Adj. R? 2 Q2
Family LS 211 1194 0,029 .092
Co-worker LS 0,009
Friend LS 0,001
WFLC LS 0,020
FWLC LS 0,004
Family WS .154 1136 0,016 .081
Co-worker WS 0,015
Friend WS 0,001
WFLC WS 0,003
FWLC WS 0,001

Source: The table was designed by the author.
Note: n = 523, WFLC: Work-family life conflict, FWLC: Family-work life conflict, LS: Life satisfaction, WS: Work satisfaction R?: Determination
coefficient, Adj. R?: Adjusted determination coefficient, f2: f square effect magnitude, Q?: Predictive power, g?: Partial predictive power.

According to Table 6, the determination coefficient (R2) explains the load of
independent variables on life satisfaction at 21% and work satisfaction at 15%. The total f2
coefficient of independent variables on life satisfaction is 0.029; the f2 coefficient in the
effect of independent variables on work satisfaction is 0.016. In other words, f2 effect
magnitude values contribute low (f2 = .029) to the R2 effect magnitude of independent
variables’ life satisfaction and again low (f2 = .016) to the R2 effect magnitude of life
satisfaction. The life satisfaction coefficient of the independent variables is 0.092, and the
work satisfaction coefficient is 0.081 (Q2> 0), which means that the study model does not
affect the dependent variable structure. After the effect magnitude findings, which are
discussed within the scope of the external model, the significance and direction of the path
coefficients, that is, standardised beta values (), which take values ranging between -1 and
+1, are evaluated to consider the effect magnitude of the internal model. Accordingly, the
findings obtained from the study are presented in Table 7.

Table: 7
Structural Model Path Analyses

Confidence | Confidence

Hypothesis | Substances B X S t p bias Interval Interval
(2,5) (97.,5)

Hla Family -> Work satisfaction 0,150 | 0,156 | 0,065 | 2,317 | 0,021* | 0,006 0,011 0,266
Hib Co-worker -> Work satisfaction 0,160 | 0,156 | 0,066 | 2,429 | 0,015* | -0,020 -0,077 0,245
Hilc Friend -> Work satisfaction -0,046 | -0,038 | 0,061 | 0,757 | 0,449 | -0,004 0,030 0,288
H2a Family -> Work satisfaction Moderator: WFLC -0,247 | -0,237 | 0,089 | 2,780 | 0,005* | 0,010 -0,393 -0,051
H2b Co-worker -> Work satisfaction Moderator: WFLC | 0,163 | 0,153 | 0,079 | 2,070 | 0,039* | -0,010 0,023 0,328
H2c Friend -> Work satisfaction Moderator: WFLC 0,033 | 0,031 | 0,078 | 0,420 | 0,675 | -0,002 -0,135 0,174
H3a Family -> Work satisfaction Moderator: FWLC -0,084 | -0,075 | 0,080 | 1,043 | 0,297 | 0,008 -0,248 0,064
H3b Co-worker -> Work satisfaction Moderator: FWLC | -0,018 | -0,001 | 0,080 | 0,230 | 0,818 | 0,018 -0,178 0,128

Friend -> Work satisfaction

H3c Moderator: FWLC 0,050 | 0,024 | 0,084 | 0,591 | 0,554 | -0,025 -0,102 0,221
Hda Family -> Life satisfaction 0,188 | 0,198 | 0,048 | 3,913 | 0,000* | 0,010 0,077 0,268
H4b Co-worker ->Life satisfaction 0,117 | 0,119 | 0,063 | 1,872 | 0,061 | 0,003 -0,102 0,229
H4c Friend -> Life satisfaction -0,027 | -0,014 | 0,055 | 0,498 | 0,619 | 0,001* -0,008 0,235
H5a Family-> Life satisfaction Moderator: WFLC -0,199 | -0,173 | 0,085 | 2,353 | 0,019* | 0,026 -0,346 -0,043
H5b Co-worker ->Life satisfaction Moderator: WFLC 0,233 | 0,142 | 0,211 | 1,104 | 0,269 | -0,091 -0,285 0,345
H5c Friend -> Life satisfaction Moderator: WFLC -0,004 | 0,016 | 0,067 | 0,066 | 0,947 | 0,021 -0,151 0,106
Héa Family -> Life satisfaction Moderator: FWLC -0,070 | -0,082 | 0,077 | 0,911 | 0,362 | -0,012 -0,203 0,107
H6b Co-worker -> Life satisfaction Moderator: FWLC -0,024 | 0,005 | 0,078 | 0,304 | 0,761 | 0,029 -0,177 0,107
Hé6c Friend -> Life satisfaction Moderator: FWLC 0,106 | 0,074 | 0,069 | 1,544 | 0,123 | -0,033 0,004 0,259
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According to Table 7, the path coefficient indicating the direct effect of the family
on life satisfaction is positive and significant. (§ = 1.88 t = 3.913> 2.50, p = 0.000 < 0.001).
The family has a positive effect on life satisfaction. The H4a hypothesis is supported.

The coefficient indicating the moderating effect of family dimension on work
satisfaction of work-family life conflict is negative and significant (B = -.247, t = 2.780 >
2.50, p = 0.005 < .010). The H2a hypothesis is supported.

Summarised data related to the results of the study hypotheses are shown in Table 8.

Table: 8
Summarised Results of Hypothesis Tests
Hypothesis Paths Coeff;’uents Result
Hla PSS (family) ->Work satisfaction 0,021* Supported
Hib PSS (co-worker) -> Work satisfaction 0,015* Supported
Hlc PSS (friend) -> Work satisfaction 0,449 Not supported
H2a Family -> Work satisfaction Moderator: WFLC 0,005* Supported
H2b Co-worker -> Work satisfaction Moderator: WFLC 0,039* Supported
H2c Friend--> Work satisfaction Moderator: WFLC 0,675 Not supported
H3a Family ->Work satisfaction Moderator: FWLC 0,297 Not supported
H3b Co-worker -> Work satisfaction Moderator: FWLC 0,818 Not supported
H3c Friend -> Work satisfaction Moderator: FWLC 0,554 Not supported
H4a PSS (family) -> Life satisfaction 0,000* Supported
H4b PSS (co-worker) -> Life satisfaction 0,061 Not supported
H4c PSS (Friend) -> Life satisfaction 0,619 Not supported
H5a Family -> Life satisfaction Moderator: WFLC 0,019* Supported
H5b Co-worker -> Life satisfaction Moderator: WFLC 0,269 Not supported
H5¢c Friend -> Life satisfaction Moderator: WFLC 0,947 Not supported
Héa Family -> Life satisfaction Moderator: FWLC 0,362 Not supported
Héb Co-worker -> Life satisfaction Moderator: FWLC 0,761 Not supported
Hé6c Friend-> Life satisfaction Moderator: AiC 0,123 Not supported

Source: The table was designed by the author.
Note: *, **, *** symbhols represent p < .05 significance level, p < .01 significance level, p < .001 significance level, respectively.

5. Discussion

In the study, which examines the moderator role of work-family life and family-
work-life conflict in the effect of perceived social support of women employees on their
work and life satisfaction, it is observed that approximately half (49%) of the participants
are single, 43% are 21-29 and 1% are 50-55. It is also observed that practically 54% of
women employees have children, spouses of 73% of the women employees are employed,
52% live with their parents and siblings, secondary school graduates are the majority with
nearly %46 (45.8%), 82% work in production, 52% are permanent staff, 62% have an
experience of 0-5 years, 87% work six days a week, 46% work 10 hours a day, and 63%
have a flexible working arrangement.

In addition, it is determined that in 2020, when the minimum wage was TL 2,300, the
percentage of those with a monthly income between TL 1,700 and 2,699 was approximately
39%, the percentage of those with a monthly payment of TL 7,700 or more were about 2%.
Thus, the rate of those who earned less than the minimum wage was nearly 42%, and the
percentage of those who made several times more than the minimum wage was about 15%.
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These findings clearly show that most participants belong to those earning minimum wage
or below.

The study established that the "family" dimension, one of the sub-dimensions of the
perceived social support level, moderates work satisfaction. This finding is consistent with
the theory that family life satisfaction and work-life satisfaction affect each other, and the
satisfaction obtained from work-life is reflected in family life. According to the results of
another analysis, the effect of work-family life conflict on life satisfaction is significant and
in the opposite direction, while approximately 27% of life satisfaction is explained by work-
family life conflict (Huang et al., 2023; Tongshuang et al., 2020; Higgins et al., 1992; Zhao
etal., 2011).

It is suggested that the life satisfaction of employees who receive family support
increases while the problems arising from their jobs decrease, within the scope of
satisfaction, which also overlaps with the theoretical studies showing the causal relationship
between work-family conflict and life (Carlson et al., 2000; Rode, 2007).

The friend dimension, one of the sub-dimensions of the perceived social support
level, is observed to moderate work satisfaction. This finding, which supports the H1lb
hypothesis, is also consistent with the study by Fan and Poto¢nik (2021) and Sergeant and
Abdildaev (2014).

The results of the studies conducted by Gong et al. (2023), Ortiz-Bonnin et al. (2023),
Li & Wang (2022), Bozoglan (2014) and Polat et al. (2018) support the H2a hypothesis that
"work-family conflict" has a moderating effect between the family dimension and work
satisfaction, which is one of the sub-dimensions of the level of perceived social support.

It is determined that the work-family conflict moderates the friend dimension and
work satisfaction, one of the sub-dimensions of the perceived social support level. In other
words, the H2b hypothesis is supported. This is consistent with the findings of studies by
Molina (2021), Huang et al. (2023), Kilig and Sakall1 (2013) and Sirin and Yiicel (2020).

The path coefficient indicating the direct effect of the family on work satisfaction is
positive and significant. In other words, the family dimension, one of the sub-dimensions of
perceived social support level, moderates life satisfaction. The H4a hypothesis is supported.
This finding is also supported by the studies conducted by Moustaq et al. (2023), Gong et
al. (2023), Netemeyeret et al. (2018), Giingor (1996) and Tiiziin (1997) on this subject.

It is observed that the family dimension, one of the sub-dimensions of perceived
social support level, moderates work-family conflict, and the H5a hypothesis is supported.
Similar results are also found in the study by Tu et al. (2022), Clinton et al. (2020) and Zin
(2006).

The friend dimension, one of the sub-dimensions of the perceived social support
level, is observed not to moderate life satisfaction and work satisfaction; the H4c and Hlc
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hypotheses are not supported. However, perceived social support in the literature is defined
as someone special to the individual (such as a date, fiancée or doctor) who plays a vital role
in the private life of the individual, apart from family and friends, and is accepted as an
important element of social support. In this respect, this finding, which does not comply with
the theory, can be explained by the demographic characteristics of the study sample, such as
about half (41%) being married and about half (47%) being over 30.

Similarly, it is seen that no moderating effect of work-family conflict exists between
one of the sub-dimensions of perceived social support level, friend dimension and both work
satisfaction and life satisfaction; furthermore, the H2c and H5c hypotheses are not
supported. Although no study on this subject has been conducted, this finding can be
explained by the fact that approximately half of the study's sample group is married and has
children, 27% of their spouses are not employed, and 52% are permanent staff.

The family dimension, one of the sub-dimensions of perceived social support, does
not have a moderating effect between work and life satisfaction on family-work conflict, and
H3a and H6a hypotheses are not supported. This result does not show parallelism with the
results of the study by Huang et al. (2023), Xiao et al. (2023), Popoola & Fagbola (2023),
Kimberly et al. (2022) and Triestman (2004).

It is observed that there is no moderating effect between the co-worker dimension,
which is one of the sub-dimensions of perceived social support, and both work and life
satisfaction on family-work conflict. Therefore, hypotheses H3b and H6b are not supported.
Similarly, there is no moderating effect of work-family conflict between the sub-dimensions
of perceived social support level, co-worker dimension and life satisfaction. The H5b
hypothesis is also not supported.

In most of the studies conducted in this area, however, it is determined that conflict
and satisfaction are negatively related variables, work-family conflict is negatively related
to work satisfaction, and family-work conflict does not have a statistically significant
relationship with work satisfaction. Therefore, this finding of the study needs to be more
questionable.

It is seen that family-work conflict does not have a moderating effect between one of
the sub-dimensions of perceived social support level, friend dimension, and both work and
life satisfaction. It is determined that the friend dimension, one of the sub-dimensions of the
level of perceived social support, does not moderate life satisfaction, and the H4b hypothesis
is not supported. However, this finding does not show parallelism with the results of the
studies conducted by Lin et al. (2020), Li & Wang (2022), Ellis et al. (2023), Carlson et al.
(2000), Giingdr (1996) and Tizin (1997). This can be explained by demographic
characteristics, such as most of the sample being single and young.
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6. Conclusion

This study was conducted at the beginning of the world's COVID-19 pandemic in the
world, and a survey was applied to women employees in different industries in Gaziantep,
an important industrial region of Tiirkiye. The survey application was performed in
enterprises operating in various production areas, mainly textile and food industries, with a
high female labour force employment rate. These women employees include both blue-
collar and white-collar staff. However, some enterprises have refused to participate in the
survey to protect the health of their employees due to Covid-19.

In terms of the effect of family-work and work-family life conflicts, a survey was
applied to the employees of the enterprises in different industries, with the concern that the
surveys conducted in the enterprises in the same industry might be misleading. It is realised
that few studies have been conducted on the effect of perceived social support, including
family, co-workers and friends, on work and life satisfaction. While most of these studies
include the family dimension, the co-worker dimension has been examined rarely, and the
studies on the friend dimension need to be included. Conducting studies on the friend
dimension can contribute to the literature. Moreover, the effect of perceived social support
in different sectors and business lines on work, life satisfaction, and work-family conflicts
can be investigated.

Employees and conditions may experience conflicts in the dimensions mentioned
above in the presence of flexible working arrangements and, consequently, hard work in the
busy seasons of the sectors. Working conditions, internal management or communication
problems, and communication problems between family and work are the problems
attributed to the organisation. To prevent these conflicts, private nursing homes and
kindergartens can be put into use under the responsibility of the institution where women
employees work, which alleviates the burden of the children or the patients whom they must
take care of. These are essential parameters that increase the loyalty of women employees
by enhancing their sense of belonging to the institution and making the time spent at work
productive.

The results obtained from this study can guide enterprises and organisations. The
results of such analyses can change the perspective of the enterprises on the staff, enable
them to consider the employees’ demographic characteristics and provide a framework for
the policy for increasing labour productivity. Protection and strategies that will reduce work-
family conflict and increase life satisfaction for middle-aged women. Organisational leaders
and policymakers can offer flexible work time and location to reduce work-family conflict
and prevent employee emotional disturbances. It is recommended that policymakers,
especially in the education sector, emphasise work-family balance, work motivation and job
satisfaction while planning to increase their employees' work commitment. In addition, it
should consider work motivation and work-family balance to increase its employees' job
satisfaction.
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This study aims to analyse the impact of traditional airline companies' internal and external
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Bu ¢aligmanin amaci, geleneksel havayolu sirketlerinin i¢ ve dis gevresel faktorlerinin Karlilik
tizerindeki etkisini analiz etmektir. Toplamda diinyanin farkli bolgelerinde faaliyet gosteren 17
havayolu ¢alismaya dahil edilmistir. Havayollarmin Karlihigini etkileyen i¢sel faktorler olarak yolcu
yiik faktorii, kargo ton-km ve destinasyon sayisi se¢ilmistir. Karliligi etkileyen dis gevresel faktorler
olarak GSYIH, petrol fiyatlar1 ve déviz kuru rakamlari kullanilmistir. Calismada Panel ARDL analiz
yontemi kullanilmistir. Aragtirmanin modelinde tiim degiskenler boliinmeden birlikte analiz edilmistir.

Sonug olarak segilen tiim degiskenlerin havayolu karlilig1 tizerinde etkisinin oldugu, ayrica dig gevre
faktorlerinin Karlilik tizerindeki etkisinin daha fazla oldugu gézlemlenmistir.

Anahtar Sozciikler : Havayolu Tasimacihig1, Karlilik, igsel Faktorler, Dis Cevre, Panel
Veri Analizi.
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1. Introduction

From a broad perspective, the aviation industry consists of a global system of
commercial airline companies, airports, fuel companies, air navigation service providers,
aircraft manufacturers, and aircraft maintenance companies. Air transport is a dominant
sector that connects the national economies, enables the wheels of the global economy to
turn, creates jobs for millions of people and contributes to the quality of modern life.

Globally, air transport provides services to almost every country and forms an
important part of the global economy. Airline transportation attracts more people’s attention
than other sectors in terms of the economic contribution it has created in the fields of tourism,
trade, employment and the amenities it offers to people.

Air transport is highly competitive and has low profit margins compared to other
sectors. On the other hand, air transport has an oligopoly market structure despite the
liberalisation practices whose market structure is getting deeper and broader (Wensveen,
2011: 177). In oligopoly markets, there is a relationship of interdependence between firms.
And firms influence each other through their decisions. For this reason, it is claimed that
airline companies stay away from price competition (Vasigh et al., 2018: 81). It is also one
of the sectors most affected by adverse events such as political, economic, terrorism,
epidemic, etc. For example, the terrorist attack on September 11, 2001, the global economic
crisis of 2008, and the latest Covid-19 pandemic have deeply affected the airline industry.
Considering these explanations, it can be argued that air transport is a difficult sector to
manage. Predictable and long-term profitability is the most critical factor for businesses to
continue their activities. Therefore, the profitability of airline companies has been put under
the spotlight within the scope of the study. In the study, the data of seventeen traditional
airline companies for 2003-2019 were examined using panel data analysis to analyse the
profitability of airline companies.

In the scope of the study, the analysis method and diagnostic tests will be included
after the literature review. In the last section, the test results obtained by the panel data
analysis method will be shared and interpreted in detail.

2. Literature Review

Oum and Yu (1998) used annual data to examine the profitability of 22 major airlines
for the period 1986-1995 with the APC (American Productivity Center) model. This study
analysed the effects of changes in airline transportation, efficiency increases and profit
margins on airline profitability. In the APC model, profitability is calculated as the ratio of
sales revenue to the total cost of inputs. As a result, it is seen that there are significant
decreases in price recovery rates over the ten years. To counteract such trends, airlines
increased their profitability in the 1990s by continually raising the efficiency ratio (Oum &
Yu, 1998).
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Wen (2012) used the data envelopment method to examine the financial performance
of thirty-eight international airlines operating in North America, Europe, Latin America,
Asia and the Middle East. Load factor, operational income from passenger transportation,
ratio of total income to scheduled income, indirect costs, tangible fixed assets and speed of
transfer of receivables were used as variables. The study showed the importance of reducing
expenses and high load factors on scheduled flights (Wen, 2012).

Brown (2016) researched 15-year data from 46 airlines. EBIT (pre-tax profit) was
determined as the dependent variable. The explanatory variables of the study were defined
as gross domestic product, tangible fixed assets, airline's liquidity, age and size, airline's
political connections and expenses incurred for lobbying activities. The study used fixed and
random effects models separately, and a positive relationship was found between
explanatory variables and profitability. It has been understood that the contribution of
political and lobbying activities is significant for airlines (Brown, 2016).

Gramani (2012) proposed a two-stage data envelopment analysis approach to
examine airlines' operational and financial performance in their study. The study analysed
the annual data of 34 airlines from Brazil and the USA from 1997-2006 by panel data
method. As explanatory variables, the load factor was determined as paid passenger mileage
(km), unit expenses per seat, offered seat mileage (km), fuel expenses, personnel expenses
and social benefits. As a result of the study, it has been argued that operational performance
is better than financial performance in emerging markets. Still, an increase in operating
performance only sometimes contributes to financial performance. In addition, the
correlation between operational and financial performance was found to be 0.49 in Brazilian
airlines and 0.60 in US airline companies (Gramani, 2012).

Using Granger's causality test, Fernandes and Pacheco (2010) study the causality
relationship between economic growth and domestic air passenger transportation in Brazil.
The economic growth rates of gross domestic product with the demand for total domestic
passenger-kilometre air transportation were used. As a period, the study covers the years
1966-2006. As a result, it has been determined that there is a one-way Granger causality
relationship between economic growth and domestic air transport demand in Brazil and that
it has high flexibility in the short term (Fernandes & Pacheco, 2010).

Zou and Chen (2017) examined how codeshare strategies and their structural
placement in global alliances can affect airline performance. Using a dataset compiled from
the annual reports of Flight Global and Airline Business, the study empirically investigated
the impact of code-sharing partnerships and global alliances on airline profitability.
According to the results based on a group of 81 airlines in the period 2007-2012, it showed
that the profit margin of an airline is positively related to the number of code-share partners
it had. In addition, as the share of an airline in the same global alliance increases, the profit
margin from code sharing also increases (Zou & Chen, 2017).
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Scotti and Volta (2017) examined the airline profitability change through the
Bayesian cost function estimator. It was a study of the 53 worldwide largest airlines between
1983-2010. As a result, continuous productivity improvement has been observed since the
early 1990s due to technological change. Also, it has been determined that the most crucial
reason for the fluctuation in profitability over the past decade was the change in input prices.
It has been evaluated that the increase in output prices is lower than the increase in input
prices, and the reason for this was that some of the gains from efficiency were transferred to
consumers. In general, it has been estimated that the cost-effectiveness increased from 0.67
in 1983 to 0.73 in 2010, with an average cost-effectiveness of 0.7 (Scotti & Volta, 2017).

Douglas and Tan (2017) examine whether the expansion in network access due to
establishing global airline alliances has increased profitability among the founding members.
In the study, the profitability of airlines was examined in two groups: pre-alliance and post-
alliance periods. In this study, the difference in difference analysis was applied. Various
airline-level, country level and global-level variables were included as control variables in
the study. The study found no evidence that forming global alliances increases airlines’
profitability or provides an economic advantage. (Douglas & Tan, 2017).

Uygur (2019) examined the macroeconomic effects of the eight countries determined
between 1991 and 2018 on air transportation using the panel data method. A total of 7
variables were used, including the number of passengers transported annually, ton kilometre
transported, carbon dioxide emissions, total number of flights, inflation rate, employment
rate and gross domestic product ratio belonging to the relevant countries. The study
examined the short- and long-term relationship between variables using the Panel ARDL
method. Two different analyses were performed in the study. The dependent and explanatory
variables are different in both analyses. A positive and significant relationship was found
between the number of passengers, economic growth, and employment rate, and a negative
and significant relationship with the inflation rate. (Uygur, 2019).

Xu et al. (2021) examined the profitability of airlines using LASSO analysis. They
used quarterly profitability figures for the three largest airlines in China and data on
exogenous factors. The result of the study is, in general, as follows. Despite the steady
increase in China's gross domestic product per capita, it has been found that this has yet to
have an absolute impact on the profitability of airlines. The main reason for this has been
suggested as the increase in fuel prices. In addition, the exchange rate has been identified as
a critical determinant of the profitability of Chinese airlines. (Xu et al., 2021).

Abbey (2016) examined the impact of hedging practices on profitability and, if any,
its degree in airline businesses. This study analysed only the use of hedging for fluctuations
in fuel prices. The quarterly profitability data of the hedged and unhedged airlines for 2001-
2012 were analysed and compared using the time series method. As a result of the study, it
was found that hedging practices significantly impact operating profit, and there are fewer
fluctuations in profitability. It has also been determined that hedging practices were a
restrictive factor in obtaining maximum profit (Abbey, 2016).
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Alahyari (2014) examined the return on equity of airline companies operating in
Turkey. In his study, company size, annual growth rate, total debt to total assets ratio, and
liquidity ratio were chosen as explanatory variables. As a result of the study, it has been
determined that the growth rate and liquidity ratio significantly affect the airlines'
profitability. In addition, the ratio of fixed assets to total assets negatively affects the
profitability of airline companies (Alahyari, 2014).

Aderamo (2010) examined the micro and macro factors affecting the passenger,
cargo and aircraft demand in Nigeria's national air transport between 1975 and 2006 using
multiple regression methods. Among the explanatory variables, the agricultural production
index, the manufacturing production index, the gross domestic product and the inflation rate
were important in explaining Nigeria's air transportation demand. He also argued that the
government should improve the transport system to promote domestic air transport demand
(Aderamo, 2010).

In their research on OECD countries, Kiigiikonal and Sedefoglu (2017) examined the
relationship between economic growth, tourism and employment data for the years 2000-
2013 obtained from the World Bank's data set and airline transportation using Granger
causality analysis. As a result of the study, it has been determined that there is a one-way
short-term causality relationship between economic growth, tourism, employment and air
transport, and these factors play an important role in the growth of air transport (Kiigiikonal
& Sedefoglu, 2017).

Kiract and Battal (2018) examined the relationship between Turkey's domestic
passenger demand, international passenger demand and international cargo demand and
Turkey's macroeconomic variables between 1983 and 2015 using the VAR analysis method.
The findings obtained from the study have determined that the variables of income per
capita, gross domestic product and consumer price index significantly affect domestic and
international passenger demand. In addition, it was concluded that the variables of the gross
domestic product and the industrial production index affected the demand for international
cargo (Kirac1 & Battal, 2018).

When we look at the studies in the literature, it is understood that the studies
examining the profitability of the airlines in terms of both the sample and the explanatory
variables used are in a limited area. While the studies in the literature explain profitability,
they only focus on internal or external factors as explanatory variables. In addition, airlines
of a region or a country were used as a sample. In this study, the profitability of airlines was
examined by considering internal and external factors together. In this regard, it will fill this
gap in the literature. In addition, leading airlines from different countries were included in
the sample.
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3. Data and Methodology

In this study, traditional airline companies were preferred among airline companies
according to their business model. Flag carrier airlines of the countries that are prominent in
air transportation globally are included in the analysis. The study sample consists of
seventeen publicly traded airlines selected from different countries. The time dimension of
the study is limited by the data for the years 2003-2019. For a more comprehensive analysis,
airlines worldwide were included in the sample. The selected airlines are the most significant
and best-known companies in their region. It aimed to have more airlines in the sample, but
each company's data in the relevant years could not be reached. Therefore, the model was
limited to 17 airlines. The data obtained for the analysis in the study were acquired from the
financial statements, annual reports and World Bank Open Data published annually by the
relevant airline companies. The list of airlines that are the subject of the study is given in
Table 1.

Table: 1
Airline Companies Included in the Study

No Airline Name No Airline Name

1 Turkish Airlines 10 S.AS

2 Air France 11 Korean Air

3 Lufthansa 12 Japan Airlines

4 Air Canada 13 Singapore Airlines

5 Air China 14 American Airlines

6 Qantas Air 15 Aeroflot

7 British Airways 16 Delta

8 Emirates 17 LATAM Airlines

9 Iberia

Table: 2
Abbreviations and Definitions of Variables

Variables Symbol Explanation
EBITDAR INEBITDAR Profit Before Tax, Interest, Depreciation and Rent. The dependent Variable
Load Factor LF Revenue Passenger Km. / Available Seat Km. Independent V.
Cargo Tonne Km INCTKM Total weight of cargo transported * Transport Distance Independent VV
Flight Network FN Number of flight destinations Independent V
Fuel Price InFP Annual Average Price of Jet Fuel Independent V/
GDP LnGDP Gross Domestic Product Independent V/
Exchange Rate LnER Local currency value / Dollar Independent V/
2008 Crisis DV Dummy Variable Independent V

The EBITDAR value of the 17 airline companies listed in Table 1 above for 2003-
2019 was determined as a dependent variable. As explanatory variables, load factor, number
of flown points, cargo ton-km value, fuel price, GDP and exchange rate were selected. As
stated earlier, the panel data analysis method was used to measure the effect of the
explanatory variables in Table 2 above on EBITDAR. The panel data method is a method in
which time series and horizontal section analysis can be used together. Both time and cross-
sectional dimensions are included in the study (Gujarati, 2011). The panel data method can
be defined as gathering cross-section observations such as countries, firms, households,
people, etc., within a certain period (Tatoglu, 2013).
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EBITDAR: It is the airline's profit before interest, tax, depreciation, and aircraft
lease. Airlines generally give more importance to the EBITDAR value in their evaluations
in terms of operational performance. For this reason, EBITDAR will be included in the
analysis as a dependent variable in the study.

Load Factor (LF): An airline with high occupancy rates often generates high unit
revenues and can maintain profitability. Load Factor, a measure of an airline's capacity, is
the ratio between RPK (Revenue Passenger Kilometres) and ASK (Available Seat
Kilometres).

Cargo Tonne Km (CTKM): Cargo transportation significantly financially
contributes to airline companies. The contributions of air cargo transportation to the
enterprises' profitability were considered. In this context, the cargo-tonne-kilometre variable
was added to the model as one of the explanatory variables. Cargo ton-km is the distance in
each flight leg multiplied by the weight of the cargo carried on these legs.

Flight Network (FN): Airline companies aim to increase their market share to
compete with their competitors. One of the critical strategies they implemented in this regard
was to expand the flight network. For this reason, the number of destinations to which the
airlines fly has been added to the model as an explanatory variable. Within the scope of the
study, the number of destinations declared by the airlines at the end of the year was taken as
a reference.

Fuel Price (FP): Jet fuel cost is one of companies’ most significant expenses.
Therefore, the change in the fuel price can directly affect the air ticket prices. It also affects
profitability. Within the scope of the explanations, the annual average fuel price published
by the World Bank was added as an explanatory variable to measure the effect of the change
in fuel prices on profitability.

Gross Domestic Product (GDP): Historically, it is clear that there is a close
relationship between air transport and economic indicators. Along with economic growth,
significant increases are experienced in passenger and air cargo demand. In addition,
economic growth is an important indicator that airlines take as a reference in their investment
decisions. To measure the effects of GDP on air transport, the annual GDP figures of the
countries in which the airlines operate are added to the model as an explanatory variable in
dollars.

Exchange Rate (ER): Since the aviation sector is international, airline companies
use different currencies. Airlines make a significant part of their expenditures in foreign
currency, and foreign currencies have a significant share in their revenues. For this reason,
fluctuations in exchange rates can have a significant impact on the profitability of
companies. To measure the effect above, the annual dollar exchange rates of the countries
were added to the model as an explanatory variable.
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2008 Crisis (Dummy Variable): Our data set is between 2003 and 2019. For this
reason, it was added to the model as a dummy variable to measure the effects of the global
crisis experienced in 2008 on airline transportation. Years of crisis were classified as 1.

4. Diagnostic Tests and Results

Various tests were performed to determine the most accurate estimator in this part of
the study, and their results were reported. First, descriptive statistics and correlation tests
related to variables are included. The descriptive statistics of the airline companies regarding
the data for 2003-2019 are shown in Table 3 below. The total number of observations,
average, standard deviation, minimum and maximum values of the airlines in the study are
given in the table. In addition, the correlation results between the variables are shown in
Table 4.

Table: 3
Descriptive Statistics

Variables Observations Mean Standard Deviation Min. Max.
INEBITDAR 289 21.34512 0.831938 17.97471 23.15547
LF 289 77.98125 4,801069 61,4 87,9
INCTKM 289 4493,655 3316,676 370,182 13730
FN 289 2,068235 0,669796 0,871 3,08
InFP 289 196,7059 103,9399 48 770
LnGDP 289 28.08339 1.336181 25.04930 30.69322
LnER 289 109,4702 285,9732 0,49977 1276,93
2008 Crisis 289 0,117647 0,322748 0 1

Table: 4
Correlation Test Results
ebitdar loadf cartkm destpoint fuelprice gdp currency

INEBITDAR 1.0000
LF 0.4229 1.0000
INCTKM 0.7157 0.2474 1.0000
FN 0.5349 0.4205 0.2433 1.0000
InFP 0.0621 0.2492 0.0338 0.0722 1.0000
LnGDP 0.4042 0.2083 0.1507 0.5971 0.1373 1.0000
LnER -0.1151 -0.1384 0.2320 -0.2891 -0.0215 -0.1961 1.0000

4.1. Cross-Sectional Dependence Test Results

In this part of the study, it was tested whether there is a horizontal section
dependence. Neglecting the horizontal section dependence in panel data analysis can cause
significant problems with estimators' effectiveness and the results' reliability (Phillips & Sul,
2003). A cross-sectional dependence means a correlation between the decimals obtained for
each unit that makes up the model. (Tatoglu, 2017). In the panel data analysis, Robertson
and Simons (2000), Anselin (2001), and Pesaran (2004) evaluated the necessity of horizontal
section dependence tests in detail in their studies. (Breusch & Pagan, 1980; Pesaran, 2004).

When the literature is examined, it is seen that many tests have been developed to
test the horizontal section dependence. Which test will be applied differs according to the
time and cross-sectional size of the panel. In the panels where the time dimension is larger
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than the horizontal cross-sectional size (T>N) Breusch and Pagan (1980) LM test, in the
panels where the time dimension is smaller than the horizontal cross-sectional size (T<N)
Pesaran LM test is used to test the horizontal cross-section dependence. Pesaran (2004)
developed the CDLM test, which is valid in both cases in terms of time and cross-sectional
size (T>N or T<N) and gives results that have an average zero (Pesaran, 2004).

Although the group average was zero in the CDLM test developed by Pesaran in
2004, the average of each horizontal section in the panel differs from zero. Therefore,
deviations may occur in the calculated results. Pesaran et al. (2008) corrected this deviation
in the results by adding the variance and the mean to the test statistics (Mercan, 2014). This
test deviation has been passed to the literature as a corrected LM test, the CDL Mg test. The
mathematical equations of the CDLM and CDLMg; tests are shown in equations 1 and 2,
respectively.

COLM =TES! )y, pf =0 &y
After adding the variance and the mean to the CDLM test, the CDL Mg test statistics
were created (Pesaran et al., 2008).

1
2 2wN-— o (T-K-1)pij—Rrij
CDLMadj = (m)z ?1:11 ?I:i+1 piijij’T’N(O,l) (2

The hypothesis of the test Hoand H; is as follows.

Ho: There is no horizontal section dependence,

Hai: There is a horizontal section dependence.

In Table 5 below, the LMCD test proposed by Peseran (2004) and Pesaran et al.
(2008) LMCDqgj (Bias adjusted LM) test results are included. As seen in the table, both test
results are above the value of 0.05. In this case, no cross-sectional dependence between the
units is established as the Ho hypothesis is accepted.

Table: 5
Horizontal Section Dependence Test Results
Test Statistics P value
LM Adj# 0.1192 0.9051
LM CD# -0.24 0.8140

Notes: #: two-way testing, *** significant at 1%; ** significant at 5%; * significant at 10%.

4.2. Unit Root Test Results

Many tests are developed to test the stationarity of series in panel data analysis.
Which tests to choose from varies according to the horizontal section dependence test results.
Therefore, the horizontal section dependence test was performed first. According to the
horizontal section dependence test results, Ho, the hypothesis has been accepted, and it has
been concluded that no cross-sectional dependence exists. As a result, the lack of cross-
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sectional dependence requires first-generation panel unit root tests to be performed. For this
reason, the Fisher Extended Dickey-Fuller (Cross-Sectionally Augmented Dickey-Fuller)
unit root test as the first generation has been applied.

Table: 6
Fisher ADF Unit Root Test Results
Test Statistics FISHER ADF Test Statistics

Constant P Value Constant +Trend P Value
INEBITDAR 0.0793 0.53 0.4815 0.68
LF 1.1131 0.86 -0.6509 0.25
INCTKM 0.6257 0.73 0.4643 0.67
FN 1.0224 0.84 -1.1336 0.12
InFP 1.0898 0.13 1.0694 0.85
LnGDP -0.9889 0.16 0.6209 0.73
InER 2.6236 0.99 2.1729 0.98

Test Statistics FISHER ADF Test Statistics

Constant P Value Constant +Trend P Value
AINEBITDAR -11.9995 0.000*** -2.5292 0.005***
ALF -4.0147 0.000*** -5.6420 0.000***
AInCTKM -6.2695 0.000%*** -3.4158 0.000***
AFN -4.2907 0.000*** -2.7066 0.003***
AlnFP -2.3102 0.011** -1.8838 0.031**
ALnGDP -5.6637 0.000*** -0.6131 0.000***
AINER -5.1373 0.000.*** -6.0885 0.000***

Notes: ***significant at 1%; **significant at 5%; * significant at 10%. The delay length was determined according to the SIC (Schwarz Info Criterion)
criterion. 4, denotes the first degree of difference of the series.

Ho The hypothesis is that all units contain the unit root.

H1 The hypothesis is that at least one unit is stationary.

According to the first-generation Fisher ADF test results in Table 6 above, when the
first difference of the series is taken, the Ho hypothesis has been rejected. It is seen that the
series are not stationary at level 1(0), and after taking the first difference, the series are
stationary in I(1).

4.3. Panel Cointegration Test Results

Cointegration in panel data analyses means a long-term relationship between the
series that cannot be stationary at level 1(0) and are I(1) stationary when the first difference
is taken. The Kao cointegration test was preferred to test the existence of panel cointegration.
The Kao Cointegration test results are shown in Table 7 below.

Table: 7

KAO Cointegration Test Results
Test Statistics P Value
Modified Dickey-Fuller t -3,6445 0,000***
Dickey-Fuller t -4,3291 0.000***
Augmented Dickey-Fuller t -3,2286 0,000%***
Unadjusted modified Dickey-Fuller -6,6058 0.000***
Unadjusted Dickey-Fuller t -5,4279 0.000***

Notes: ***significant at 1%; **significant at 5%; * significant at 10%

Ho There is no cointegration.

Hai There is a cointegration for the entire panel.
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According to Table 7 above, the Ho hypothesis is rejected in all tests conducted at the
99% confidence level. As a result, it is concluded that there is a cointegration or a long-term
relationship between the series.

4.4. Autocorrelation Test Results

One of the main assumptions of the linear regression model is that there is no
relationship between error terms. If there is a relationship between error terms in any
observation, an autocorrelation problem is encountered in the model. Autocorrelation in
linear panel data models reduces the effectiveness of the results because it deflects standard
errors. Therefore, it is important to determine the presence of autocorrelation in the panel
data model (Drukker, 2003). Many tests for autocorrelation have been proposed in panel
data models. In this study, the autocorrelation test proposed by Wooldridge (2002) was
applied, and the related test results are given in Table 8 below.

Table: 8
Wooldridge Autocorrelation Test Result
[ I Test Statistics I P Value |
[ Wooldridge Test | 0.259 | 0.617 |

Notes: ***significant at 1%; **significant at 5%; * significant at 10%
Ho The hypothesis is that there is no autocorrelation.

H1 The hypothesis is that there is autocorrelation.

According to the Wooldridge autocorrelation test result given in Table 8 above, the
Ho hypothesis could not be rejected, and it was determined that there was no autocorrelation
problem in the panel.

4.5. The Result of the Varying Variance Test

Linear regression models assume that the variance of the unit values of the dependent
variable will remain constant while the unit values of the independent variables change. In
the literature, the fixed variance (homoscedasticity) is called for this assumption (Gujarati,
2009). If the variance of the error term is different, there is a varying variance
(heteroscedasticity). In the case of changing variance, estimators maintain the property of
neutrality and consistency but lose their effectiveness (Yamak & Koéseoglu, 2006). In the
scope of the study, Breusch-Pagan and LR tests were performed to test the existence of
varying variances. The relevant test results are given in Table 9.

Table: 9
The Results of the Breusch-Pagan and LR Varying Variance Tests
Test Statistics P Value
Breusch-Pagan Test 2.66 0.103
LR Test 26.69 0.460

Notes: ***significant at 1%; **significant at 5%; * significant at 10%

Ho The hypothesis is that there is a constant variance.
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H1 The hypothesis is that there is no fixed variance.

According to the results obtained in Table 9 above, the Hy hypothesis has been
accepted. As a result, the problem of varying variance has yet to be encountered.

4.6. Pooled Mean Group (PMG) Estimator

An estimator will be determined by the tests conducted earlier in this part of the study.
Pesaran and Smith (1995) developed the mean group estimator (MG: Mean Group). Then,
Pesaran et al. (1999) developed the pooled mean group estimator (PMG: Pooled Mean
Group) to analyse the panel's characteristics.

According to the MG estimator, according to the relevant forecasters, there is
heterogeneity for all parameters and no restrictions between the decimals. MG estimator
does not allow the parameters that make up the panel to be the same in units. For this reason,
Pesaran et al. (1999) developed a Pooled Mean Group estimator (PMG: Pooled Mean Group)
that allows homogeneity in long-term parameters.

PMG estimator: an estimator that can vary according to the section while keeping the
long-term parameters constant for all the cuts that make up the panel, error correction, and
fixed and short-term parameters. The results for the entire panel are obtained by averaging
the estimates made for each cross-section.

Pesaran et al. (1999) suggested that the homogeneity of long-term parameters should
be tested by the Hausman (1978) test for which of the MG and PMG estimators should be
preferred. Therefore, the Hausman (1978) test was applied to choose between MG and PMG
estimators before performing the analysis. The results of the relevant test are presented in
Table 10 below.

Table: 10
The Hausman Test Result
[ [ Test Statistics [ P Value |
| Hausman Test | 0.01 | 1.000 |

Ho: Long-term coefficients are homogeneous.

Hai: At least one of the long-term coefficients is heterogeneous.

Looking at the probability value of the Hausman (1978) test result above,
HOhypothesis is accepted. For this reason, it was decided to use the PMG estimator, which
allows homogeneity between the series in the long term. The PMG above estimator's
mathematical equation is shown in equation 3 (Tatoglu, 2017).

AYy = (Y1 — 0" Xip—1) + 25):_; 0ijAXie—j +u; + e (3)

Short and long-term relationships can be observed between variables with the PMG
estimator. In addition, with the error correction parameter obtained, it can be seen how long
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the imbalances that occur in the panel will be corrected. The results of the PMG estimator
performed within the scope of the study were examined in a separate section, and evaluations
have been made for each variable.

5. Empirical Results

The PMG estimator described in the previous title is based on the assumptions of
long-term homogeneity and short-term heterogeneity of variables in the panel ARDL model.
The Hausman test result in Table 10 also supports this assumption. The model established
by the relevant variables is shown in equation No. 4. According to equality 4, y is the
independent variable, @; the coefficient of influence of the unit, x; the independent variables
and ¢_it refers to error terms.

Inyy = @ + Ailn yie_q + 810 X1t + 611i Xvit—1 + G200 IMXoie + 821 INX550_1)
+ 830i X3it + 0311 X3ie—1 + Oa0iInXair + a1iInX4ieq + 850:InXs;e
+ 851iInXsit—1 + 860ilnXeit + G61:InX6it—1 + &i¢

As aresult, the properties of the panel are referenced according to the short- and long-
term slope coefficients of the variables obtained with the PMG estimator and the error
correction parameter coefficient are included in Table 11 below.

Table: 11
Short and Long-Term Results of the PMG Estimator

SHORT TERM RESULTS
Coefficient Standard Error t-statistics P-Value
ALF .0221518 .019036 -1.16 0.245
AINCTKM 7787702 .267011 2.92 0.004***
AlnFP -.299943 .157581 -1.90 0.057*
AFN -.004940 .006159 -0.80 0.422
AInGDP 5.55065 1.85588 2.99 0.003***
AINER 4.416166 1.87822 235 0.019**
ADV -.115899 .112166 -1.03 0.301
Error Correction P. -.570895 .101833 -5.61 0.000***
LONG TERM RESULTS
Coefficient Standard Error t-statistics P-Value
LF .0543129 .00760 7.14 0.000***
INCTKM .6025735 .05234 11.51 0.000%**
InFP -.429459 .05143 -8.35 0.000%***
FN .0010561 .00031 3.35 0.001***
InGDP .8915092 .08106 11.00 0.000***
InER -1.096725 .19495 -5.63 0.000%***
DV -.1580769 .04016 -3.94 0.000%**

Notes: ***significant at 1%; **significant at 5%; * significant at 10%

Looking at Table 11, it is observed that quite useful information has been obtained
about the factors affecting profitability in air transportation, and important evaluations have
been made. The results obtained in the short term are at the level of I(1), and those in the
long term are at the level of 1(0).

The error correction parameter: Before explaining the relationship between the
independent variables in Table 11 and airline profitability, another important result that
should be emphasised is the error correction parameter. As can be seen from the table, the
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error correction parameter is negative and significant. This situation indicates the existence
of a long-term relationship. Looking at the coefficient of the error correction parameter, it is
seen that 57% of the imbalances experienced in one period have improved in the next. After
the imbalances experienced in this case, it can be said that the panel balanced in about two
periods.

The Relationship between Load Factor (LF) and Profitability (EBITDAR): Although
there is no significant relationship between load factor and profitability in the short term for
the general sample, it can be said that there is a positive relationship. In the long time, it is
seen that there is a significant relationship at the 99% confidence level. It was concluded
that a one-point increase in the load factor in the long term increased airline companies'
profitability (EBITDAR) by 0.054%.

The Relationship between Cargo Tonnage Km (CTKM) and Profitability
(EBITDAR): It is observed that there is a significant relationship between cargo tonnage and
profitability (EBITDAR) at the 99% confidence level in the short and long term. In the short
term, the 1% increase in the annual change experienced in CTKM contributes to the 0.77%
increase in the yearly EBITDAR figure of airlines. When we look at the results obtained in
the long term, a rise of 1% in the number of tons of cargo transported increases the
profitability (EBITDAR) figure by 0.6%.

The Relationship between Fuel Price (FP) and Profitability (EBITDAR): A negative
and significant relationship exists between fuel price and EBITDAR at 90% in the short
term. An increase of 1% in the annual rate of increase in fuel prices reduces the yearly
increase in the EBITDAR figure by 0.29%. A significant and negative relationship was
found at 99% in the long-term relationship. An increase in fuel prices by 1% over the long
term leads to a decrease in the profitability (EBITDAR) figure by -0.4%.

The Relationship between the Flight Network (FN) and Profitability (EBITDAR):
No significant relationship was found between the number of destinations and profitability
(EBITDAR) in the short term. A significant and positive relationship was found at the level
of 99% when viewed over a long period. In the long run, each new destination opened by
airlines contributes 0.001% to the profitability (EBITDAR) figure. When short and long-
term results are compared, it is seen that the short-term negative relationship between the
number of points flown and profitability (EBITDAR) has evolved into a positive and
significant relationship in the long term. As a reason for this situation, it can be interpreted
that the number of passengers in the newly opened city pair is small in the first months and
the number of passengers is increasing in the long term.

The relationship between Gross Domestic Product (GDP) and Profitability
(EBITDAR): A significant and positive relationship was found at 99% in the short and long
term. In the short time, it is seen that an increase of 1% in the annual change in GDP
contributes positively to the yearly change in the profitability (EBITDAR) figure of 5.55%.
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In addition, when looking at the long-term results, it is observed that an increase in the GDP
figure of 1% led to a rise in the profitability (EBITDAR) figure of 0.89%.

The Relationship between Exchange Rate (ER) and profitability (EBITDAR): When
looking at the short-term results, a significant and positive relationship was found between
the annual exchange rate change rate and EBITDAR at 95%. An increase of 1% in the annual
exchange rate change contributes to a positive contribution of 4.41% to the yearly change in
the profitability (EBITDAR) value. In the long run, a significant relationship was found at
the level of 99%, but the direction of the relationship returned to negative. In the long run,
the 1% increase in the exchange rate reduces the profitability (EBITDAR) figure by -1.09%.
Considering both situations together, it is seen that airlines, a significant part of whose
revenues are foreign currency, are positively affected by foreign exchange increases in the
short term. Still, the timing of payment of foreign currency-denominated debts and the
pressure caused by the rise in foreign currency on costs show their adverse effects over the
long term.

The Effects of the 2008 Crisis: The aviation sector is one of the sectors affected by
the economic crisis 2008. Looking at the results in Table 11, it is seen that there is a negative
and significant relationship in both the short and long term.

6. Discussion and Conclusion

With $ 3.5 trillion globally, airline transportation has made a significant contribution
to the world economy, created jobs for millions of people directly and indirectly, played an
active role in the development of global trade and with a share of 58% in international
tourism, has been the most preferred type of transport and has pioneered the development of
many technological sectors. Thanks to these spheres of influence created by the sector, it has
become one of the locomotives of globalisation and change. In the conditions of our era,
airline transport is one of the most significant and critical parts of a puzzle depicting the
modern world.

Therefore, within the study's scope, airline companies' profitability was examined by
considering internal and external environmental factors and significant empirical results
were obtained. Analyses of the internal and external environment constitute the most critical
strategic management processes. In this context, conducting an excellent internal and
external environmental analysis in a successful strategic management is essential. For this
reason, the empirical results obtained in the study provide important information to airline
companies at the strategic management level.

The explanatory variables, which we defined as the airlines' operational activities or
internal factors and which we assumed to impact profitability, were determined as passenger
load factor, cargo ton-km amount and number of destinations. The external environmental
factors, which we presume to impact airlines' profitability, were chosen as GDP, fuel prices
and exchange rates.
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When we look at the studies in this field in the literature, it is seen that although
similar explanatory variables are used, only a few are studied. In this study, airlines were
evaluated together regarding internal and external environment, looking from a much
broader perspective. In addition, previous studies are specific to airlines of a region or a
country. In this study, airlines worldwide were included in the sample. The Panel ARDL
method used in the study has significant differences compared to the studies in the literature.
Thanks to this model, both short-term and long-term empirical results have been obtained.

To briefly touch on the results in terms of independent variables, a long-term linear
and significant relationship was found between passenger load factor and profitability in
airline companies. In this case, airlines may need to reconsider destinations with low load
factors and, if necessary, reduce the frequency of flights on the leg. In addition, they can
implement new advertising and marketing strategies to reduce the number of empty seats.

Cargo, which provides a significant income to airlines, is also an explanatory variable
in our study. It has been determined that there is a strong and linear relationship between the
cargo ton-km amount and profitability in the short and long term. Although the cargo carried
on passenger planes is limited, the cost is very low. For this reason, airlines can increase the
amount of cargo carried on passenger planes by giving lower prices than alternative
transportation types. The cargo should be transported by dividing it into several parts if
necessary.

The number of destinations is a critical issue for airline companies. In this way,
airlines aim to increase their market share. Looking at the results of the relationship between
the flight network and profitability, it has been determined that new destinations cause losses
in the short term, but these destinations provide profits to businesses in the long run. Every
newly opened destination carries some risks for airlines. The slots and recognition of the
airlines that have entered this market before us give them a great advantage. For this reason,
the situation of the competitors in this relevant market and the severity of the competition
are the most basic factors to be considered. Another issue to consider is the demand factor.
The population in that market, the commercial activities of the market and whether the
market has the feature of being a tourism centre should be examined.

Fuel costs are one of the most significant expenses of airlines. According to the
results obtained on the fuel price and profitability relationship, it has been determined that
there is a negative and intense relationship in the short and long term. Fuel is mainly affected
by global developments. This situation negatively affects the planning of the companies and
prevents predictability. Airlines should apply hedging methods to avoid the adverse effects
of fuel price volatility. Thus, they will be affected to a limited extent by sudden increases in
fuel prices.

When we look at the analysis results on the relationship between GDP and
profitability, a very strong and linear relationship was found in the short and long run. In
this context, airlines should not be evaluated independently of the economic situation of the
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country they belong to. A country's economic welfare, employment and trade increase will
positively affect the airlines.

When we look at the results of the relationship between exchange rate and
profitability, it is concluded that there is a positive relationship between exchange rate and
profitability in the short run. Still, there is an inverse relationship in the long run. Since
airlines operate in different currencies, they are affected by the change in the exchange rate.
In the short run, the increase in the exchange rate has a positive effect by converting foreign
currency into domestic currency. However, in the long run, when the payment in foreign
currency comes due, the increase in foreign currency will lead to a rise in expenses. In this
case, payments are made by converting the local currency to foreign currency. To be less
affected by the fluctuations in the currency, airlines should hedge the exchange rate and the
fuel.

When the results obtained related to explanatory variables are evaluated together, it
is seen that external environmental factors have a more significant impact on profitability
than the operational activities of airlines. Considering the coefficients obtained over the long
term, it has been found that GDP, exchange rate and fuel prices are more determinative of
profitability. According to the findings, we can define air transport as a fragile, complex and
difficult-to-manage sector with much uncertainty. Good management of the activities carried
out within the sector does not mean anything by itself; it is important that the external
environmental factor is well studied and the necessary measures are taken.
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1. Introduction

Monetary transmission channels explain the impact process of monetary policy and
examine the impact of monetary policy on output, mainly on the investment axis. When the
relationship between monetary policy and investment is considered from the mainstream
economic perspective, the cost of investment will decrease due to an expansionary monetary
policy, increasing investments and, thus, the output. However, it is also accepted that the
behaviour of economic agents depends on the structure of the system's rules and the
incentive structure of the economy (North, 1990; Acemoglu & Robinson, 2012; Williamson,
1979). Contrary to mainstream economists, economists considering the relationship between
monetary policy and output from an institutional perspective point out that the relationship
between investment and monetary policy cannot be directly realised. They argued that the
impact of monetary policy on investment will depend on externally effective institutional
factors.

According to the institutional approach, institutional factors affect economic growth
through the behaviour of economic agents, as they are indicators of rules and incentive
structure in a society. This direct effect of rules and incentive structure on economic growth
indirectly determines the effectiveness of monetary policy. According to this approach, the
effectiveness of the monetary policy transmission channels will decrease unless institutional
security is ensured. Therefore, the effectiveness of the policy on the output will decrease.
According to institutionalism, the impact of monetary policy decisions on savings and
investments varies depending on whether economies are saving-constrained or investment-
constrained. The fact that an economy is saving-constrained is related to the consumption
patterns of individuals. From this point of view, the main reason for the lack of investment
in the economic system is the low national savings. The common characteristics of saving-
constrained economies are high real interest rates and any increase in resources transfers
from abroad finances mainly investments rather than consumptions. On the other hand, the
common characteristics of investment-constrained economies are low real interest rates and
any increase in resources transfers from abroad finances mainly consumption rather than
investments (Rodrik & Subramanian, 2009: 127-128). In these economies, the returns on
investments are not protected by the legal system and transaction costs are very high due to
the widespread perception of corruption (Hardt, 2011: 12). Consequently, the institutional
environment of the economy determines the functioning of monetary transmission channels
and the effect of monetary policies on economic growth.

When the effectiveness of monetary policy is considered in the axis of institutional
factors, it is accepted that the institutional structure of the country is closely related to the
financial structure of the country and monetary transmission channels (Cecchetti, 1999: 12).
When the economic growth literature developing about institutional factors is also
examined, it is seen that most of the studies examine the direct effects of democracy and
freedoms (Scully, 1988; 2002; Abrams & Lewis, 1995; Tavares & Wacziarg, 2001; Barro,
1996), the rule of law (Hasan et al., 2009; Keefer & Knack, 1997), property rights (Claessens
& Laeven, 2003; Redek & Susjan, 2005), political stability (Devereux & Wen, 1998;
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Asteriou & Price, 2001), regulatory quality (Nawaz, 2015; Yaprakli, 2008) and control of
corruption (Mauro, 1995; Akgay, 2011; Karagéz & Karagdz, 2010). It is striking that the
studies dealing with the issue regarding monetary policy are minimal. When the studies
dealing with the interaction between institutional factors and monetary policy are examined,
it is seen that most of the studies deal with the relationships between institutional factors and
central bank independence (Eijffinger & Stadhouders, 2003; Acemoglu et al., 2008;
Gollwitzer & Quintyn, 2010) and they evaluate the effects of monetary policy in the axis of
central banks dynamics. It is noteworthy that the studies dealing with the issue in terms of
the effectiveness of the monetary policy of the institutional factors include the institutions
directly as an independent variable (Aysun et al., 2013), and the relationship is not evaluated
in terms of policy performance.

In this paper, unlike the mentioned studies, the effects of monetary policy on
economic growth were examined under the contributions of the differences in the
institutional structure. When the institutional quality and economic growth literature is
analysed, it is seen that the indicators addressed to represent institutional quality effectively
determine the economic system's problems. Therefore, the indicators representing
institutional quality were examined separately in different models. In addition, to test the
hypothesis that the effects of institutions vary according to the development levels of the
countries, the countries at the high, upper-middle and lower-middle income levels are
examined separately. With this strategy, it is aimed to contribute to the literature in terms of
determining the institutional factors that determine the effect of monetary policy on growth
and explaining why implemented policies have different results between countries.

The rest of the paper is organised as follows. Section 2 briefly summarises the
literature reviews that deal with the relationship between monetary policy and output on the
axis of institutional factors. The methodology and data, including cross-section dependence
and unit root tests, are provided in Section 3. Section 4 presents empirical findings, while
Section 5 provides concluding remarks and discussion.

2. Literature

Modern studies in monetary policy suggest that, unlike traditional approaches, the
effectiveness of monetary policies is determined not by external factors but by internal
factors resulting from the policy-making process. The institutional structure that constitutes
the policy-making process can directly and indirectly determine the effectiveness of
monetary policy.

Cecchetti (1999) analysed the effect of financial structure on the effectiveness of
monetary policy and discussed the differences in financial structure due to the legal system.
The findings showed that the financial structure, legal structure, and monetary transmission
mechanisms of the countries are closely related, and the effects of monetary policy depend
on the legal system of the countries. On the other hand, Mishra et al. (2010) used the income
level of the countries as an indicator of the institutional structure. In the study, the process
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of monetary transmission channels for low-income countries is analysed and compared with
developed countries. The authors stated that the effectiveness of traditional monetary
channels decreased in low-income countries due to factors such as low institutional quality,
weak securities markets, imperfect competition in the banking sector, and high credit costs.
Besides the institutional structure of the countries, monetary transmission channels can also
determine the effectiveness of the monetary policy. Hardt (2011) examined the impact of
institutional factors on monetary transmission channels regarding the elasticity of
investments to the changes in interest rates. The author stated that countries with low
institutional quality are more investment-constrained than those with high institutional
quality. Also, as a result of the study, it was concluded that the elasticity of domestic
investment demand to interest rates is higher in countries with high institutional quality than
in countries with low institutional quality.

The cyclicality of monetary policy, one of the modern approaches that deal with the
effects of monetary policy, is also addressed institutionally. Duncan (2014) examined the
relationship between institutional quality and the cyclicality of monetary policy and showed
that the cyclicality of monetary policy is significantly related to institutional quality. In
addition, in countries where institutional quality is ensured, the relationship between interest
rate and output is positive, and in countries where it cannot be provided, it is negative. When
the effect of institutional quality on volatilities is analysed, the findings show high
volatilities in interest rates and output in countries with weak institutions. In addition, Nawaz
et al. (2018) examined institutional quality's effect on macroeconomic policies' cyclicality.
The findings showed that institutional quality in SAARC countries impacts the cyclicality
of monetary and fiscal policies, and its impact is more vivid in the monetary policy example.

When examined, it is observed that the number of studies dealing with the
institutional factors and the effect of monetary policy on output is relatively limited. It is
also worth noting that the studies examined the impact of institutional factors on direct
policies or direct output, and they do not address how institutional indicators affect the
impact of monetary policy on output. In this study, which was developed based on this gap,
the effect of monetary policy on output was discussed within the framework of institutional
factors.

3. Data and Methodology

In this part of the study, which deals with the effects of monetary policy on output
within the framework of institutional factors, interactions previously studied theoretically
are dealt with empirically. This section will explain the model, data and methodology used
in the research. Then, after the necessary tests, the relationships between the variables are
tested with the Blundell and Bond System Generalized Method of Moments (System GMM)
method, and the findings obtained will be mentioned.
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3.1. Model Specification and Data

To analyse the effect of monetary policy on growth within the framework of
institutional indicators, the central bank discount rate is used to represent monetary policy
since it represents the direct control power of monetary authority. Central bank
independence is vital in monetary policy's impact and institutional factors' effects. However,
this study does not directly include central bank independence due to insufficient available
data and the controversy over independence measurement. Representing institutional
indicators, Political Stability and Absence of Violence/Terrorism, Rule of Law, Government
Effectiveness, Regulatory Quality, Control of Corruption and Voice and Accountability are
included in the model as independent variables. These indicators, selected to measure
institutional quality, reveal countries' governance structure, institutions and traditions.
Among these variables, voice and accountability and the political stability and absence of
violence/terrorism include the selection, monitoring and replacement of governments. In
addition, the government effectiveness and regulatory quality variables illustrate the
capacity of governments to formulate and implement effective and sound policies, while the
rule of law and control of corruption variables show the respect of citizens and the state for
the institutions that manage economic and social interactions among them (Kaufmann et al.,
2009: 5-6; 2011: 3).

In addition, capital, labour and trade openness variables are included in the models
as control variables, which are important in their effects on economic growth. Apart from
economic indicators, external factors also affect economic growth. The 2007-2008 global
financial crisis affected most countries economically, and the quantitative easing program
applied to overcome the crisis significantly affected the countries' economic growth.
Although there are signs of overcoming the crisis in developed countries due to the policy,
there has been hot money flow to developing countries, and this situation has deeply affected
the policy structure, especially in developing countries. As a result of this process and the
preliminary tests, a dummy variable was assigned to 2009, representing the 2007-2008
global financial crisis, taking into account the spreading effect of the crisis.

To determine the effect of monetary policy on growth by including the contribution
of institutional factors, firstly, the effect of monetary policy on growth was examined
without having institutional factors; then, monetary policy and institutional factors were
brought together, and estimations were produced. The models used in the study were created
based on the models used by Nawaz et al. (2018), Duncan (2014) and Canh (2018) in their
works. The basic models created in this context are as follows:

Yie = a1V 1 +apXi +asmp + &, 1)
Yie = B1Yie—1 + BoXix + Bampic + Bamp * ins; + € 2

In equations, i and t respectively indicate the country and time, and Y represents the
GDP that proxies for economic growth. The lag of Y is put into the model to control for the
dynamic of the economic growth model. X represents the vector of control variables, which
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includes gross fixed capital formation, labour force and trade openness. mp represents the
monetary policy, and mp*ins represents the multiplicative term created to capture the
interaction between monetary policy and institutional quality.

Equation (1) shows the effect of contractionary monetary policy on growth without
including institutional factors, and the effect is represented by the as coefficient. Equation
(2) shows the effect of policies on growth in the axis of institutional factors. According to
Equation (2), the effect of contractionary monetary policy on growth emerges as a direct
effect (Bs) and indirect effect (B4) that changes depending on the institutional quality level
of the country. This approach, the interaction effect, expresses the common effects of the
independent variables that affect the dependent variable. According to this approach, the
effect of an independent variable on the dependent variable can be determined by another
variable. With this approach, the impact of policies on growth can be determined at different
institutional quality levels. The following equation determines the marginal effects of
contractionary monetary policy (Berry et al., 2012: 3).

Y

depi B3 + Bains;; (3)

In equation (3), insi: represents the average of the institutional variable included in
the model. Accordingly, if Bs > 0 (Bs < 0), the effect of contractionary monetary policy on
growth is positive (negative). And if B4 > 0 (B4 < 0), institutional factors positively
(negatively) affect the impact of contractionary monetary policy on growth.

Summary explanations and the sources about the variables are presented in Table 1.

Table: 1
Variables, Definitions and Sources

Variables Definitions Sources
LGdp GDP (constant 2010 US$) World Bank
Gfef Gross Fixed Capital Formation (% of GDP) World Bank
LLabf Labour Force World Bank
Trade Trade (% of GDP) World Bank
Discr Discount Rate IMF & Central Banks of Countries
Polst Political Stability and Absence of Violence/Terrorism World Bank
Rule Rule of Law World Bank
Govef Government Effectiveness World Bank
Regq Regulatory Quality World Bank
Corr Control of Corruption World Bank
Voiac Voice and Accountability World Bank

Empirical analysis was conducted for three country groups with annual data for 2002-
2017, based on the World Bank's 2019 classification. In the study conducted with 37 high-
income, 19 upper-middle income and 19 lower-middle-income economies®, whose data are
available, the countries in the lower-income group were not included in the analysis since

8 The list of countries is given in Table Al in the Appendix.
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they did not have sufficient institutional formation and effective results were not obtained in
the preliminary examinations.

The study used the logarithm of the real GDP variable (LGdp), representing
economic growth as the dependent variable. As independent variables, along with monetary
policy (Discr), the share of gross fixed capital formation in GDP (Gfcf), the logarithm of the
total labour force (LIlabf) and the sum of exports and imports as a share of GDP (Trade)
variables were used as control variables. Data on dependent and explanatory variables were
obtained from the International Monetary Fund (IMF) and World Development Indicators
database published by the World Bank. In addition, institutional factors are included in the
model to investigate the effects of institutional quality on economic growth. The political
stability and absence of violence/terrorism (Polst), rule of law (Rule), government
effectiveness (Govef), regulatory quality (Regq), control of corruption (Corr) and voice and
accountability (Voiac) indicators used to represent institutional factors were obtained from
the Worldwide Governance Indicators database published by the World Bank. Institutional
variables are used in estimates with the percentile rank term from 0 to 100, with higher
values corresponding to better outcomes®.

The primary purpose of this study, which emerged due to the importance of
institutions on social and economic life, is to determine the effects of institutions on the
relationship between monetary policy and economic growth and to examine whether this
effect varies depending on the institutional variable and income level. In the ongoing part of
the study conducted for this purpose, various explanations will be made about the study's
methodology.

3.2. Methodology

This study used the System GMM estimator, one of the dynamic panel data models.
In the system GMM model, it is generally assumed that the residuals are independently
distributed across individuals, and the series is stationary due to the low time dimension
(Sarafidis, 2008: 1; Jung & Kwon, 2007: 2). However, instrumental variables may be invalid
when the series are non-stationary. Therefore, in this study, in terms of the effectiveness of
the estimates, firstly, the existence of cross-section dependence was investigated, and the
predictions were produced by examining the stationarity of the series based on the results of
cross-section dependence tests.

Cross-section dependence tests

The cross-sectional dependence, which expresses the correlation between error terms,
is important in selecting the appropriate stationary test, especially in panel data analysis
performed with macro data. The first-generation unit root tests are based on the assumption
of no dependence between sections. Therefore, first-generation unit root tests should be used

4 The summary statistics of variables are given in Table A2 in the Appendix.
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without cross-sectional dependence. However, second-generation unit root tests postulate
interdependence between sections (Tatoglu, 2017: 21).

In order to investigate the presence of cross-sectional dependence, cross-sectional
dependency tests such as Breusch & Pagan (1980), Lagrange Multiplier (LM), Pesaran
(2004) Cross-Section Dependence (CD), Pesaran et al. (2008) Bias-Adjusted Lagrange
Multiplier (LMagj) are mostly used in the literature. This study used the Pesaran et al. (2008)
LMag; test. LM.g; test is adjusted by adding the variance and the average to test statistics of
Breusch & Pagan's (1980) LM test, which is biased when the average group is zero, but the
average individual is different from zero. Also, the LM,g; test is more consistent than
Pesaran's CD test. The adjusted form of LM test regression is as follows:

2 \Y2on- sz (T=K-1)Pij—prij
WMagj = () ZA S [y (F22)| > a v 0D @

In equation (4), ur;; represents the average and vr;; represents the variance. The test
statistics to be obtained from the equation show an asymptotically normal distribution, and

the null hypothesis of the LM, test is no cross-section dependence. The findings of the
LMagj cross-section dependency test are presented in Table 2.

Table: 2
LMagj Cross-Sectional Dependency Test Results
Variables High-Income Countries Upper-middle Income Countries Lower-middle Income Countries
Test Statistic Prob. Value Test Statistic Prob. Value Test Statistic Prob. Value
LGdp 178,98 0,000 116,15 0,000 118,72 0,000
Gfef 53,74 0,000 16,73 0,000 22,51 0,000
Llabf 154,62 0,000 119,14 0,000 128,51 0,000
Trade 120,99 0,000 22,60 0,000 25,92 0,000
Discr 70,56 0,000 17,52 0,000 19,90 0,000
DiscrxPolst 150,86 0,000 18,11 0,000 16,49 0,000
DiscrxRule 157,01 0,000 24,51 0,000 17,96 0,000
DiscrxGovef 156,50 0,000 22,13 0,000 16,59 0,000
DiscrxRegq 154,49 0,000 32,27 0,000 16,84 0,000
DiscrxCorr 157,19 0,000 24,64 0,000 15,62 0,000
DiscrxVoiac 154,44 0,000 24,56 0,000 19,45 0,000

According to the results of the LMag; test statistics presented in Table 2, since the
probability values of the series are less than 0.05, Ho hypotheses are strongly rejected, and
it is concluded that there is cross-sectional dependence between countries. These findings
show that significant exogenous shocks in one country also affect others. Therefore,
policymakers must consider other countries' policies and external factors in decision-
making. In addition, the fact that there is a cross-sectional dependency between countries
means that second-generation unit root tests need to be used in the unit root analysis, which
postulates interdependence between countries.

Panel unit root tests

In panel data analysis, spurious regression problems may arise in estimations made
with non-stationary series. To eliminate the spurious regression problem, it is necessary to
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investigate the stationary and to see whether the series has a unit root before making the
predictions. Based on the cross-sectional dependence evidence in the series, the stationarity
of the series was analysed with the Cross-sectionally Augmented Dickey-Fuller (CADF)
panel unit root test developed by Pesaran (2007), which is robust in the presence of cross-
sectional dependency. CADF test, based on augmenting the Augmented Dickey-Fuller
regression with the lagged cross-sectional mean and first difference to capture the cross-
sectional dependence that arises through a single factor model. The CADF regression is as
follows:

AY; = a; + b;Yieq + ¢i¥eq + diAY, + e (5)

The CADF test shows that the series for each cross-section contains a unit root; that
is, it tests the null hypothesis. In equation (5), ¥; is the average at time t of all N observations,
and the findings show the stationarity of the cross-section, not the stationarity of the panel.
The stationary of panel units is analysed with a Cross-Sectionally Augmented IPS (CIPS)
test. In the whole panel dataset, the regression for the CIPS statistics given by the average
of the individual CADF statistics is as follows:

CIPS = N~'Y¥N . CADF (6)

The CIPS panel unit root statistics based on CADF equations for high-income, upper-
middle income and lower-middle-income countries are presented in Table 3.

Table: 3
Pesaran (2007) Unit Root Test Results
Variables High-Income Countries Upper-middle Income Countries Lower-middle Income Countries
Level First Difference Level First Difference Level First Difference
Lad 1,37 2,72 1,49 -3,08 1,22 2,61
P (0,984) (0,000)*** (0,846) (0,000)*** (0,985) (0,000)***
Gict 1,90 318 2,47 1,51 3,21
(0,156) (0,000)*** (0,001)*** (0,824) (0,000)***
Liabf 1,87 -3,16 2,20 0,79 2,41
(0,196) (0,000)*** (0,022)** (1,000) (0,003)***
Trade 1,06 2,51 1,24 342 1,66 3,26
(1,000) (0,000)*** (0,982) (0,000)*** (0,621) (0,000)***
Diser 4,79 1,71 2,62 -1,60 -3,16
(0,000)*** (0,539) (0,000)*** (0,709) (0,000)***

) -4,90 213 2,50
DiscrxPolst | 4 o) (0,045)** (0,001)%**

) 5,06 2,39 2,05 -3,81
DisorxRule | g gopyees (0,002)%** (0,083) (0,000)%**

) 4,96 2,40 2,41
DiscrxGovef | - g gy (0,002)*** (0,002)***

) 4,97 2,44 -2,087 3,67
DiscrxRegd | g ooy (0,001)*** (0.064) (0,000)%**
DiscreCor 4,93 2,15 1,69 3,77

(0,000)*** (0,036)** (0,574) (0,000)***

) ) -4,89 2,40 1,92 3,71

DiscrxVoiac (0,000)*+* (0,002)*** (0,205) (0,000)***

Note: *, ** *** indicate statistical significance at 10%, 5%, 1%, respectively, and the values in parentheses indicate probability values.

Table 3 shows the CIPS statistical values obtained from CADF unit root tests. For
the countries included in the models, the dummy variable is assumed to be stationary;
according to the CADF unit root test results of 11 variables, the series that are not stationary
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at the level became stationary in their first differences, and all series are included in the
estimations as stationary.

System generalised method of moments estimator

This study examined the effect of monetary policy on growth by considering
institutional factors. Since the growth variable is affected by the explanatory variables and
its lag, it was decided to conduct the study with dynamic panel data models.

The main emergence point of dynamic models is that the dependent variable does not
react immediately to independent variables, and this reaction is lagged. However, in dynamic
models, the relation between the lag of the dependent variable and the error term causes
endogeneity problems, and the least squares estimation method gives biased and inconsistent
results. This discrepancy, called Nickel Bias, disappears only when T tends to infinity
(Nickell, 1981). However, since the study sample is limited, it is possible to have deviated
and inconsistent results due to the endogeneity problem. To eliminate these biased and
inconsistent results, the GMM method is recommended in the literature (Baltagi, 2005: 136;
Roodman, 2009).

For the system GMM method to give consistent and effective results, there should be
no correlation in disturbances, and additional instruments should be valid. The absence of
correlation in disturbances is tested by AR(1) and AR(2) tests developed by Arellano and
Bond (1991). The AR(1) tests the hypothesis of “there is no first-order serial correlation for
the disturbances”, while the AR(2) tests the hypothesis “there is no second-order serial
correlation for the disturbances”. For the GMM estimator to be consistent, the AR(1) null
hypothesis, there is no first-order serial correlation for the disturbances, can be rejected, and
the AR(2) test null hypothesis, there is no second-order serial correlation for the
disturbances, which cannot be rejected. The validity of overidentifying restrictions is
investigated for the validity of additional instruments. In this context, Arellano & Bond
(1991) suggested the Sargan (1958) test. However, in the one-stage estimator, the Sargan
(1958) test seems to yield inconsistent results, and using the Hansen (1982) test provides
theoretically more consistent results (Roodman, 2009: 97-98). Both tests used for the
validity of additional instruments test the null hypothesis of “overidentifying restrictions are
valid”. Failure to reject this null hypothesis means that the instruments are valid.

4, Results

This study analysed the effect of institutional structure and monetary policy on
growth with the available yearly data for the 2002-2017 period for 37 high-income, 19
upper-middle income and 19 lower-middle-income countries. The System GMM method
and lags of both the dependent variable and regressors were used as instrumental variables
to control for potential endogeneity.

While examining the effects of institutional factors and monetary policy on growth,
estimations were made in two stages to distinguish the effects of institutional factors. In the
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first stage, the effect of monetary policy on growth was examined without institutional
factors. In the second stage, estimates were made by bringing together institutional factors
and monetary policy. In addition, dummy variables were assigned to 2009, representing the
2008 global crisis for the high and upper-middle-income groups. Considering the spreading
effect of the global crisis and the dummy variable was not statistically significant in the
preliminary examinations for the lower-middle income group, the dummy variable was not
included in the estimations for the lower-middle income group. The results of the estimates
for high-income countries are presented in the ongoing part of the study.

Tables 4, 5 and 6 show the effect of contractionary monetary policy on growth for
high-income, upper-middle income and lower-middle-income countries, respectively. When
the significance of the models is examined, it is seen that the Wald Chi2 tests, which show
the significance of the variables used as a whole, are significant in all models. The lagged
values of the dependent variable, which is the indicator of the validity of the dynamic model,
are significant and positive in all models. The probability values of the AR(2) test greater
than 0.05 in all models indicate that there is no second-order serial correlation for the
disturbances in the models. The probability values of Hansen's tests are greater than 0.05,
and the number of instruments is lower than the number of groups, indicating that the
additional instruments used in predictions are valid. It is concluded that the models created
to examine the effect of monetary policy on growth are valid for high-income, upper-middle
income and lower-middle-income groups.

Table 4 shows the effect of contractionary monetary policy on growth for high-
income countries. When analysed in terms of control variables, it is seen that the effects of
the Labf and Trade variables on growth are positive, and the effect of the Gfcf variable is
negative except for Model 2. Additionally, it was concluded that the dummy variable added
for 2009, representing the 2008 global crisis, was statistically significant in all models and
had a negative effect on growth.

Model 1 examines the effect of contractionary monetary policy on economic growth
without including institutional factors. The findings obtained from Model 1 show that the
increase in interest rates negatively affects economic growth in the expected direction. In
Model 2, the Polst variable is estimated by combining it with the contractionary monetary
policy. The results show that the monetary policy variable (Discr) and the interaction
coefficient (DiscrxPolst) are statistically significant. The monetary policy coefficient, which
indicates the marginal effect, is [dY;./dDisc;y = —0.0080009 + (0.0000933 X
72.81861) = —0.00121)] -0.00121. These findings mean that the improvement in political
stability reduces the contraction effect of monetary policy (-0.00298 <-0.00121), and a 1%
increase in interest rates decreases growth by 0.00121% when political stability is
considered. Similar to the Polst institutional variable, it is observed that other variables also
reduce the contraction effect of monetary policy and the effects of policies applied in models
estimated by Govef and Regq variables on growth transformed from negative to positive.
When the effect of institutional structure and monetary policy on growth is analysed, it is
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seen that the positive effect ranking of institutional factors is Regq> Govef> Rule> Voiac>
Polst> Corr.

The rest of the study includes the estimation results for upper-middle-income
countries.

Table: 4
System GMM Estimation Results for the Impact of Monetary Policy on Economic
Growth - High-Income Countries

Model 1 2 3 4 5 6 7
Dependent Variable: DGdp Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient
DGdp(-1) 0,2408 0,1291 0,2113 0,1911 0,1574 0,2447 0,2868
(0,0000*** | (0,0000*** | (0,0000*** | (0,000)*** | (0,000*** | (0,0000*** | (0,000)***
DGfef -0,0026 0,0094 -0,0024 -0,0026 -0,0025 -0,0025 -0,0025
(0,000)%** | (0,0000*** | (0,000)*** | (0,000)%** | (0,038)*** | (0,000)*** | (0,000)***
DLIabf 1,8628 2,1515 1,3370 1,2048 1,3760 1,4761 1,0531
(0,0000*** | (0,0000*** | (0,000)*** | (0,000)*** (0,049)** (0,0000*** | (0,000)***
DTrade 0,0015 0,0009 0,0009 0,0009 0,0009 0,0011 0,0011
(0,000)%** | (0,001)*** | (0,000)*** | (0,000)%** | (0,0000*** | (0,000)*** | (0,000)***
Discr -0,0029 -0,0081 -0,0099 -0,0132 -0,0117 -0,0116 0,0297
(0,021)** (0,004)*** | (0,027)*** | (0,003)*** | (0,000)*** (0,035)** (0,002)***
. 0,00009
DiscrxPolst (0,003)*%*
DiscrxRule (00602080)1*
DiscrxGovef (Oodggff**
DiscrxRegq (O?dggg)*l**
DiscrxCorr (OOEJOA?l(J)}**
DiscrxVoiac ((i %gzo)zi*
Dummy -0,1046 -0,0172 -0,1294 -0,1378 -0,1276 -0,1182 -0,1120
(0,000)*** | (0,001)*** | (0,000)*** | (0,000)*** | (0,0000*** | (0,000)*** | (0,000)***
Constant 0,0081 0,0032 0,0090 0,0094 0,0057 0,0091 0,0086
(0,000)%** (0,385) (0,000)%** | (0,000)*** (0,053)* (0,000)%** | (0,001)***
No. Inst/Group 20/37 21/37 21/37 21/37 21/37 21/37 21/37
Obs. 518 518 518 518 518 518 518
. 217,04 908,97 326,84 404,99 259,31 340,43 275,18
Wald Chi2 (prob.) (0,000** | (0,000** | (0,000*** | (0,000*** | (0,000*** | (0,000*** | (0,000)***
AR(1) test -4,12 -3,12 -4,39 -4,60 -4,47 -4,17 -3,75
(0,000)*** | (0,002)*** | (0,000)*** | (0,000)*** | (0,0000*** | (0,000)*** | (0,000)***
AR(2) test -0,06 -1,25 0,01 0,41 0,17 -0,26 -0,96
(0,949) (0,213) (0,991) (0,679) (0,866) (0,796) (0,339)
Hansen test 17,38 18,47 19,13 19,592 17,92 19,65 19,37
(0,182) (0,140) (0,119) (0,106) (0,161) (0,105) (0,112)
Policy Coefficient -29,8*10* -12,1*10* -1,3*10% 5,010 12,110 -15,1*10* -3,6*10"

Note: *, **, *** indicate statistical significance at 10%, 5%, 1%, respectively, and the values in parentheses indicate probability values.

Table 5 shows the contractionary monetary policy's effect on upper-middle-income
countries' growth. According to the results, unlike high-income countries, the effect of Gfcf
on growth is statistically significant and positive, while Labf and Trade's effects are
positively similar to that of the high-income countries. The fact that the dummy variable is
statistically significant and negative in all models indicates that the global crisis's impact
affects upper-middle-income and high-income countries. When the effect of contractionary
monetary policy on economic growth for upper-middle-income countries is analysed, it is
concluded that the effect of contractionary monetary policy on growth is negative and
institutional factors reduce this adverse effect. Considering the impact of the institutional
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structure and contractionary monetary policy on growth, it is noteworthy that the order of
impact is as Rule> Govef> Regg> Corr> Polst> Voiac.

The rest of the study includes the estimation results for lower-middle-income
countries.

Table: 5
System GMM Estimation Results for the Impact of Monetary Policy on Economic
Growth - Upper-Middle Income Countries

Model 1 2 3 4 5 6 7
Dependent Variable: DGdp Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient
DGdp(-1) 0,3783 0,3648 0,3662 0,3751 0,3546 0,3516 0,3264
(0,0000*** | (0,000%** | (0,000*** | (0,0000*** | (0,0000*** | (0,000)*** | (0,000)***
Gfcf 0,0047 0,0015 0,0013 0,0013 0,0012 0,0014 0,0012
(0,000*** | (0,007)** (0,017)** (0,013)** (0,065)* (0,012)** (0,140)
Llabf 0,0392 0,0015 0,0025 0,0024 0,0026 0,0024 0,0028
(0,003)*** (0,176) (0,031)** (0,050)** (0,088)* (0,052)* (0,098)*
DTrade 0,0056 0,0052 0,0045 0,0041 0,0044 0,0048 0,0047
(0,000*** | (0,000*** | (0,000%** | (0,000%** | (0,0000*** | (0,000*** | (0,000)***
DDiscr -0,0175 -0,01425 -0,0097 -0,0105 -0,0128 -0,0142 -0,0153
(0,045)** (0,016)** (0,030)** (0,016)** | (0,007)*** | (0,001)*** (0,012)**
. -0,00005
DiscrxPolst (0,000)***
DiscrxRule (000%%())93*
DiscrxGovef (000%03?83*
DiscrxRegq (600%2())23*
DiscrxCorr (000%%?83*
DiscrxVoiac (000%%())83*
Dummy -0,0598 -0,0424 -0,033 -0,0351 -0,0382 -0,0396 0,0391
(0,00)*** | (0,000*** | (0,001)*** | (0,001)*** | (0,002)*** | (0,000*** | (0,016)**
Constant -0,6876 -0,0268 -0,0414 -0,0405 -0,0389 -0,0421 -0,0406
(0,000** | (0,000*** | (0,000** | (0,000** | (0,0000*** | (0,000*** | (0,000)***
No, Inst/Group 17/19 18/19 18/19 18/19 18/19 18/19 18/19
Obs, 266 266 266 266 266 266 266
B 566,95 577,64 1487,29 1320,80 1149,99 2562,56 6633,81
Wald Chi2 (prob) (0,000*** | (0,000*** | (0,000%** | (0,000** | (0,0000*** | (0,000*** | (0,000)***
AR(L) test -2,55 -2,59 -2,56 -2,67 -2,84 -2,72 -2,95
(0,011)** | (0,010*** | (0,000)*** | (0,008)*** | (0,004)*** | (0,008)*** | (0,003)***
AR(2) test -0,49 -0,57 -0,77 -0,90 -0,83 -0,72 -0,76
(0,623) (0,581) (0,441) (0,371) (0,406) (0,473) (0,449)
Hansen test 13,05 14,08 13,58 13,64 13,55 13,50 12,77
(0,221) (0,169) (0,193) (0,190) (0,195) (0,197) (0,237)
Policy Coefficient -175,4*10* -161,5*10* -108,3*10* -116,2*10* -141,3*10* -153,4*10* -166,2*10*

Note: *, **, *** indicate statistical significance at 10%, 5%, 1%, respectively, and the values in parentheses indicate probability values.

Table 6 shows the effect of contractionary monetary policy on growth for lower-
middle-income countries. When considered in terms of control variables, Trade has a
positive effect on growth as in other income levels, whereas Gfcf affects growth positively,
unlike the high-income group, and these effects are statistically significant. On the other
hand, Labf negatively affects growth, unlike high and upper-middle-income countries. The
dummy variable used in estimates in other income groups and representing the global crisis
is not included in the models because it is statistically insignificant in lower-middle income
countries. When the effect of contractionary monetary policy on economic growth for the
lower-middle income group is evaluated, it is concluded that the effect of contractionary
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monetary policy on growth is negative as in other income groups. When considered in terms
of institutional variables, it was concluded that the effects of Regg, Corr and Voiac on
growth were statistically significant and positive, while the effects of other institutional
variables were statistically insignificant. Considering the effect of the institutional structure
and contractionary monetary policy on growth, it is seen that the order of impact is as Corr>
Regg> Voiac for statistically significant variables.

Table: 6
System GMM Estimation Results for The Impact of Monetary Policy on Economic
Growth - Lower-Middle Income Countries

Model 1 2 3 4 5 6 7
Dependent Variable: DGdp Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient Coefficient
DGdp(-1) 0,4134 0,4166 0,3952 0,3929 0,3669 0,3972 0,390
P (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)***
DGfcf 0,0019 0,0013 0,0018 0,0009 0,0018 0,0023 0,0019
(0,001)*** (0,038)** (0,002)*** (0,086)* (0,001)*** | (0,001)*** | (0,001)***
DLlabf -1,1136 -1,1978 -1,1603 -0,7822 -1,3059 -1,2481 -1,3018
(0,006)*** (0,009)*** (0,003)*** (0,016)** (0,007)*** (0,005)*** (0,002)***
DTrade 0,0009 0,0012 0,0010 0,0011 0,0009 0,0009 0,0009
(0,0000*** | (0,0000*** | (0,000)*** | (0,000)*** | (0,001)*** | (0,001)*** | (0,003)***
DDiscr -0,0024 -0,0026 -0,0027 -0,0029 -0,0037 -0,0028 -0,0036
(0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)***
DiscrxPolst 200222)1
DDiscrxRule %)ggtl))z
DiscrxGovef %)222)2
DDiscrxRegq (00‘00(?00)21*
DDiscrxCorr (8828;),?*
DDiscrxVoiac 3)?5%0)2
Constant 0,0486 0,0469 0,0506 0,0367 0,0552 0,0523 0,0541
(0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)***
No, Inst/Group 17119 18/19 18/19 18/19 18/19 18/19 18/19
Obs, 266 266 266 266 266 266 266
Wald Chi2 (prob) 535,14 614,32 533,29 486,83 563,33 779,63 1084,98
P (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)*** (0,000)***
AR(L) test -2,61 -2,59 -2,59 -2,48 -2,36 -2,57 -2,43
(0,012)** (0,010)*** (0,010)*** (0,013)** (0,018)** (0,010)*** (0,015)**
AR(2) test 0,39 0,42 0,46 0,54 0,44 0,50 0,36
(0,698) (0,677) (0,646) (0,591) (0,662) (0,620) (0,720)
14,56 15,83 14,14 13,37 13,38 14,21 13,38
Hansen test (0,203) (0,147) (0,225) (0,270) (0,270) (0,222) (0,269)
Policy Coefficient -24,9*10* -23,7*10* -20,7*10* -22,8*10* -15,9*10* -14,8*10* -17,7*10*

Note: *, ** *** indicate statistical significance at 10%, 5%, 1%, respectively, and the values in parentheses indicate probability values.

5. Conclusions and Recommendations

Monetary policy deals with the interventions of governments, central banks or
monetary authorities in economic indicators and the consequences of these interventions.
Although the interventions made through monetary policy transmission channels have
intermediate purposes, the ultimate goal of these policies has been to accelerate economic
growth at all times.
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According to the institutional approach, the effectiveness of the policies varies
according to the policy perceptions of consumers, producers and countries with which they
have commercial relations, as well as the policy implementation abilities of monetary
authorities. In economies where political stability is discussed, property rights are not
protected, there is a widespread perception of corruption, and the legal system needs to
function more effectively, policies will not produce the expected results. In these countries,
the effect of contractionary policies on growth will be higher, and the effect of expansionary
policies on growth will be lower. According to the institutional approach, it is necessary to
create an appropriate institutional environment and ensure that the managers and the
management are committed to the institutions and rules for the policies to produce the
expected results.

In this study, which emerged from the importance of institutions on social and
economic life, the effect of institutional factors on the relationship between monetary policy
and economic growth was examined and whether this effect changes depending on the
institutional variable and income level. To examine the relationship between monetary
policy and growth from an institutional perspective, Political Stability and Absence of
Violence/Terrorism, Rule of Law, Government Effectiveness, Regulatory Quality, Control
of Corruption and Voice and Accountability were used as institutional variables, and the
central bank discount rate was used to represent monetary policy. The data on the variables
used in the empirical analysis cover the 2002-2017 period and three country groups: 37 high-
income, 19 upper-middle income and 19 lower-middle income. In addition, capital, labour
and trade openness variables, generally accepted in the growth literature, are included in the
models as control variables. First, the cross-sectional dependency and stationarity of the
series were investigated to examine the relationship between variables. Estimations were
conducted using the System GMM method, one of the dynamic panel data methods. While
examining the effects of institutional factors and monetary policy on growth, the effect of
contractionary monetary policy on growth is examined in the first stage. The next step was
conducted by combining monetary policy and institutional factors. With this method, it is
aimed to decompose the effects of institutional factors.

As a result of empirical analysis, it was observed that the increase in the
contractionary monetary policy variable negatively affected the economic growth in all
income groups, and this effect was especially high in upper-middle-income countries. The
reason why the adverse effect is higher in upper-middle-income countries is thought to be
due to the tight integration with other countries in terms of financial markets, real indicators
and political factors and the increasingly fragile economic structures of these countries due
to the policies pursued in the globalisation process. In addition, the low negative impact in
lower-middle income economies is estimated to be due to inefficient financial markets and
the small share of these countries in the global economy.

When analysed in terms of institutional indicators, it is concluded that in high and
upper-middle-income countries, the effect of all institutional indicators is positive, and the
increase in institutional quality reduces the negative effect of monetary policy on growth.
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The findings, while confirming the results of Duncan (2014) and Muhammad Nawaz et al.
(2018), contradict the results of Aysun et al. (2013). However, Aysun et al. (2013) stated
that the negative role of institutional factors in the effectiveness of monetary policy may
have arisen from the chosen variables. In terms of the lower-middle income group, it was
observed that the effects of Political Stability and Absence of Violence / Terrorism, Rule of
Law, and Government Effectiveness variables were statistically insignificant, while the
effects of other variables were positive. This difference between high-income and upper-
middle-income countries and lower-middle-income countries indicates that the effect of
institutional factors depends on income level and that institutional factors will increase as
income increases. The findings coincide with the results of Yaprakli (2008), Artan &
Hayaloglu (2013) and Nawaz (2015) and confirm the hypothesis that the effectiveness of
institutional factors depends on income level. When considered in terms of institutional
variables that are more effective in countries with different income levels, the Regulatory
Quality and Government Effectiveness variables in high-income countries, the Rule of Law
in upper-middle-income countries, and Regulatory Quality in lower-middle-income
countries appear to be more influential. In this case, it shows that in high-income and lower-
middle-income countries, the implementations put in place and promised by the government
are determinants of the effectiveness of monetary policy. The fact that the Rule of Law
variable is more effective in upper-middle-income countries indicates that ensuring the
independence of judicial bodies, establishing strong legal foundations and protecting
property rights are important determinants of the effect of monetary policy on growth.

The findings obtained from the study examining the effects of institutional structure
and contractionary monetary policy on growth have shown that institutional factors are
determinants of the effect of contractionary monetary policy on growth. However, when
evaluated in terms of contractionary monetary policy, it is accepted that some variables used
in the models are closely related to central banks' independence, transparency and
accountability (Eijffinger & Stadhouders, 2003). Therefore, future studies that will evaluate
the effectiveness of monetary policy on the institutional axis take into account the
characteristics of central banks and will be effective in developing the institutional
economics literature. In addition, the causality relationship between institutional factors and
economic development still remains uncertain (Dawson, 2003). Studies carried out among
variables for different periods and income levels will significantly contribute to the
literature.
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Appendix
Table: Al
List of Countries
High-Income Countries Upper-middle Income Countries Lower-middle Income Countries
Austria Italy Algeria Angora
Barbados Japan Botswana Bolivia
Belgium South Korea Brazil Cabo Verde
Canada outh. China Cameroon
- Kuwait . .
Chile Latvi Colombia Republic of the Congo
: atvia y .
Croatia Li . Equatorial Guinea Egypt
ithuania 4
Cyprus Luxembourg Fiji India
Czech Republic Gabon Kyrgyzstan
Malta
Denm_ark Netherlands Jordan Lesot_ho )
Estonia Oman Lebanon Mauritania
Finland Poland Macedonia Morocco
France Paraguay Myanmar
Germany Portugal . Peru Pakistan
Slovak Republic . A
Greece Slovenia Serbia . Ph_lllpplnes
Hong Kong Spai South Africa Sri Lanka
pain . . 7
Hungary United Kingdom Sa!nt LL_Jma . Ukraine
Iceland United States Saint Vincent and the Grenadines Vanuatu
Ireland Uruguay Thailand Vietnamese
Israel Turkey Zambia
Total 37 19 19
Table: A2
Summary Statistics of Variables
High-Income Countries
Variables Observation Mean Standard Deviation Minimum Maximum
LGdp 592 26.09667 1.883475 22.12366 30.48202
Gfcf 592 21.93158 4.270593 10.77016 36.73959
Llabf 592 15.16575 1.681492 11.89951 18.9121
Trade 592 112.2122 75.83853 20.68561 442.62
Discr 592 3.921398 13.56987 0.0001 316.01
Polst 592 72.81861 17.774 7.109005 100
Rule 592 83.17695 11.67677 48.51485 100
Govef 592 83.50757 10.89531 46.63462 100
Regq 592 84.05326 10.65577 48.55769 100
Corr 592 81.77002 12.82999 44.71154 100
Voiac 592 80.82969 16.58034 16.11374 100
Upper-middle Income Countries
Variables Observation Mean Standard Deviation Minimum Maximum
LGdp 304 24.67319 2.358525 20.13268 29.94958
Gfcf 304 24.99778 7.395747 11.9837 56.51228
Llabf 304 15.08558 2.415845 10.82679 20.48383
Trade 304 80.6498 32.03806 22.10598 186.7203
Discr 304 8.318406 6.877268 1 55
Polst 304 37.81189 23.5726 1.005025 92.71844
Rule 304 44.63624 18.40664 3.846154 79.32692
Govef 304 49.00334 18.79782 1.435407 79.90196
Regq 304 50.231 18.07921 5.769231 85.78432
Corr 304 46.72364 21.51997 0.0001 85.16747
Voiac 304 43.53518 22.34176 1.477833 90.38461

79



Eren, M. & S. Basar (2023), “The Role of Institutional Structure in the Effect of Monetary Policy on
Growth: An Application on Countries at Different Income Levels”, Sosyoekonomi, 31(58), 61-80.

Lower-middle Income Countries

Variables Observation Mean Standard Deviation Minimum Maximum
LGdp 304 24.13011 1.951901 19.99201 28.59837
Gfef 304 25.49707 8.207413 9.808427 58.95761
Llabf 304 15.75526 2.006287 11.30224 20.06971
Trade 304 84.21203 39.85155 0.1674176 200.3846
Discr 304 10.29064 14.21047 1.08 150
Polst 304 32.47557 22.34736 0.4739336 99.02913
Rule 304 34.02624 19.3988 0.9569378 7451923
Govef 304 34.18985 16.64255 2.392344 65.04855
Regq 304 31.9838 14.30344 0.0001 64.28571
Corr 304 32.24979 20.07302 0.4739336 80.28846
Voiac 304 33.88287 19.34657 0.0001 77.3399
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Abstract

This study investigates the causal relationship between Tiirkiye’s economic, financial, and
political risk rates and CDS premiums. This assessment uses the Bootstrap TY and time-varying
causality test to scrutinise the relationship between the risk rates and CDS premium between the
periods 2000:10 and 2020:06. While the former analysis finds no causal relationship among the
variables, the latter analysis deduces a significant causality. The Bootstrap TY asymmetric causality
test findings discover causality arising from the negative shocks from political risk to CDS premium.
The findings of the time-varying causality test identify periods in Tirkiye in which a causal
relationship is prevalent between economic, financial, and political risk with CDS premium.

Keywords . CDS Premium, Economic Risk, Financial Risk, Political Risk,
Causality Analysis.
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Oz

Bu calismanin amaci, Tiirkiye’nin ekonomik, finansal ve politik risk oranlari ile CDS primi
arasindaki nedensellik iligkilerini incelemektir. Calismada 2000:10-2020:06 doneminde s6z konusu
risk oranlar1 ile CDS primi arasindaki iliskiyi incelemek igin Bootstrap TY ve zamanla degisen
nedensellik testi kullanilmigtir. Bootstrap TY nedensellik analizi bulgularina gére ekonomik risk ve
finansal risk ile CDS primi arasinda nedensellik iliskisi bulunmazken, politik risk ile CDS primi
arasinda nedensellik iligkisinin bulundugu goriilmektedir. Bootstrap TY asimetrik nedensellik testi
bulgularina gore politik risk degiskeninden CDS primine dogru negatif soklardan kaynaklanan bir
nedensellik iligkisi so6z konusudur. Zamanla degisen nedensellik analizi bulgularina goére ise

Tiirkiye’de ekonomik, finansal ve politik risk ile CDS primi arasindaki nedensellik iligkisinin
bulundugu dénemler tespit edilmistir.

Anahtar Sozciikler . CDS Primi, Ekonomik Risk, Finansal Risk, Politik Risk, Nedensellik
Analizi.

Y This assessment has been derived from Esra Soyu-Yildinim's Ph.D. thesis titled “Three Essays on the

Determinants of Tiirkive’s CDS Premium” supervised by Assoc.Prof. Munise Ilikkan-Ozgiir in 2022.
Bu ¢alisma Esra Soyu-Yildirim i 2022 yilinda Dog.Dr. Munise Ilikkan-Ozgiir danismanliginda ger¢eklestirdigi
“Tiirkiye CDS Priminin Belirleyicileri Uzerine Ug Deneme” bashkli doktora tezinden iiretilmigtir.
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1. Introduction

Myriad crises have been experienced globally and in Tiirkiye, among which the 2008
Global Financial Crisis can be singled out with its worldwide influence and detrimental
impact. The root causes contributing to this crisis can be listed as US economic policies
focusing on consumption rather than savings, loan bubbles, growth of derivative markets,
lack of transparency of credit-rating institutions in their assessment and rating processes and
insufficient attention given to expectations vis-a-vis a possible downturn (Alexe et al., 2003:
3; Fulghieri et al., 2014). Because the credit-rating agencies were under scrutiny following
the eruption of the crises, countries have started to look for alternatives to obtain more
updated, transparent and credible information regarding credit risk.

Being the most prominent of these quests, a CDS premium is a derivative agreement
allowing investors to transfer the credit risk of a company, institution or country to another
counterparty in return for a defined premium. CDS is used to mitigate the risk vis-a-vis the
creditor if there is suspicion that the debtor might default on his obligation and hence cannot
pay back (Fontana & Scheicher, 2010; Tamakoshi & Hamori, 2018; Kiff & Morrow, 2000).
Therefore, CDS, issued by institutions such as corporations, banks, and countries, is an
important tool for borrowing (Ranciere, 2002: 4).

When the literature about CDS is reviewed, various assessments conducted both
globally and in Tirkiye are encountered, in which primarily economic and financial
variables are used as determinants of the concept above. Still, it should be noted that political
factors play a significant role in Tirkiye since many political risks, such as political
upheavals, ethnic conflicts, religious tensions and terror incidents, are constantly on the
agenda. Therefore, assessments taking into account these concepts (Giin et al., 2016;
Balding, 2011; Huang et al., 2019; Akkaya & Kanar, 2017; Bozkurt & Kaya, 2018; Ulusoy
& Kendirli, 2019) are also reviewed within this study. Among these, Giin et al. (2016) take
into account the Gezi Park Protests of 2013; Akkaya and Kanar (2017) focus on Tiirkiye’s
downing of Russian warplane and the coup d’état attempt on 15" July; Bozkurt and Kaya
(2018) assess the news coming from the Arabian Peninsula and Ulusoy and Kendirli (2019)
scrutinise the terrorist attacks in Tiirkiye to investigate the effects of political developments
on CDS premia. It should be noted that the common denominator of these studies is the
relatively limited scope of their assessment of the relationship between political variables
and the financial phenomenon in question, whereas a multifaceted approach to economic,
financial and political determinants of CDS is crucial. Therefore, this work focuses on two
main research questions: (1) Apart from economic and financial proxies, is there a significant
impact of political indicators and the related sub-variables on CDS premium? (2) Are the
subsequent effects of economic, financial and political factors on CDS premium time-
invariant? In conclusion, the main objective of this assessment is to put forward the causal
relationship between economic, financial and political risks and CDS premium.

Contrary to the common approach in the literature, this study aggregates each
indicator under a common risk group rather than taking into account each economic (5 sub-
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components®), financial (5 sub-components*) and political (12 sub-components®) separately.
Moreover, the interdependencies between the twelve sub-components constituting the
political risk and CDS premium are investigated individually. Therefore, more political risk
variables are utilised compared to previous literature, and the relationship of each factor with
CDS is presented, resulting in a relatively more detailed analysis of the correlations among
the variables above.

This study follows a two-step approach to investigate the relationship between
Tiirkiye’s CDS premium and the economic, financial and political risk indicators between
the periods 2000:10 and 2020:06. First, to identify the prevalence of causality between the
variables in the periods studied, the Bootstrap Toda-Yamamoto (TY) causality test is
utilised. Then, the time-varying causality test is applied to assess the causality through sub-
periods since it accounts for the time-varying structure of relationships. In their respective
analyses, Tang (2008) and Arslantiirk et al. (2011) emphasise that causal relationships vary
over time, mainly due to the effects of economic and political events. Therefore, this study
aims to identify the prevalence of different causal relationships in different periods by
assessing these interdependencies through a time-varying causality method.

This assessment comprises the literature review, data and model, method and
application, and empirical findings and results.

2. Literature

Literature focusing on CDS premiums reviewed within the scope of this assessment
can be classified under two groups: micro/corporate-based and macro/country-based factors
that influence the aforementioned dependent variable.

Being one of the studies where corporate-level variables are embedded into the model
developed, Kapar and Olmo (2011) suggest that the explanatory power of corporate-specific
(i.e., stock prices, liquidity, etc.) and market-based (i.e., S&P 500 Index, VIX Index, etc.)
factors change among periods (pre and post crises). Kajurova (2015) finds that the change
in CDS premium can be explained by leverage, liquidity, return on stocks, share price
volatility and risk-free premium, whereas for Lee and Hyun (2019), the impact of high
leverage ratios and small-scale firms on CDS spreads is of a more emphasised nature. Hassan
et al. (2013) do not reject the hypothesis that company-specific characteristics (i.e., Return
on Equity (ROE), credit note, etc.) are statistically significant in explaining CDS pricing.
Hasan, Liu and Zhang (2016) argued that variables estimated by structural models (leverage,

8 GDP Per Capita, Real GDP Growth, Annual Inflation Rate, Budget Balance (% GDP), Current Account
(%GDP).

4 Foreign Debt (% GDP), Foreign Debt (% Total Goods and Services Exports), Current Account (% Total Goods

and Services Exports), Net International Liquidity Monthly, Exchange Rate Stability (%).

Government Stability, Socio-Economic Conditions, Investment Profile, Internal Conflicts, External Conflicts,

Corruption, The Effect of Military in Politics, Religious Tensions, Law and Order, Ethnic Tensions, Democratic

Accountability, Quality of Bureaucracy.
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volatility and risk-free interest rate) significantly correlate with bank CDS spreads. Ericsson
et al. (2009) discovered a significant and positive relationship between CDS and leverage
and a significant and negative relationship between the latter variable and bond yields.

The studies reviewed that focus on a macro-level can be grouped under three
categories: economic, financial and political variables that determine CDS.

One of the assessments that utilise economic variables as the primary determinant of
CDS premium is Brandorf and Holmberg (2010), which argued that while there is a positive
correlation between public debt and the aforementioned dependent variable, the most and
least significant variables have an influence on CDS premium are unemployment and
inflation, respectively. Sand (2012) posits that while the relationship between CDS premium
and current account, risk-free interest rate and the real exchange rate is negative, an opposite
inter-dependency is prevalent when debt/GDP and inflation rate are considered. Aizenman
et al. (2013) conclude that inflation, public debt/tax revenues, budget deficit/tax revenues,
foreign debt/GNP and trade volume (sum of exports and imports) to GNP ratio influence
CDS premium. Rashid et al. (2017) found that the relationship between interest rates and
currency reserves with CDS premium is negative, whereas the relationship between imports
and inflation with the aforementioned explained variable is positive. Moreover, they reject
the hypothesis that currency rates and exports have a long-term impact on CDS premiums.
Yilmaz and Unlii (2018) put forward that while there is a positive correlation between
currency rate and CDS premium, no such significance exists regarding the explanatory
power of the current account deficit. Ekrem et al. (2018) conclude that, as the countries
within the scope of analysis get more developed, the CDS premia decrease if the respective
central banks engage in monetary tightening and increase when the public debt/GDP ratio,
EMBI+ Index and real effective exchange rates rise. Sahin (2018) argues that the current
account deficit is a leading indicator in determining Tiirkiye’s CDS premium. Kile1 (2019a)
deducts a positive relationship between foreign debt/GDP ratio and country CDS premia. In
a later study (2019b), the author also finds a short-term influence of the current account
deficit/GDP ratio on the dependent variable. Lastly, Siisay et al. (2020) fail to find a
significant causal relationship between growth and CDS.

In the second group, classified as the studies utilising financial variables to explain
CDS premia, Kunt and Tas (2008) identify a long-term relationship between risk-free
interest rate, return and volatility of the reference entity and CDS premia. Norden and Weber
(2009) found that stock market deviations cause CDS shifts, whereas Hanci (2014)
discovered a negative relationship between Tiirkiye’s CDS premium and BIST-100 returns.
Bozkurt (2015) concludes that, in line with theoretical expectations, there is a negative
correlation between financial stability indicators and the studied dependent variable. Cavdar
(2015) argues that CDS premium impacts bond returns, and a causal relationship between
these two markets is prevalent for all countries studied. In their study, Basarir and Keten
(2016) conclude that a one and two-way causality exists for exchange rates and stock market
indices, respectively, vis-a-vis their relationship with CDS premia. In addition, they fail to
find a significant relationship between the variables above when a longer-term period is
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tested. Degirmenci and Babugcu (2016) propose a two-way causality exists between stock
prices and CDS. Kilc1 (2017) identifies long-term inter-dependencies between real effective
exchange rates, banking sector capital adequacy, non-performing loans/total loans and BIST
30 indicators with CDS premia. Conkar and Vergili (2017) identify a one-way causal
relationship between exchange rates and CDS premia. Shahzad et al. (2017) posit that stock
prices, interest rates and the yield curve slope significantly affect the explained variable.
Guesmi et al. (2018) establish a non-linear relationship between stock prices and financial
determinants with CDS premia. Meanwhile, Ozpnar et al. (2018) emphasise the positive
correlation between the latter variable and exchange rates. Sahin and Ozkan (2018) posit a
two-way causal relationship between the BIST100 Index and CDS. Chuffart and Hooper
(2019) said that crude petrol price returns significantly influence Venezuela’s CDS premia,
emphasising the influence of base interest rates on the latter factor.

In the last group, where political factors are tested to explain CDS, Ersan and Giinay
(2009) failed to find a significant impact of the AK Party closure trial on Tiirkiye’s CDS
spreads. Giin et al. (2016) do not reject the hypothesis that the relationship between Gezi
Park protests and Turkish CDS spreads is statistically significant. The assessment of Akkaya
and Kanar (2017), in which the impacts of the Turkish-Russian “warplane crisis” and 15
Temmuz events on the economy and financial markets are investigated, it is concluded that
as the duration of similar political events grows longer, their effects on CDS can increase on
a time-variant manner. Similarly, Ding et al. (2018) emphasise that economic and political
events significantly impact the variable above. Bozkurt and Kaya (2018) found that only
news -regardless of the favourableness of the content- related to Iran has explanatory power
over Turkish CDS premia. Ulusoy and Kendirli (2019) conclude that the terror attacks’
influence over the Turkish CDS premia emerges on the sixth day after the studied incident.
Can and Acar (2019) investigate the impact of various political and economic developments
in Tiirkiye on the country’s CDS premium, reaching the outcome that those factors reflect
on the CDS premia and have a boosting impact. Balding (2011) argues that the elections can
significantly explain the CDS pricing. Likewise, Sovbetov and Saka (2018) discovered that
Tiirkiye’s CDS premia are highly elastic concerning changes in exchange rates and political
uncertainties.

In summary, when all these studies are taken into account corporate-level variables
like leverage, liquidity and stock market returns; macro-level economic indicators such as
inflation, unemployment, public debt, current account deficit, exports+imports/GNP;
financial proxies like stock prices, exchange rates, interest rates and stock indices and
political indicators such as Gezi Park protests, Turkish-Russian “warplane crisis” and 15
Temmuz can be listed as the main determinants impacting Tiirkiye’s CDS premium.

3. Data and Model

This study investigates the relationship between CDS premium and economic,
financial and political risks between 2000:10 and 2020:06 via Bootstrap TY and time-
varying causality tests. The variables used in the model are listed as follows: CDS premium
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(CDS), economic risk rate (ER), financial risk rate (FR) and political risk rate (PR), in which
the data related to the first factor is collected from Bloomberg and the remaining factors is
gathered from PRS Group ICRG Database. Moreover, the twelve sub-components
constituting the political risk rate are also embedded into the model, these being Government
Stability (GS), Socio-Economic Conditions (SC), Investment Profile (IP), Internal Conflicts
(IC), External Conflicts (EC), Corruption (COR), The Impact of Military on Politics (MP),
Religious Tension (RT), Law and Order (LO), Ethnic Tensions (ET), Democratic
Accountability (DA) and Quality of Bureaucracy (BQ). The data related to those
components are also gathered from the PRS Group ICRG Database.

ICRG directly constructs the economic, financial and political risk rates used in the
analyses. A detailed literature review to assess the utilisation rate of these rates (in research
papers and theses) is conducted to examine the reliability of data®.

Models estimated to identify the relationship between the variables used in the
analysis are presented below:

Model 1:
InC DS,
Model: 2

InCDS; = ay+ a1GS; + a,SC + azlP + a,ICy + asEC, + agCORy + a7 MP; +
agRT: + aglOy + agET; + a11DA; + a1,BQ; + e

Bo+ i INER, + BoInF R, + B3 InPR +u,

In the first model, INCDS, InER, InFR and InPR are the logarithm of CDS, economic
risk rate, financial risk rate and political risk rate, respectively. Moreover, the coefficients
1, B2 and fs represent the magnitude and sign of change a deviation of economic risk,
financial risk and political risk incurs on CDS premium. The second model incorporates the
sub-components of the political risk rate: (GS, SC, IP, IC, EC, COR, MP, RT, LO, ET, DA
and BQ). Similarly, a1, a2, a3, ..., a1z are the slope coefficients that show the sign and
magnitude of the effects political sub-components have on the aforementioned explained
variable. u; and e, are the error terms of the models, respectively.

6 Howell and Chaddick (1994), Hoti (2005) and Bekaert et al. (2014) identify that ICRG indices are more reliable
than their counterparts and bear more explanatory power in explaining risk than other major political risk
information providers. Moreover, they found that risk rates gathered from ICRG are reliable estimators of
political events and can be used as political proxies. Moreover, many studies use ICRG dataset, some of them
being: Bekaert et al. (2014), Belkhir et al. (2018), Chow et al. (2019), Filippou et al. (2018), Hoti (2005), Huang
et al. (2015), Suleman and Berka (2017), Gao et al. (2020), Gregory (2019), Cooray and Dzhumashev (2018),
Braga-Alves (2018), Li and Tanna (2019), Mshelia and Anchor (2019), Gakpa (2019), Flores Mendez (2018),
Pulok and Ahmed (2017), Chen et al. (2016), Randrianarisoa et al. (2015), Law et al. (2013), Meyer and
Habanabakize (2018), Sekkat and Veganzones-Varoudakis (2007), Tuncay (2018), Ayaydin et al. (2016), Kaya
(2019), Kok et al. (2015), Sanlisoy and Kok (2010), Oral and Yilmaz (2017), Topal and Giil (2016), Tiikenmez
and Kutay (2016), Yaprakl and Giingér (2007), litas and Ugler (2019), Ugler and Uysal (2017), Kartal and
Oztiirk (2017), Yilmaz and Meydan (2019), Ugler (2017) and Iltas (2020).
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4. Methodology

Being an advanced version of the TY causality test, the bootstrap causality test
developed by Hacker and Hatemi-J (2006) is based on the VAR model with an increased
lag. Making use of the superior aspects of the Toda-Yamamoto (1995) test (i.e., the ability
of the series to have differing orders of stationarity and the nonnecessity of cointegration
among series), Hacker and Hatemi-J (2006) follow the Toda-Yamamoto (1995) process and
observe that the utilisation of a bootstrap approach yields better results while obtaining
critical values.

VAR (p) model with an increased lag is presented in Equation 1:
Ve =Vt AVt HApYep + & @

Here, v, Y4, & and A represent a fixed vector, explanatory variable vector, error term
vector and nxn sized parameter matrix, respectively (Hacker & Hatemi-J, 2006: 1490). Toda
and Yamamoto (1995) propose a Wald-test statistic with an asymptotic Chi-Square
distribution, independent from the integration or cointegration characteristics of the
variables studied. The increased VAR (p+d) model constructed to test the causality between
variables is presented below, where p represents the lag length and d refers to the maximum
integration level of the variables (Hacker & Hatemi-J, 2006: 1491).

Ve =D+ A1y gt AAYep + ApraYep-a + & (2

The VAR model shown in (2), when written using the variables analysed, is as
follows:

CDSt] _ .,z [CDS¢—4 A CDSt—p+dmax N
[ ERt] =VtA [ ER¢—4 ] ot Aprdng, ER ¢ ptdpmax ] té
CDSt _ & N CDSt—l A CDSt_l:H’dmax A
[FRJ =v+A [FRH Tt Aovdmac [ BR g, ] e
CDSt _ & A CDSt—l] A CDSt p+dmax]

[PRt] =VtA [PRH Tt Bprdma | R g | T8

This model is defined as follows for a T sized sample:

Yi= (g, y7),(n X T)
D:=@,4,,...,4,....Apra),(n x (L +n(p + d))

{ yt—1 },(1+n(p+d))><1)t—12 ,T

Vt-p-d+1
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Z:= (ZOI"'IZT—l)l(l + n(p + d)) X 1)
§:=(4,....6r), (n xT)
In light of these structures, the VAR model is represented as Y=DZ+§ (Hacker &

Hatemi-J, 2006: 1491), whereas the estimated variance-covariance matrix of the residuals in
the matrix is S,=8"8u/T.

Modified Wald statistics (MWALD) proposed by Toda and Yamamoto (1995) is
presented in Equation (3).

MWALD = (CB)'[C((Z2")™* @ 5,)C'17(CR) @)

Here, @ represents the Kronecker coefficient, and C refers to the pxn(1+n(p+d))
matrix. The base hypothesis testing for the lack of a Granger causality is Ho:C$=0. MWALD
test statistic is asymptotically x? distributed with a degree of freedom equal to p and the
number of tested limitations (Hacker & Hatemi-J, 2006).

In their study, Hacker and Hatemi-J (2006) propose that the bootstrap distribution is
the best method to minimise the size disruption of the MWALD test. It should also be noted
that the lag length is endogenously determined via the estimated VAR model. In the
bootstrap causality test proposed by Hacker and Hatemi-J (2012), unlike Hacker and
Hatemi-J (2006), cases where the lag length is determined internally were investigated.

Although this test has superior features, the effects of positive and negative shocks
cannot be evaluated separately. To eliminate this situation, variables should be separated
into positive and negative components (Granger & Yoon, 2002). Based on this, Hatemi-J
(2012) developed the asymmetric causality analysis.

Hatemi-J (2012) defines the two series y;; and y,,, whose causality relationship is
investigated, as follows:

Vit = YVit-1 T €1t = Y10+ Zit=1 &14 (4)
Yot = Yaro1 + €26 = V20 + Liq E2i (5)

Y10 and y, o in the definition of the variable indicate their initial values while &,; and
&,; Within the the variables indicate the total shocks. These shocks are defined as follows:

& = maks(gq;, 0), e5; = min( &y, 0)

&5; = maks(&y;, 0), &5; = min( &y, 0) (6)

Can be indicated as &;; = &;; + &5; and &,; = £5; + &5;. If y;; and y,; variables are
redefined;

Yie = Y1t-1 T+ €1¢ = Y10 T Zit=1 £ + Zit=1 €1

88



Soyu-Yildirim, E. & M. Tlikkan-Ozgiir (2023), “An Empirical Analysis of the Relationship Between
Tirkiye’s CDS Premium and Economic, Financial and Political Risk”, Sosyoekonomi, 31(58), 81-104.

Y2t = Y2t-1t €2t = V20 T 2{:1 &3 + 2{:1 &1 Q)

The positive and negative shocks in each variable are expressed in equation (8) in
cumulative form.

t - t - t - t -
yii = 2io1 & V1 = Xior 10 Vi = Yiea & Y2 = Yio1 &2 (8

y1; indicates positive shocks of the first variable, y;; indicates negative shocks of the
first variable, y5; indicates positive shocks of the second variable and finally y5, indicates
negative shocks of the second variable.

A myriad of structural changes, such as economic, political and social events, can
cause a shift in the existing relationship among variables. As Tang (2008) and Arslantiirk et
al. (2011) state, the interdependency among two variables may change for different reasons.
Significantly, the impact of the aforementioned structural changes may shift through time.
Within this context, the interdependencies among variables can be assessed via the time-
varying causality methods to identify differing relationships in different periods. Therefore,
a non-negligible amount of previous research (Balcilar & Ozdemir, 2013; Inglesi-Lotz et al.,
2014; Yilanc1 & Bozoklu, 2014; Zeren & Kog, 2016; Kanda et al., 2018; Cekic et al., 2018;
Li et al., 2018, etc) emphasise the importance of time-varying analysis methods in their
respective investigation of the relationships among macroeconomic variables.

It should be noted that, in time-varying causality analysis, some periods might
demonstrate a causal relationship while others do not. While this association is investigated
through the time span studied, a misdescription problem may arise if the causality needs to
be consistent among variables. Therefore, the possible causal relationship in specific periods
that amount to changes in the levels of variables might be overlooked (Balcilar et al., 2010:
1399).

The method is based on Hacker and Hatemi-J’s (2006) causality test. While the latter
focuses on the sample as a whole, the time-varying causality test assesses the sub-periods of
the sample. As emphasised by Brooks and Hinich (1998), a crucial step of this test is the
identification of the sub-period length (the number of windows) since the number of
windows is used to assess the impacts of structural changes on the causality periods, as stated
by Arslantiirk et al. (2011). The number of windows also refers to the length of the sub-
periods of the time span studied.

t=t—-1l+1,7t-1I,...,t,t=L1+1,...,T 9)

I shown in Equation (9) represents the rolling window length (Arslantiirk et al., 2011).
The identification of the minimum sub-sample size is important within the analysis, and
hence, the formula T(0.01 + 1.8/~/T) developed by Phillips et al. (2015) is used to establish
the sub-sample size (number of windows) (Hatemi-J, 2021). This study utilises the formula
above and determines the number of windows as 30. To undertake the method, first, the
Hacker and Hatemi-J (2006) causality test is applied for the interval from the first
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observation to the 30th. Then, the first observation is omitted, and the same test is replicated
for the range between the second observation and the observation number (30+1). This
replication continues until the last observation in the sample is used. The significance of test
statistics obtained for each window is compared with the bootstrap? critical value. Therefore,
the time-varying nature of the Wald test statistics and the bootstrap critical values are
considered. In other words, the test statistic obtained for each observation range is compared
to the 10% bootstrap critical value obtained in the same range. The periodic test-statistic
value® is calculated for each sub-period, and then the Wald test statistics obtained are
graphed where the line “1” is characterised as the limit to defining causality (Hatemi-J, 2021;
Erdogan et al., 2019; Yilanci1 & Bozoklu, 2014).

5. Empirical Findings

The study analyses the relationship between Tiirkiye's CDS premium and economic,
financial and political risk ratios using a monthly data set for 2000:10-2020:06.

In the study, firstly, it is tested whether there is a unit root in the variables. For this
purpose, traditional unit root tests (Augmented Dickey-Fuller (ADF) and Phillips and Perron
(PP)). Then, Bootstrap TY causality analysis was performed to determine the causality
relationship for the entire period analysed. A time-varying causality test was performed
considering the possibility of unstable relationships within the period analysed.

Determining stationarity among variables is critical during an assessment of
interdependencies between variables in a time series analysis since, in the lack of such
stationarity, a spurious regression problem may arise, leading to faulty estimates. Within this
context, an analysis has to be conducted considering the orders of stationarity of the variables
(Gujarati, 1995). The stationarity levels of each variable are identified through ADF and PP
tests.

Table: 1
ADF and PP Unit Root Test Results
ADF PP
Variables At Level First Difference At Level First Difference
Test sta. Prob. Test sta. Prob. Test sta. Prob. Test sta. Prob Result

LNCDS -2.3678 0.1521 | -15.5914 | 0.0000 -2.3910 0.1454 | -15.8530 | 0.0000 1(1)
Constant LNER -1.6630 0.4488 | -11.2015 | 0.0000 -3.2487 0.0185 | -17.5213 | 0.0000 1(0)

LNFR -3.3103 0.0156 -8.6169 0.0000 -3.3414 0.0142 | -17.7356 | 0.0000 1(0)

LNPR -1.0540 0.7338 -4.0911 0.0012 -1.2676 0.6449 | -17.7786 | 0.0000 1(1)

LNCDS -2.3028 0.4328 | -15.6274 | 0.0000 -2.3380 0.4113 | -16.0754 | 0.0000 1(1)
Constant and Trend LNER -2.6086 0.2770 | -11.2269 | 0.0000 -3.4229 0.0508 | -17.5444 | 0.0000 1(0)

LNFR -3.7740 0.0197 -8.6795 0.0000 -4.5578 0.0015 | -17.6988 | 0.0000 1(0)

LNPR -2.7369 0.2229 -4.1508 0.0062 -1.9513 0.6242 | -17.7040 | 0.0000 1(1)

Bootstrap method for the study in question is designated as 10000.
Periodic test-statistic level = MWALD statistics calculated for any sub-period %10 bootstrap critical values for
any sub-period.

8
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Results presented in Table 1 show that while the CDS premium and political risk
variables are stationary at the first difference for both constant and constant-and-trend
models, economic risk and financial risk variables are stationary at level, hence 1(0). The
unit root test results for the twelve sub-components constituting political risk rate are
presented in Table 2.

Table: 2
ADF and PP Unit Root Test Results of the Political Risk Sub-Components
ADF PP
Variables At Level First Difference At Level First Difference
Test sta. Prob Test sta. Prob Test sta. Prob Test sta. Prob Result

LNCDS -2.3678 | 0.1521 | -15.5914 | 0.0000 | -2.3910 | 0.1454 | -15.2736 | 0.0000 | I(1)
BQ" - - - - - - - - -
COR -3.7891 | 0.0035 | -15.2736 | 0.0000 | -3.9065 | 0.0023 | -15.2736 | 0.0000 | I(0)
DA -1.7497 | 0.4049 | -7.3342 | 0.0000 | -1.6144 | 0.4736 | -15.3233 | 0.0000 | I(1)
EC -1.7207 | 0.4194 | -4.8943 | 0.0001 | -2.2760 | 0.1807 | -14.5330 | 0.0000 | I(1)
ET -1.6261 | 0.4676 | -15.2643 | 0.0000 | -1.6436 | 0.4587 | -15.2643 | 0.0000 | I(1)
GS -3.8245 | 0.0031 | -8.9891 | 0.0000 | -3.7023 | 0.0046 | -17.8402 | 0.0000 | I(0)
IC -1.7159 | 0.4219 | -11.8616 | 0.0000 | -1.7001 | 0.4299 | -14.9365 | 0.0000 | I(1)
P -5.5084 | 0.0000 | -25.0367 | 0.0000 | -5.4567 | 0.0000 | -25.0128 | 0.0000 | I(0)

Constant LO -0.6295 | 0.8602 | -6.4103 | 0.0000 | -0.7275 | 0.8364 | -15.3384 | 0.0000 | I(1)
MP -1.769 | 0.3953 | -15.2752 | 0.0000 | -1.8192 | 0.3706 | -15.2751 | 0.0000 | I(1)
RT -1.0755 | 0.7258 | -15.2736 | 0.0000 | -1.0810 | 0.7236 | -15.2736 | 0.0000 | I(1)
sC -3.9609 | 0.0019 | -15.3297 | 0.0000 | -4.1091 | 0.0011 | -15.3474 | 0.0000 | I(0)
LNCDS -2.3028 | 0.4303 | -15.6274 | 0.0000 | -2.3380 | 0.4113 | -16.0754 | 0.0000 | I(1)
BQ - - - - - - - - -
COR -3.7599 | 0.0204 | -15.2777 | 0.0000 | -3.8698 | 0.0148 | -15.2777 | 0.0000 | I(0)
DA -1.9775 | 0.610 | -7.3353 | 0.0000 | -1.8424 | 0.6809 | -15.3087 | 0.0000 | I(1)
EC 17558 | 0.722 | -4.9138 | 0.0004 | -2.7274 | 0.2266 | -14.492 | 0.0000 | I(1)
ET -1.9367 | 0.632 | -15.257 | 0.0000 | -1.9516 | 0.6241 | -15.257 | 0.0000 | I(1)
GS -4.2704 | 0.004 | -8.9636 | 0.0000 | -4.2965 | 0.0038 | -17.7799 | 0.0000 | I(0)
IC 25579 | 0.300 | -11.8396 | 0.0000 | -2.5354 | 0.3108 | -14.9073 | 0.0000 | I(1)

Constant and Trend 1P 6.4612 | 0.000 | -25.0866 | 0.0000 | -6.9173 | 0.0000 | -25.1849 | 0.0000 | 1(0)
LO -2.1683 | 0504 | -15.3047 | 0.0000 | -2.2788 | 0.4434 | -15.3322 | 0.0000 | I(1)
MP 2.2885 | 0.438 | -15.2431 | 0.0000 | -2.3978 | 0.3797 | -15.2431 | 0.0000 | I(1)
RT 2.2501 | 0.454 | -15.2987 | 0.0000 | -2.2641 | 0.4515 | -15.2987 | 0.0000 | I(1)
sC -3.308 | 0.067 | -15.6051 | 0.0000 | -3.2637 | 0.0750 | -15.7897 | 0.0000 | 1(0)

* This variable is omitted from the analysis because data about the BQ variable has the same value for all periods considered.

Results presented in Table 2 show that in the constant model, while CDS premium,
democratic accountability, external conflict, ethnic tension, internal conflict, law and order,
the influence of the military on politics and religious tension are stationary at the first
difference for both models, therefore I(1); corruption, government stability, investment
profile and socio-economic conditions are stationary at level, hence 1(0).

The findings of the causality test developed by Hacker and Hatemi-J (2012) are
presented in Table 3.

Table: 3
Hatemi-J Causality Test Findings

Test sta. P %1 Critical Vg/l:ées %10 Causality
ER — CDS 2.564 8 7.418 3.984 2.799 X
FR — CDS 0.745 8 6.537 3.938 2.726 X
PR — CDS 3.872** 8 6.731 3.864 2.699 v

Note: *, ** and *** represent the 10%, 5% and 1% significance levels, respectively. P demonstrates the optimal lag length and is obtained by
embedding an additional lag to the VAR model identified via the Hatemi-J (2003) criteria. v/; Available; X, Not Available.
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Findings presented in Table 3 show that while no causal relationship can be deduced
between CDS premium and economic and financial risk, causality exists between the former
variable and political risk. When investigated through the perspective of the aforementioned
explanatory factor, it is widely known that many events that might hamper or facilitate
Tiirkiye’s political risk have been experienced during the studied period. Especially for the
years between 2002 and 2020, even though the same government has ruled the country, has
seen increases in investment rates and developments in socio-economic conditions and
experienced political stability to a certain degree; issues such as allegations of corruption,
ethnic tension, terrorism, internal and external conflicts can be said to have triggered
political risks. Within this context, the volatility of the political risk rate has an impact on
the CDS premium.

Table: 4
Hatemi-J Causality Test Findings Related to the Political Risk Components

Test sta. P %1 Critical V(‘?/I:ées %10 Causality
GS —» CDS 1.924 8 6.890 3.932 2.749 X
SC —» CDS 0.083 8 6.770 4.021 2.752 X
IP - CDS 1.257 8 7.128 4.077 2.881 X
IC — CDS 0.171 8 6.747 3.874 2.732 X
EC —» CDS 1.567 8 6.703 3.878 2.692 X
COR — CDS 4.439** 8 6.955 3.944 2.723 v
MP — CDS 0.331 8 6.901 3.842 2.735 X
RT — CDS 2.114 8 7.371 3.991 2.765 X
LO — CDS 0.787 8 7.470 3.955 2.811 X
ET — CDS 0.222 8 7.936 3.952 2.666 X
DA — CDS 0.444 8 7.274 3.945 2.736 X

Note: *, **, *** represent the 10%, 5% and 1% significance levels, respectively. v; Available; X, Not Available.

Results shown in Table 4 demonstrate a causal relationship between corruption and
CDS premium. Transparency International has constructed global indices to identify the
level of corruption® in countries, in which Tiirkiye ranks 91 among 180 (Transparency
International, 2019). Therefore, the impact of corruption on CDS premiums and economic
and financial variables is inevitable.

Hatemi-J asymmetric causality test findings in Table 5 demonstrate a causal
relationship between political risk and CDS premium, arising mainly from adverse shocks.
In other words, one can state that the adverse shocks in the political risk variable are the
Granger causes of the positive shocks in CDS premiums. Here, the negative shock in
political risk is described as a fall in the rate above, increasing the political risk level. In
conclusion, a positive correlation exists between the political risk rate and CDS premium.

% Tanzi (1998) describes corruption as inconvenient/illegitimate practices undertaken to secure

advantages for individuals and their close circles through establishing close connections.
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Table: 5
Hatemi-J Asymmetric Causality Test Findings
Critical Values Causality
Test Sta. P %1 %5 %10

— 1.501 8 9.500 2.109 2517 X

. 0.120 8 6.664 3813 2621 X

ER - CDsS s 0.079 8 9.978 4.204 2.466 X
. 0.586 8 10520 4.603 2.504 X

F— 0.546 8 8.314 4.055 2.693 X

. 0331 8 7.043 3.894 2728 X

FR—CDS sy 0.662 8 7.776 3.901 2.679 X
P 0.259 8 9.027 3872 2594 X

F— 1.522 8 8.137 3.893 2.685 X

. 0.393 8 6.937 3.822 2673 X

PR—CDS ot 3.704% 8 7.742 3874 2614 v
o 2.149 8 8.307 4109 2.704 X

Note: *, **, *** represent the 10%, 5% and 1% significance levels, respectively. v; Available; X, Not Available.
Table: 6
Hatemi-J Asymmetric Causality Test Findings Related to the Political Risk
Components
Critical Values Causality
Test Sta. P %1 %5 %10

F—y 0.182 8 9.878 4.218 2525 X

- 3.334* 8 6.986 3.741 2.681 Y

GS—>CDs ot 3.197% 8 8.508 3853 2536 v
. 0.515 8 9.384 4157 2.585 X

F— 0.013 8 9.897 4.149 2.489 X

. 0.469 8 7112 3.810 2.585 X

SC—CDS s 0.225 8 11.244 4574 2.546 X
> 0.335 8 11.112 4.676 2447 X

oy 0.171 8 9.122 4111 2.567 X

. 0.093 8 6.773 3.902 2.641 X

IP—CDs v 2472 8 8.273 3.976 2.661 X
P 1.756 8 8.370 4.039 2.640 X

F— 0.189 8 8.424 3.951 2.491 X

. 0.960 8 7.026 3717 2.628 X

IC->CDs s 0.253 8 9.446 3.979 2.397 X
> 0.640 8 10053 4119 2.501 X

"y 0.326 8 8.115 3.891 2.505 X

o 1.554 8 6.840 3.858 2.601 X

EC - CDs s 2213 8 7.891 3.794 2.581 X
P 1.321 8 8.109 3911 2.579 X

" 0.330 8 9.143 4.085 2.549 X

—- 0.001 8 7.158 3913 2.569 X

COR —CDS o 0.734 8 10.929 4.364 2535 X
o 12.088% 8 11377 4.402 2533 v

a—y 0.017 8 10.191 4.166 2.546 X

. 0.203 8 6.880 3.703 2.702 X

MP — CDS ot 0.029 8 8.843 3.960 2407 X
- 0.506 8 9.589 4.276 2.530 X

P 2.758* 8 10.920 4.404 2.707 Y

o 0.081 8 6.556 3.680 2.520 X

RT - CDS o 0.013 8 10.675 4.462 2.560 X
P 0.030 8 10928 4.632 2578 X

a— 0.274 8 10.785 4.352 2.547 X

- 0.147 8 0.015 0.001 0.000 X

LO—CDS s 0.088 8 0.024 0.001 0.000 X
- 0.025 8 0.000 0.000 0.000 X

Fa—y 0.198 8 11132 4303 2.446 X

. 0319 8 7.038 3.956 2.636 X

ET - CDS — 0.009 8 10635 4355 2.464 X
- 0.233 8 10842 4.489 2438 X
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ot 0.939 8 10.371 4422 2.490 X
- 0.723 8 6.752 3.828 2572 X
DA - CDs s 0.027 8 10.968 4545 2592 X
o 0.011 8 10.318 4.502 2563 X

Note: *, **, *** represent the 10%, 5% and 1% significance levels, respectively. v; Available; X, Not Available.

The findings of the Hatemi-J asymmetric causality test presented in Table 6 exhibit
that the adverse shocks in the Government Stability variable are the Granger causes of both
the positive and negative shocks in CDS premium. Moreover, positive shocks in the
corruption variable are the Granger causes of the adverse shocks in the CDS premium,
whereas the positive shocks in religious tensions are the Granger causes of the positive
shocks in the CDS premium. In summary, one can propose that CDS premium can be
influenced by the allegations or events relating to government stability, corruption and
religious tensions.

Results obtained in the Bootstrap TY causality test cover the whole period studied,
yet the testing of the perpetuity of these findings is also of critical importance. Therefore, an
additional time-varying causality test is applied.

Applying the time-varying causality test aims to identify the relationship of CDS
premium with the economic, financial and political variables changing over time. Blue lines
in the below graphs demonstrate the periodically calculated test statistical values related to
the hypotheses, whereas the orange line represents the critical value of the tests.

Graph: 1
The Causal Relationship Between Economic Risk and CDS Premium

2,5
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e Economic risk is not the granger cause of CDS e 10% Critical value

Findings presented in Graph 1 show that the causal relationship between economic
risk and CDS premium is prevalent for the periods 2002:02-2004:09, 2006:11-2012:01 and
2013:04-2017:11. It is also observed that the sub-components constituting economic risk,
namely GDP per capita (increase in 2002-2004, increase in 2006-2008, decrease in 2009,
increase in 2010-2012 and decrease in 2013-2017), growth (decrease in 2002-2003, increase
in 2004, decrease in 2005-2009, increase in 2010-2011, decrease in 2012, increase in 2013,
decrease in 2014, increase in 2015, decrease in 2016, increase in 2017), inflation (decrease
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in 2002-2005, increase in 2006, decrease in 2007, increase in 2008, decrease in 2009-2010,
increase in 2011, decrease in 2012, increase in 2013-2015, decrease in 2016 and increase in
2017), budget balance (decrease in 2002-2006, increase in 2007-2009, decrease in 2010-
2011, increase in 2012, decrease in 2013, increase in 2014, decrease in 2015, increase in
2016-2017) and current account balance (increase in 2002-2006, decrease in 2007-2009,
increase in 2010-2011, decrease in 2012, increase in 2013, decrease in 2014-2016 and
increase in 2017) follow a volatile pattern in the periods studied, having repercussions on
the CDS premium.

Graph: 2
The Causal Relationship Between Financial Risk and CDS Premium

e Financial risk is not the granger cause of CDS e 10% Critical Value

The findings in Graph 2 demonstrate that the causality between financial risk and

CDS premium in Tiirkiye was prevalent between 2008:05 and 2015:10, a period also marked
by the global financial crisis.

Graph: 3
The Causal Relationship Between Political Risk and CDS Premium

e Political risk is not the granger cause of CDS e 1 0% Critical Value
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Findings graphed in the above figure show that causality between political risk and
CDS premium in Tiirkiye exists during the periods 2003:07-2006:03, 2008:06-2011:01 and
2013:04-2017:01, in which various political events were experienced. These events are
assessed vis-a-vis the sub-components of political risk in the following sections.

Graph: 4
The Causal Relationship Between the Political Risk Components and CDS Premium
1,2 1,2
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The findings of the time varying causality test graphed above show that the causal
relationship between democratic accountability, which is the degree of how sensitive a
government is to its respective citizens, and CDS premium is prevalent between 2017:08-
2020:01; between external conflict, comprising of war, cross-border conflict and external
pressures, and CDS premium is prevalent between 2010:10-2013:03; between internal
conflict, comprising of threat of civil war/coup d’état, terrorism/political violence and civil
unrest, and CDS premium is prevalent in the periods 2012:09-2015:03 and 2016:10-2019:08
and between investment environment and CDS premium is prevalent between 2015:09-
2020:01. The hypothesis that a causal relationship exists between CDS premium and other
sub-components pertaining to the political risk (government stability, socio-economic
conditions, corruption, the impact of military on politics, religious tensions, law and order,
ethnic tensions and the quality of bureaucracy) is rejected.
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When these outcomes are taken into account, one can pinpoint a myriad of political
events happening during the periods where it is found that causality exists, especially
between internal and external conflicts and the aforementioned explained variable in
question. For instance, Mavi Marmara Attack, the shootdown of Tiirkiye’s F-4 Phantom
plane by the Syrian Army, the attack on the Turkish Consulate in Thessaloniki, Greece,
internal conflicts in Egypt, Tunisia, Saudi Arabia, Yemen and Oman, demonstrations in Iran
and civil war in Libya and Syria could be listed some of the examples about the period
2010:10-2013:03 where a causal relationship is found to exist between external conflict and
CDS premium. The periods 2012:09-2015:03 and 2016:10-2019:08 where causality is
determined between internal conflict and CDS premium can be marked by Gezi Park
Protests, 15 July Coup d’Etat Attempt, Oda TV Trial, various terrorist attacks (attack on
Kayseri Police Headquarters (1 dead), Hakkari attack (8 dead), bombed-attack in Gaziantep
(10 dead, 66 wounded), Cilvegozi attack (13 dead, 26 wounded), Hatay-Reyhanl attack (52
dead, 146 wounded), Istanbul-Sultanahmet attack (1 policeman dead), Sanlwrfa-Surug
attack (34 dead, 104 wounded), attack on Sultanahmet Square (11 dead, 15 wounded),
Ankara car bombing attack (28 dead, 61 wounded), attack in Ankara Kizilay (37 dead, 125
wounded), Istanbul Ataturk Airport attack (42 dead, 238 wounded), Vodafone Arena
Stadium attack (46 dead, 166 wounded), attack against the bus carrying military personnel
in Kayseri (15 dead, 56 wounded), the assassination of public prosecutor Mehmet Selim
Kiraz, Reina bomb-attack, etc.), the assassination of Andrei Karlov, the Russian
Ambassador to Ankara, Netherlands-Tiirkiye diplomatic crisis, Pastor Brunson crisis and
the COVID-19 pandemic.

6. Concluding Remarks

CDS premia are crucial in assessing countries’ credit risks, especially after the 2008
global financial crisis that failed international credit agencies to thoroughly analyse the
economic position of sovereign nations. It is widely accepted that because they directly
reflect the risk perceptions and are quick to react to economic developments, CDS premia
prove more beneficial in evaluating country risks than the calculations of credit rating
agencies.

This study aims to identify the determinants of CDS premium and provide a shining
light to investors and policymakers for optimal decision-making by carefully analysing the
relationship between economic, financial and political risks and the abovementioned
phenomenon. This assessment investigates the relationship between Tirkiye’s economic,
financial and political risk variables and CDS premium between the periods 2000:10-
2020:06 via first the Bootstrap TY causality analysis and then the time-varying causality
test.

The Bootstrap TY causality analysis findings demonstrate that while no relationship
is prevalent between economic and financial risks and CDS premium, this is hardly the case
regarding the interdependency between political risk and the latter variable. In addition, a
causal link between corruption and CDS premium is identified. The test also shows that
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causality from political risk to CDS persists due to adverse shocks and changes in
government stability, corruption and religious tension all impact CDS premium.

The results of the time-varying causality analysis show that the causal relationship
between economic risk and CDS premium is Tiirkiye is prevalent in the periods 2002:02-
2004:09, 2006:11-2012:01 and 2013:04-2017:11; between financial risk and CDS premium
is prevalent in 2008:05-2015:10 and between political risk and CDS premium is prevalent
in the periods 2003:07-2006:03, 2008:06-2011:01 and 2013:04-2017:01. Moreover, a causal
association is discovered for democratic accountability and CDS premium for 2017:08-
2020:01, external conflict and CDS premium for 2010:10-2013:03, internal conflict and
CDS premium for 2012:09-2015:03 and 2016:10 and 2019:08 and investment environment
and the aforementioned dependent variable for 2015:09-2020:01.

When the analysis results are analysed in general, it is seen that political risk affects
the CDS premium according to the results of the Bootstrap TY causality test. According to
the time-varying causality analysis, risks (economic, financial and political risk) are
important determinants of the CDS premium. In other words, CDSs are significantly affected
by economic and political shocks. Therefore, one of the most critical policies to implement
in this area is to eliminate economic and political uncertainty as much as possible.
Policymakers should provide market actors with a predictable economic policy. Moreover,
the factors that pose political risks should be identified and solutions implemented quickly.
Thus, an environment of confidence in the market will positively affect domestic and foreign
investors' propensity to invest. The CDS market and the entire economic and financial
structure will sigh relief thanks to solution-oriented improvements.
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Abstract

The increasing volume of e-commerce has complicated delivery operations, making it
imperative to diversify the processes. Industry leaders have attempted to use drones, autonomous
vehicles, electric vehicles, etc., in delivery processes. The research examined the adoption of consumer
drone usage in delivery. The Technology Acceptance Model (TAM) was used in the study. In the
analysis method, Partial Least Squares-Structural Equation Modelling (PLS-SEM), which is
commonly used in the literature for multiple relationships due to the presence of multiple dependent
and mediating variables, was used with the Smart PLS software package. Only the H5 hypothesis was
rejected in the research, and the other hypotheses were accepted. When examining the hypothesis
results, it was concluded that people are open to technological innovations and have a positive outlook
on using drones in future product delivery processes.
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Avrtan e-ticaret hacmi teslimat operasyonlarini zorlastirmig olup siireglerin gesitlendirilmesini
zorunluluk haline getirmistir. Sektoriin 6nde gelenleri teslimat siireglerinde drone, otonom arag,
elektrikli ara¢c vb. kullanmayr denemistir. Arastirmada IHA’larm teslimatta kullanimmnin
benimsenmesi tiiketiciler 6zelinde incelenmistir. Arastirmada Teknoloji Kabul Modeli (TKM)
kullanilmigtir. Analiz yonteminde ise birden fazla bagimli ve araci degisken bulunmasinda dolay1
literatiirde ¢oklu iligkilerde siklikla kullanilan Kismi En Kiigiitk Kareler-Yapisal Esitlik Modellemesi
(EKK-YEM) Smart PLS paket programiyla kullanilmistir. Arastirmada sadece H5 hipotezi
reddedilmis olup diger hipotezler kabul edilmistir. Hipotez sonuglari incelendiginde insanlarin

teknolojik yeniliklere agik oldugu ve gelecekte iiriin teslimat siireglerinde dron kullanimina olumlu
baktigin1 sonucuna ulasilmastir.

Anahtar Sozciikler : Lojistik, Son Kilometre (Adim) Teslimat, E-Ticaret, Teknoloji Kabul
Modeli (TKM), Tedarik Zinciri Yonetimi.
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1. Introduction

Technological innovations benefit many sectors in many ways. Technological tools
and devices are used in almost every field as they facilitate processes. Therefore,
digitalisation has become an inevitable reality. Since the technological innovations that
businesses use positively contribute to human life, people often accept these innovations.
Technological developments in the logistics sector have been examined due to the scope of
the research. These technologies are lockers, autonomous vehicles, electric vehicles, and
drones. The current study examined the use of drones within the scope of last-mile delivery.
Drones and new technologies have been used in delivery processes due to increasing e-
commerce activities in recent years. Global e-commerce volume in 2021 was around 4.9
trillion dollars. International trade is expected to be about 5.5 trillion dollars in 2022. In
Tiirkiye, in the first six months of 2022, the e-commerce volume has reached 348 billion
Turkish liras with an increase of approximately 120% (<eticaret.gov.tr>). The continuation
of the e-commerce volume by increasing its speed every year has made it necessary to
diversify the delivery processes today and in the future.

In Tiirkiye, delivery is actively carried out by cargo vending machines, autonomous
vehicles, electric vehicles, and mobile branches. The inadequacy of drone technology to be
used in delivery processes and the regulations published by the Directorate General of Civil
Aviation (DGCA) for the use of drones limit the use of drones in delivery processes (Joerss
et al., 2016: 5-17). In the future, with the construction of drone landing strips for high-rise
buildings, the increase in the number of pilots using drones, and the making of drones more
suitable for transportation, it will be a technology that people can benefit more from in daily
life.

Individuals' perceptions and attitudes towards delivery processes will be the most
critical determinants of technology usage and adaptation processes (Singireddy & Daim
2018). In this context, within the scope of the research, the growing last-mile delivery
processes, parallel to the increase in e-commerce activities, have been examined with a focus
on drones. This study, conducted to understand people's resistance to innovations, will
provide foresight for the future use of drones in the logistics sector for last-mile delivery.
The advancement of technology has not only transformed the trading environment but has
also impacted the delivery processes at the end of trade. These issues have also been explored
in the current research. In the subsequent sections of the study, the utilisation of drones in
the last-mile delivery process has been examined, and existing examples have been
considered. Following this, the methodology section provides information about the research
model, analysis method, software used in the analysis process, data collection methods for
surveys used in the research, and the data collection process. Subsequently, the study's
conceptual model and hypotheses are explained and presented. Then, the research data
analysis is carried out and presented in tables. Finally, the research is concluded with the
discussion and conclusions section.
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2. Drone Use in Last Mile Delivery

Generally, drones are unmanned aerial vehicles known as Unmanned Aerial Vehicles
(UAVs) or Remotely Piloted Aircraft. Drones can be produced in different sizes and shapes
in terms of the size commanded by the remote control. Although drones were used in military
activities for the first time, as shown in Figure 1, they started to be used in commercial
activities afterwards. It began to be used in the commercial field, especially in the last mile
delivery part of the logistics processes with the consumer, with its first trial in 2013.
However, it cannot be said that the development of drone technology has yet to be completed
and will eventually provide the wide distribution of drone infrastructure (Rabta et al., 2019:
109-112).

Last-mile delivery refers to delivering a product to its ultimate consumption point or
end user. Last-mile delivery has gained increasing importance with the rise of e-commerce.
Making purchased products available to end users, such as homes, offices, or workplaces,
constitutes the focal point of last-mile delivery. Last-mile delivery activities will become
even more crucial, especially with the increase in e-commerce and pandemics. In this
context, studies conducted within the scope of last-mile delivery will benefit both the
literature and the logistics sector (Mangiaracina et al., 2019: 904; Eskandaripour &
Boldsaikhan, 2023: 2-4).

In the studies on last-mile delivery, the share of the last-mile delivery in the total
transportation cost was around 30%. Another study found that last-mile delivery accounts
for 40% of the total cost of the supply chain (Goodman, 2005: 1-4). For this reason, the last
mile delivery is seen as a complex area in the supply chain and solution proposals should be
presented. In this context, lockers, autonomous vehicles, mobile delivery vehicles, and
electric vehicles can be listed as the methods developed in last-mile delivery with the
technology developed in the last period. Drone technology, also the research subject, will
play an important role in delivering the last mile in the future (Jacobs et al., 2019: 5-14).
With the development of technology, it has started to be used in delivery processes with the
decrease in the production cost of aircraft, their ability to perform long-distance flights, and
the completion of their integration into the logistics system (Balcik et al., 2008: 53-57).

As shown in Figure 1, although the drone was first used in the military field, it started
to be used in commercial activities as the process progressed. This shows that the said
technology has spread to the base. In this context, it is important to examine the use of drone
technology. In particular, contactless delivery systems developed to avoid infectious
diseases after COVID-19 have differentiated the last-mile delivery processes. In addition,
with the increasing trend towards e-commerce after COVID-19, the importance of last-mile
delivery processes has been well understood (Moshref-Javadi et al., 2020: 292-298;
Nakiboglu, 2020: 287-293).
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Figure: 1
Drones' Historical and Future Timeline
« Within the scope of Defense Logistics, drone technology has been developed for military use since 1930.
Military Logistics
1930-2000
« With the developing technology, reaching drone technology has become a commercial product quite easily.
Business
2000-2015
« Developing technology has spread the usage areas of drones.
Next St « Spraying of agricultural areas, private security activities, cargo and product delivery activities, etc.
ext Step
2015-2020
« Drone technology, which is supposed to continue its development in the future, is being tried to be used as a taxi.
Fut « Studies on city logistics with drones continue in Saudi Arabia, UAE, and Tiirkiye.
uture
2020-2030

Source: Garcia & Santoso, 2019.

In parallel with the increase in the volume of e-commerce, another system that is
desired to be integrated into the delivery processes is the UAV technology. It is focused on
effectively using all delivery vehicles to create a sustainable logistics ecosystem. UAVs are
becoming more and more popular in the last-mile delivery process. In this area, Amazon
patented many drone supply centre projects in 2017. DHL made the first drone delivery
within the scope of last-mile delivery by delivering medical drugs in 2013 (Aurambout et
al., 2019: 1-5; Garcia & Santoso, 2019: 10-19). Figure 2 shows the image of the supply
centre patent that Amazon has received in this context.

Amazon's use of drones for last-mile delivery has been covered by multiple patents,
with one of them being the 'multi-level fulfilment centre for UAVs shown in Figure 2.
Fulfilment Centres are large storage facilities typically located outside the city. However,
these structures outside the city make it challenging for drones to make deliveries in the
town. To address this issue, experts have supported the establishment of high-rise drone
delivery fulfilment centres. The multi-level fulfilment centre for UAVs, developed and
patented within this context, is to facilitate the delivery of shipments to recipient points using
drones. These centres will allow multiple drones to take off and land simultaneously. In
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addition to fixed centres, Amazon has also made efforts to let drones take off and land from
moving vehicles (Michel, 2017: 7-8; Garcia & Santoso, 2019: 10-19).

Figure: 2
Multi-Level Fulfilment Centre for UAVs
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Source: Curlander, J.C. et al., 2017; Michel, 2017.

In Tiirkiye, the use of drones in commercial activities is becoming widespread. The
drone market is increasing its volume day by day. Private and commercial drones in Tiirkiye
are subject to certain conditions. All of the drone processes, information, documents, and
records are kept at the Directorate General of Civil Aviation (DGCA). Use a license, DGCA
carries out drone registration, etc. transactions. The use of drone technology will inevitably
become widespread in the future. Increasing e-commerce volume daily is one of the most
important signs of this. This situation can be explained with the visual and Ministry of Trade
data in Figure 3 (<eticaret.gov.tr>; <web.shgm.gov.tr>).

As shown in Figure 3, the distribution of e-commerce by platforms is Web: 24% Web
Mobile: 6% Mobile Application: 70%. In addition, when we look at the sectoral distribution
of e-commerce, the volume of clothing, shoes, accessories, electronic goods, food,
supermarket, and catering sectors is around 70%. In this case, the size of the activities that
can be done within the scope of last-mile delivery is seen more clearly. The increase in the
volume of e-commerce makes it necessary to diversify the delivery processes in the part
where the supply chain activities meet the consumer (<eticaret.gov.tr>).
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Figure: 3
Distribution of Shopping by Platforms
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Web: %24 Web Mobile: %6 Mobile Application: %70
Source: <eticaret.gov.tr>, 29.12.2022.

Parallel to the expansion of e-commerce volume in Tiirkiye, motor couriers, lockers,
mobile delivery points, autonomous vehicles, etc. It is aimed at reaching the final consumer
with these methods. However, as drone technology continues to develop in the future, it is
seen as an inevitable fact that its use within the scope of last-mile delivery will increase. In
this context, in the current research, drone technology has been examined within the scope
of last-mile delivery. While creating the research model, the Technology Acceptance Model
(TAM) was frequently used to accept new technologies (Choe et al., 2021: 18-23; Waris et

al., 2022: 1-6).
Table: 1
The Technology Acceptance Model Used in Drone Studies
Authors Research Area Hypothesis* Result

EF->PU Not Supported
S>PU Not Supported

Edwards et al. (2023) Use of delivery drones for humanitarian operations PES&Z.T_U gﬂggggsg
PU->I Not Supported

AT->I Supported

PEOU->PU Supported

PEOU->HM Supported

Hinzmann & Bogatzki (2020) | Autonomous delivery vehicles for last-mile delivery in Germany P'L_:JS'I\A gﬂgggg:g
FC>1 Not Supported
PS>1 Not Supported

DR->AT Supported

PPR->AT Supported

Valencia-Arias et al. (2022) Drones for product delivery in the context of the COVID-19 pandemic in Colombia Ffé?)ﬁ; gﬂgggﬁzg

C>AT Supported

AT-I Supported

PEOU->PU Supported

- . . PU>AT Supported

Koh et al. (2023) Urban drone adoption in last-mile delivery PPROAT Supported

AT->I Supported

PEOU->AT Supported

PU>AT Supported

Shapira & Cauchard (2021) Drone use in public health emergencies PUI Supported

AT->I Supported

PPR>AT Supported

* PU = Perceived Usefulness; PEOU = Perceived Ease of Use; EF = Efficient Operations; S = Security; HM = Hedonic Motivation; PS = Privacy

Security; FC = Facilitating Conditions; | = Intention; AT = Attitude Towards; PR = Perceived Privacy Risk; DR = Delivery Risk; Pl =

Innovativeness; PC = Compatibility; C = Complexity
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Edwards et al. (2023) examined the adoption processes of drones, which are likely to
be used in last-mile delivery in the future by logistics service providers. In this context, the
TAM and external variables concept was included in the model, which is commonly used in
researching new technologies. The research was conducted with data obtained through
surveys from 103 individuals working in leading logistics companies in China in 2016. Since
drones are a new technology, the security aspect was considered important and added to the
model as a variable. When the study results were examined, it was observed that ease of use
and security are important factors for drones. Detailed information about the research is
provided in Table 1.

Hinzmann and Bogatzki (2020) emphasised in their study that the growing volume
of e-commerce has made using new technologies necessary in delivery processes.
Autonomous vehicles and drones are expected to be significant alternatives in the delivery
field. The research's primary focus is the impact of the expected increase in e-commerce
volume on future delivery processes. In this context, the acceptance of autonomous vehicles
and drones by humans has been examined. The study shows that consumers in Germany
have a positive attitude towards the use of autonomous vehicles and drones in delivery
processes. Additionally, hypotheses related to privacy security and facilitating conditions
variables were rejected, while hypotheses related to perceived usefulness and ease of use
were accepted. Detailed information about the research is provided in Table 1.

Valencia-Arias et al. (2022) focused on one of the alternatives that emerged in the
logistics sector due to the increased need for contactless operations during the COVID-19
pandemic. In this context, the researchers examined the factors influencing user acceptance
of drone delivery in Colombia using the TAM and Diffusion of Innovations (DIT)
frameworks. The study included 121 participants from Colombia. The research results
showed that all the hypotheses formulated in the conceptual model were accepted. People in
Colombia have a positive perception, attitude, and intention towards using drones in last-
mile delivery processes. Detailed information about the research is provided in Table 1.

In their study by Koh et al. (2023), COVID-19 has significantly shaped commercial
activities. In this study, the focus was on contactless technologies during the COVID-19
pandemic, with particular emphasis on the role of drones in last-mile delivery. Therefore,
the research examined drones as a technological solution to the challenges posed by high
urbanisation and increased delivery traffic. Since measuring individuals' perceptions,
attitudes, and behaviour towards using drones in last-mile delivery is crucial, it formed the
main starting point of the research. In the current study, the acceptance process of the new
technology was conducted using the TAM (Technology Acceptance Model) and external
variables. A total of 450 individuals participated in the research survey. Structural equation
modelling was employed in the analysis process. The analysis results indicated that
perceived privacy risk, attitude, ease of use, and usefulness significantly influenced
individuals' intention to use drones in last-mile delivery. Detailed information about the
research is provided in Table 1.
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Shapira and Cauchard (2021) examined the intention to use drones in public health
emergencies (PHEs). The fact that drones can find applications in diverse areas indicates
their potential versatility as a technology in the future. The investigation into drones' usage
in the context of PHEs was conducted through a survey with the participation of 568
individuals. Structural equation modelling was employed in the research. The main problem
of the study was to explore the factors influencing the acceptance of drone use in PHEs. The
utilisation of drones in PHEs was examined within TAM and task-technology fit (TTF)
frameworks. When the results were discussed, it was found that all hypotheses in the
proposed research model were accepted. Perceived privacy risk, attitude, ease of use, and
usefulness influenced individuals' intention to use drones in PHES. The acceptance process
of using drones in PHEs was observed positively. Detailed information about the research is
provided in Table 1.

As seen in Table 1, drones have various applications in delivery processes. Although
experimental, drones will likely be actively used in last-mile operations and individual
transportation.

3. Methodology

Individuals receiving their products using drone technology must use their phones or
devices. For this reason, individuals over +18 who can use technological devices were
included in the scope of the study. The individuals in the research were reached by
convenience sampling method. Since it is impossible to get everyone included in the scope
of the study due to convenience sampling, research population structure, high cost, time
constraints, COVID-19, and data collection difficulties, it aims to reach the accessible ones.
The study's sample is convenience sampling, one of the non-random sampling methods.
However, convenience sampling has some disadvantages. These include the problem of
representing the population by the sample and, consequently, the limited generalizability of
the analysis. The fact that participants are present in a specific environment during sample
selection can lead to biased preferences. Additionally, sampling bias is introduced (Kurtulus,
2010: 112-119; Ozdamar, 2004: 80-85). The study was limited to the province of Istanbul,
as it was impossible to reach everyone included due to high costs, time constraints, COVID-
19, and data collection difficulties. A 5-point Likert scale ranging from 1 = 'Strongly
Disagree' to 5 = 'Strongly Agree' was used for responses. The survey questions were
developed in line with the items used in TAM studies. In the research, the survey form
consisting of 3 parts was collected online between 05.07.2022 and 09.06.2022 via Google
Form. The research was sent to 480 people online, and 267 participated in the survey. When
the data was organised, analyses were carried out with 219 people (Islamoglu & Almagik,
2014: 50-60; Toraman & Gegit, 2023).

3.1. Research Methods Structural Equation Modelling (SEM)

SEM is a method used in models that examine the relationships between multiple
variables. Partial Least Squares Structural Equation Modelling (PLS-SEM), frequently used
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in social sciences, is an analysis method employed in studies with a more limited sample
size. Multiple independent and mediator variables affect the dependent variable. In addition,
the demographic characteristics of participants can also be the subject of research
investigations. Complex models are frequently studied in contemporary research. In this
context, using the SEM method has become necessary for completing the analysis process
in models with multiple independent, mediator, and control variables. The current study used
the SEM model, considering its suitability (Garcia, 2023: 3; Hair et al., 2017: 189-190).

When the research model is examined, it is seen that there is more than one
independent and mediator variable, and there is more than one relationship between the
variables. The literature shows that the structural equation model is generally used in
research models with more than one relationship. The current study used SEM because of
the similarity in question. When the literature is examined, it is known that the Smart PLS
program is used in many exploratory studies using SEM. In the current study, analyses were
carried out using the Smart PLS 3 program (Hair et al., 2010: 150-175; Hair et al., 2011:
186; Hair et al., 2016: 174-179; Hair et al., 2017: 189-193).

3.2. Research Model and Hypotheses

Users' acceptance of new technologies has been the subject of research by experts.
These studies examined the effective factors in accepting users' technological products or
services with different methods. In this context, the Technology Acceptance Model (TAM)
has been used in the usage processes of new technologies in the literature. Besides, the
Theory of Planned Behaviour (TPB), DIT, TAM-2, TAM-3, etc. models have also been used
frequently in the literature (Davis, 1989: 323-334; Davis et al., 1989: 986-993; Venkatesh
& Davis, 1996: 453: 460; Venkatesh & Morris, 2000: 116-123).

One commonly used model in the literature is the TPB, which examines how
individuals carry out their behaviours and the factors influencing these processes. The
theory's main premise argues that the three most important factors influence human
behaviour (Shaw et al., 2022: 2; Kaminski, 2011: 2). These factors are subjective norms,
perceived behavioural control, and attitude. Another critical theory is Roger's DIT, where
factors influencing the diffusion process of innovations are identified as relative advantage,
compatibility, complexity, trialability, and observability (Kamalanon et al., 2022: 3; Tian et
al., 2023; Rogers et al., 2014: 435-440).

On the other hand, the research's conceptual model is based on TAM, TAM-2, and
TAM-3, which have become widely used theories in studying new technologies since Davis
proposed them in his 1986 doctoral thesis. TAM argues that the key factors influencing the
acceptance of new technology are perceived ease of use and usefulness. It suggests that the
technology's adoption process will be positively supported if users believe it requires less
effort and that their performance will improve when they use it. Different researchers have
added to the core model following TAM, developing it further. TAM-2 and TAM-3 are
revised and enhanced versions of the original model (Venkatesh & Davis, 1996: 453:460;

113



Toraman, Y. & T. Oz (2023), “The Use of New Technologies in Logistics:
Drone (UAV) Use in Last Mile Delivery”, Sosyoekonomi, 31(58), 105-124.

Venkatesh & Bala, 2008: 275-280; Chocarro et al., 2023: 297; Barrett et al., 2023: 1668-
1670).

TAM has been modified and used in Figure 4. The main variables of TAM are
perceived usefulness, perceived ease of use, and intent. However, due to the research's scope,
purpose, and predicted outputs, different mediators or independent variables can be added
to the concept model. The concept model in Figure 4 was used to examine drones within the
scope of last-mile delivery (Venkatesh et al., 2007: 269-275; Davis & Venkatesh, 1996: 22-
30).

Figure: 4
Research Model

]

PC

By

PEOU

I: Intention, AT: Attitude Towards Use, E: Enjoyment, PE: Performance Expectancy, PC: Perceived Compatibility, PEOU: Perceived Ease of Use, PU:
Perceived Usefulness

TAM is essential in examining the factors that affect the adoption of new
technologies and receiving feedback for necessary improvements due to the analysis. As
independent variables to the concept model of the study, which is specific to deliveries using
drones, perceived compatibility, enjoyment, and performance expectancy, mediator as
variables; Intention was used as dependent variable of perceived usefulness, perceived ease
of use, and attitude towards use (Venkatesh & Bala, 2008: 277-286; Venkatesh & Morris,
2000: 116-123; Venkatesh et al., 2003: 427-433).

Perceived Compatibility (PC) refers to users reconciling innovations with existing
values and habits. Innovations can be adopted if they are compatible with the existing values
and practices of the users. New technologies will be used when compatible with the users'
past behaviours. The current research is based on the adoption of drones in the delivery
process. TAM literature was used in this context while forming the H1 and H2 hypotheses
(Sugandini et al., 2018: 660-669; Prakarsa et al., 2020: 63-67).

H1: Perceived Compatibility (PC) is positively related to Perceived Usefulness (PU)
H2: Perceived Compatibility (PC) is positively related to Perceived Ease of Use (PEOU)

Enjoyment (E) refers to the degree to which users perceive new technologies as
valuable and efficient in their workflow and enjoyable in the use process. It refers to the
perception that the use of related technology is fun. Studies have shown that enjoyment has
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a positive effect on intention. TAM literature was used in this context while forming the H3
and H4 hypotheses (Choe et al., 2021: 20-29; Venkatesh et al., 2003: 427-433; Lee et al.,
2019: 41).

H3: Enjoyment (E) is positively related to Perceived Usefulness (PU)
H4: Enjoyment (E) is positively related to Perceived Ease of Use (PEOU)

Perceived Ease of Use (PEOU): It is the degree to which a person believes that using
a particular system will relieve the physical and mental workload. One of the critical factors
for the widespread use of new technology is the perceived ease of use factor. Technologies
with ease of use have an indirect positive effect on intent during the adoption process. In the
delivery process, the users' convenience when receiving is emphasised. TAM literature was
used in this context while forming the H5 hypothesis (Davis & Venkatesh, 1996: 22-30;
Davis, 1989: 323-334; Venkatesh & Bala, 2008: 277-286).

H5: Perceived Ease of Use (PEOU) is positively related to Perceived Usefulness (PU)

Perceived Usefulness (PU) indicates the degree to which people believe their job
performance will increase when they use a new technology. Usefulness by users of the
system is affected by some external factors. In this context, per the research content, three
independent variables were added to understand better the factors affecting the intention to
use drone technology. TAM literature was used in this context while forming the H6
hypothesis (Venkatesh & Davis, 1996: 453, 460; Venkatesh & Morris, 2000: 116-123;
Venkatesh & Bala, 2008: 277-286).

H6: Perceived Usefulness (PU) is positively related to Attitude Towards Use (AT)

Performance Expectancy (PE): It is the degree to which users believe they will gain
performance in the system's process. For example, if cargo delivery is faster and easier with
the drones examined within the scope of the research, the person will save time in terms of
time. This indicates the performance obtained from the process. Studies have shown a
significant and positive relationship between the intentions of people with high-performance
expectations. TAM literature was used in this context while forming the H7 hypothesis (Li,
2010: 8-9; Arias-Oliva et al., 2019: 3-4; Venkatesh & Davis, 1996: 453: 460).

H7: Performance Expectancy (PE) positively relates to Intention (1)

Intention (1) consists of people's positive or negative thoughts toward active use.
Since social psychologists see intention as the antecedent of behaviour, it is the most critical
variable affecting active use.

Attitude Towards Use (AT): It is the positive or negative evaluation of a technology
acceptance process by people. It can be defined as the evaluation of the user in accepting the
innovation in question. In the studies conducted, attitude positively affects intention. In this
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context, TAM literature was used while forming the H8 hypothesis (Venkatesh & Morris,
2000: 116-123; Venkatesh & Bala, 2008: 277-286; Venkatesh et al., 2003: 427-433).

H8: Attitude Towards Use (AT) positively relates to Intention (1)

The model of the research was created to analyse the factors affecting the use of
drones. In the next part, the data obtained in the study will be examined in the Smart PLS 3
program. In line with the results obtained, inferences will be made for the future use of
drones.

4, Results

The research used Structural Equation Modelling (SEM) with the Smart PLS 3
program. Before starting the analysis process, the research data were separated and
organised. In the following stages, reliability and validity analyses, discriminant validity
analysis, hypothesis tests, hypotheses results, and R? and R? adjusted results were performed,
respectively.

The sample of the research is presented in Table 2. It was observed that 87% of the
participants in the study, which investigates a new technology in the logistics field, are
between the ages of 18-30. On the other hand, when examined by gender, an almost equal
distribution was observed. Finally, when the research participants' education levels were
examined, a high concentration was observed in high school and bachelor's degree levels. In
this context, the participants in the research consist of young individuals with a certain level
of education.

Table: 2
Descriptive Statistics of the Sample

%
18-20 59.5
21-29 27.9

Age 30-39 9.0
40-49 3.6

50-59 -

60 + -
Female 45.9
Gender Male 54.1
High School 45.0
Education Vocational School 144
Bachelor’s Degree 36.9

Master's Degree 3.7

The results obtained after the reliability and validity analyses were completed are
shown in Table 3. Reliability and validity analyses are important for conducting hypothesis
testing in the research. However, some tests need to be conducted before path analysis. These
are known as reliability and validity tests, which include Factor Loading, Cronbach's Alpha
values, Composite Reliability, and AVE analyses. Factor Loading examines the relationship
between variables and facilitates grouping specific factors. In statistical analysis, Factor
Loading should be above 0.70. Cronbach's Alpha values are another measure examined for
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reliability and validity. Cronbach's Alpha values should be above 0.70. However, this value
alone is insufficient (Simsek, 2007: 470-475). Composite Reliability, values above 0.70, like
Factor Loading and Cronbach's Alpha values, are considered valid. Finally, the AVE value
is also important for reliability and validity. The minimum value for AVE should be 0.50.
When the reliability and validity analyses of the research are examined, it has been
determined that it is consistent and meets the high-reliability level (Hair et al., 2010: 150-
175; Hair et al., 2011: 186; Hair et al., 2016: 174-179; Hair et al., 2017: 189-193).

Table: 3
Results of the Measurement Model

Items Factor Loading Cronbach's Alpha Composite Reliability Average Variance Extracted (AVE)
AT1 0.941

AT2 0.949 0.940 0.961 0.892
AT3 0.943

El 0.683

E2 0.924

E3 0921 0.889 0.925 0.759
E4 0.932

11 0.946

12 0.956 0.915 0.947 0.855
13 0.870

PEOU1 0.871

PEOU2 0.918

PEOUS 0.048 0.928 0.949 0.823
PEOU4 0.891

PU1 0.903

PU2 0.927

PU3 0.020 0.922 0.945 0.811
PU4 0.852

PE1 0.932

PE2 0.912

PE3 0873 0.928 0.949 0.822
PE4 0.908

PC1 0.948

PC2 0.917 0.902 0.939 0.838
PC3 0.879

I: Intention, AT: Attitude Towards Use, E: Enjoyment, PE: Performance Expectancy, PC: Perceived Compatibility, PEOU: Perceived Ease of Use, PU:
Perceived Usefulness

Table: 4
Discriminant Validity Analysis based on the Fornell-Larcker Criterion

AT E | PC PE PEOU PU
AT 0.944
E 0.752 0.871
| 0.815 0.820 0.925
PC 0.797 0.681 0.766 0.915
PE 0.822 0.784 0.838 0.860 0.906
PEOU 0.889 0.772 0.872 0.835 0.872 0.907
PU 0.786 0.779 0.812 0.778 0.901 0.847 0.901

I: Intention, AT: Attitude Towards Use, E: Enjoyment, PE: Performance Expectancy, PC: Perceived Compatibility, PEOU: Perceived Ease of Use, PU:
Perceived Usefulness

The correlation analysis is referred to as the Fornell-Lacker Criterion in the Smart
PLS package program in Table 4. Correlation analysis, also known as the Fornell-Lacker
Criteria Table, is obtained by taking the square root of the AVE values. When the correlation
between the variables of the created model was examined, the literature found no variable
that would pose a problem. The results of the correlation analysis are shown in Table 4 (Hair
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et al., 2010:150-175; Hair et al., 2011:186; Hair et al., 2016:174-179; Hair et al., 2017:189-
193).

Table: 5
Hypotheses Results

Hypotheses Path Original Sample T Statistics P Values p<0,05 Hypothesis supported?
H1 AT-I 0.387 2.237 0.026 Supported
H2 E->PEOU 0.379 4.645 0.000 Supported
H3 E->PU 0.291 3.047 0.002 Supported
H4 PC->PEOU 0.577 7.265 0.000 Supported
H5 PC>PU 0.197 1.883 0.060 Not Supported
H6 PE->1| 0.520 3.040 0.002 Supported
H7 PEOU->PU 0.458 4.216 0.000 Supported
H8 PU>AT 0.786 11.489 0.000 Supported

Significant in the p<0.05 value range, I: Intention, AT: Attitude Towards Use, E: Enjoyment, PE: Performance Expectancy, PC: Perceived
Compatibility, PEOU: Perceived Ease of Use, PU: Perceived Usefulness

As a result of the analysis of the hypotheses in the research model, the H5 hypothesis
was rejected, while the other hypotheses were accepted. Results are shown in Table 5. For a
hypothesis to be rejected, the p-value should be above 0.05. In this context, it has been
observed that only the p-value of H5 is 0.060. Therefore, the hypothesis is not supported.
While the Perceived Compatibility variable in the rejected H5 hypothesis does not directly
affect the perceived usefulness, it is seen that it indirectly affects the PU through the PEOU.
The mediating effect of PEOU can be mentioned here (Hair et al., 2010: 150-175; Hair et
al., 2011: 186; Hair et al., 2016: 174-179; Hair et al., 2017: 189-193).

Table: 6
Results of Rz and R? Adjusted
Items R? Radj?
AT 0.618 0.614
| 0.751 0.746
PEOU 0.775 0.770
PU 0.768 0.761

I: Intention, AT: Attitude Towards Use, E: Enjoyment, PE: Performance Expectancy, PC: Perceived Compatibility, PEOU: Perceived Ease of Use, PU:
Perceived Usefulness

The results of R? and R? Adjusted are shown in Table 6. R? and Radj? values above
0.70 are considered strong explanation percentages, so they are important in many respects.
When the model variables R? and Radj? are examined, the research results must find | as
0.746. The variables included in the research model effectively explained the intention
(Agustina, 2019: 281-283; Hair et al., 2010: 150-175; Hair et al., 2011: 186).

The path analysis of the research model, the path coefficients of the hypotheses, the
R? values of the variables, and the factor loads of the variables are shown in Figure 5. The
image was obtained from the Smart PLS 3 program. (Hair et al., 2011: 186; Hair et al., 2017:
189-193).
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Figure: 5
Path Analysis of Research
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I: Intention, AT: Attitude Towards Use, E: Enjoyment, PE: Performance Expectancy, PC: Perceived Compatibility, PEOU: Perceived Ease of Use, PU:
Perceived Usefulness

5. Discussion and Conclusions

The current research has examined people's thoughts, perceptions, attitudes, and
intentions against using drones, one of the technological innovations within the scope of
last-mile delivery. Technology Acceptance Model (TAM), Planned Behaviour Theory
(PBT), and Diffusion of Innovations Theory (DIT), etc. models are used frequently. In this
context, the variables of TAM and DIT were used in the current study to show parallelism
with the literature. Examining delivery processes with drones forms the basis of the research.
However, since drone delivery is not actively used in Tirkiye, the active use variable is not
included in the model. According to the researchers, focusing on the intention variable is
advocated if the relevant technology is limited, which is accepted as an antecedent of active
use. Determining the factors affecting user intention specific to the relevant technology will
provide the opportunity to make the necessary optimisation in the operational use process in
the future (Venkatesh, et al., 2007:269-275; Davis & Venkatesh, 1996:22-30; Davis,
1989:323-334; Garcia & Santoso 2019:42: Aurambout, et al., 2019: 2-5).

When the hypotheses in the research model are examined, it is seen that only the H5
hypothesis is rejected. Other hypotheses H1, H2, H3, H4, H6, H7 and H8 were accepted. H1
suggests a significant and positive relationship between Attitude and intention, indicating
that someone who views the use of drones in deliveries positively will not face difficulties
in the adaptation process. H2 and H3, a significant and positive relationship between
enjoyment, perceived ease of use and perceived usefulness indicates that users are offered a
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different experience. This, in turn, positively affects attitude and intention. H4 suggests a
significant and positive relationship between compatibility and perceived ease of use,
indicating that participants' past experiences are compatible with using drones in last-mile
delivery. Recently, various technologies have been used in last-mile delivery, so it can be
said that people are prepared to use drones. H5, no significant relationship was found
between compatibility and perceived usefulness. H6, the performance expectancy variable,
is an improved version of perceived usefulness. It was also added to the model to gain in-
depth insights into participants' perceived usefulness. A significant and positive relationship
between performance expectancy and perceived usefulness indicates that performance is
highly influential in using new technologies. H7 suggests a significant and positive
relationship between Perceived ease of use and perceived usefulness, which is a suitable
result for TAM. Finally, H8, the presence of a significant and positive relationship between
perceived usefulness and intention, is one of the important results of the study. Attitude and
intention are important variables in determining future active usage. Considering the positive
and significant effects of the relevant variables in the research on drone technology, it is
crucial for the sector. In this context, results in parallel with the literature were obtained in
the study. Even if drones are not actively used within the scope of last-mile delivery in
Tiirkiye, when the results of the hypothesis are examined, it is understood that the potential
users will adapt to the delivery by drone shortly after the necessary infrastructure is provided.

After COVID-19, people rapidly adapted to contactless delivery applications. Since
the onset of the COVID-19 pandemic, people's behaviour has changed. Using systems or
technologies with contactless features, especially in shopping and payment processes, is
given priority. Drones will inevitably be used within the scope of last-mile delivery. When
the research results are examined, the use of drones in last-mile delivery will be a critical
topic in the future. Businesses that make people's lives easier can quickly adopt technologies
that increase cost-effectiveness and efficiency. All the technologies currently in use are
making life easier for people while providing benefits to manufacturers, retailers, and other
stakeholders. Additionally, the development of drone technology and its widespread
adoption may take some time to reduce production costs. Before this process, research
conducted within the framework of drones, like the current study and future research, will
help the industry and academia examine the positive and negative aspects of the subject and
come up with solutions. In this context, although drone deliveries are not widely used in our
country, they can be seen as a preparation for the future. Finally, digitisation continues to
advance rapidly in all areas. Introducing potential future technologies such as digital
currency, blockchain, metaverse, virtual reality, artificial reality, artificial intelligence, etc.,
into people's lives will increase e-commerce volume. In this context, the importance of last-
mile delivery will increase with the growth of e-commerce activities in the future. Within
the scope of last-mile delivery, drone transportation can be more actively used than other
technological deliveries after the necessary regulations are in place. It is believed that the
results obtained will benefit academic and private-sector stakeholders.

The research model is composed of TAM, DIT, and independent variables. With the
active use of drone technology, drone studies can be continued by differentiating the
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variables on different samples and according to the conditions of the period. In this context,
future research will be expanded with TAM-2 and TAM-3 models. Furthermore, drones are
currently being used in a semi-autonomous manner. However, in the future, with the
production and use of fully autonomous drones, the scope of the research can be expanded,
and the study can be repeated.

6. Limitations

The first limitation of the research is the model and variables used. In the future,
different models can be used to gain in-depth knowledge about the user experience. Another
limitation is the sample size of the research. Since the convenience sampling method was
used in the study, examining it with a different sample is conceivable. There is also a
limitation in the number of samples due to the convenience sampling method in the research.
Therefore, it makes it difficult to generalise the results of the study. The final limitation of
the research is that the sample is limited to the Istanbul province.
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Abstract

The service quality of pre-school education institutions is a pivotal issue in meeting the
expectations of education policies in Tiirkiye regarding solution proposals, institution adequacy and
dissemination of pre-school education, and supporting children's development at a desired level. This
study evaluates the service quality in pre-school education institutions through the Servqual method.
The study's working group consisted of 428 parents whose children learn at pre-school education
institutions in Izmir, Diyarbakir, Karaman, Kahramanmaras, and Zonguldak provinces during the
2020-2021 academic year. The study deployed the Servqual scale as a data collection tool. The results
revealed that the parents’ expectations were met regarding tangibles and empathy, while their
expectations were unmet regarding reliability, responsiveness and assurance.
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Oz

Tiirkiye’de egitim politikalarinin; ¢6ziim onerileri, kurum yeterliligi ve okul 6ncesi egitimin
yaygmlastirilmas1 konusundaki beklentilerinin kargilanmasinda ve c¢ocuklarin gelisiminin istendik
diizeyde desteklenmesinde okul oncesi egitim kurumlarinin hizmet kalitesi 6n plana ¢ikmaktadir. Bu
calismada okul oncesi egitim kurumlarmdaki hizmet kalitesinin - Servqual ydntemiyle
degerlendirilmesi amaglanmigtir. Aragtirmanin ¢aligma grubunu Izmir, Diyarbakir, Karaman,
Kahramanmarag ve Zonguldak illerindeki okul 6ncesi egitim kurumlarinda 2020-2021 egitim 6gretim
yilinda ¢ocuklar1 egitim almakta olan 428 6grenci velisi olusturmaktadir. Arastirmada veri toplama
aract olarak Servqual olgegi kullanilmigtir. Calismanin sonucunda, fiziksel ozellikler ve empati

boyutlarinda 6grenci velilerinin beklentilerinin karsilandigi goriiliirken; giivenirlik, heveslilik ve
giiven boyutlarinda beklentilerin kargilanmadigi sonucuna ulagilmugtir.

Anahtar Sozciikler : Okul Oncesi Egitim, Hizmet Kalitesi, Servqual Yontem.
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1. Introduction

The shaping of human life and the social contribution by creating a desired
behavioural change in an individual depends on the service and quality level of education.
This is mainly achieved in pre-school within the education sector as the 0-6 age range,
defined as the pre-school period and known as the magic years, holds the most critical period
regarding all development areas of an individual. Therefore, pre-school education will be
given in this period, which occupies the most crucial place in the service sectors and will
lead to problems that are difficult to compensate for at the individual and social levels when
a quality service is not provided.

Because pre-school education is not compulsory in Tiirkiye, the increase in welfare
and education level, the rise in digitalisation and technology, the frequent participation of
mothers in working life, the competitive environment emerging with college and private
schooling, the small age groups of children, and the lack of studies analysing service quality
in this field, our study is expected to make a significant contribution to the relevant literature.
Besides, this study provides a comparison opportunity by including the provinces in different
regions of Tiirkiye.

2. Conceptual Framework

2.1. The Concept of Service, Quality and Service Quality

The concept of ‘service’ has been a hot topic in recent years, so various studies have
been conducted on this subject. Because innovation, new products and growth opportunities
in every sector have paved the way for businesses in the service sector to compete with each
other (Giirbiiz & Ergiilen, 2006). The importance of service is increasing daily; furthermore,
it has been the subject of research in different fields and branches. Service is a
multidimensional sector with intangible outputs, covers numerous fields, is open to
development and change, has continuity and includes fierce competition. It is gruelling for
businesses to thrust themselves on customers due to multiplied reasons such as the difficulty
of achieving the quality standard in service, the coexistence of the balance of supply and
demand along with production and consumption, and the dependence of performance
evaluation on customer satisfaction (Can, 2016).

Considering the concept of ‘quality’, which we encounter in almost every period of
history, different definitions were made by scientists. These definitions refer to the fact that
quality emerges as an effort of individuals and systems to get down to a fine art by making
mistakes (Giimiisoglu et al., 2007). Kayral (2014) defined quality as difficult to obtain for
the consumer, gaudy, limited, solid and qualified; moreover, it is "a concept that is identical
with compliance with the standards" according to the people in the enterprises. Parasuraman,
Zeithaml and Berry conducted extensive research on service quality for many years and
attempted to develop the most general model each business can apply by finding the
appropriate factors. Having been born between 1985 and 1990, these studies were the most
comprehensive ones in the related literature; they were developed in the USA and became
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the global model. The SERVQUAL model is comprehensive and consists of 22 items that
form the basis of quality and must be present in service. The general term used to measure
quality in this model is 'perceived service' quality. This model is the result of comparing the
expected service with the perceived service. In other words, the sole purpose of the enterprise
is that the service provided is equivalent to or higher than the customer's expectation. When
the exact opposite situation emerges, namely, when the service does not satisfy the
customer’s expectation, no quality arises (Eriskin, 2019).

Figure: 1
Service Quality Model
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Bulgan, 2002.

The Figure 1 above explains the Servqual scores and levels calculation. Perceived
Service Quality is obtained by subtracting the expectation score from the perceived score
(Cicek & Dogan, 2009; Devebakan, 2006; Filiz, 2009). After measuring the service quality,
the level of quality is calculated as follows. If the perceived score exceeds expectations, it is
considered an ideal quality service. Low-quality service is unacceptable; if it is equal, it
means satisfactory quality service (Yilmaz et al., 2007).

Service quality refers to being satisfied or dissatisfied with the customer's service and
what he or she receives from that service. Therefore, service quality can be defined as the
customers' needs and expectations of the service, the features required to be in the service,
and the degree of having these features of the service (Ozveren, 2010). To provide a proper
service and increase the service quality, a lot of endeavours are made, and different strategies
are implemented. That's why businesses realised that being superior in the service offered
with the products would increase the quality status along with those they provide. They
started to consider this relationship for maintaining their existence (Karahan, 2006). The
leading actor in the determination of the quality is the customer. Therefore, how customers
perceive quality is most important in all service sectors. In light of the definitions, the most
remarkable criterion is the extent to which the enterprises meet customer expectations
(Gazan, 2010).
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2.2. Service Quality in Pre-school Education

Upon analysing the meanings of the concepts of ‘Service’ and ‘Quality’ with
satisfactory quality in all institutions, organisations and businesses in different fields, the
relations between those who serve and those who get service in each field differ, and the
evaluations of the service quality are made according to the expectation and perceived
service levels. In this vein, the schools that will shape children's lives, regarded as the
assurance of the future, must develop good business and quality standards and serve
students. The studies conducted on the concepts of service and quality in education (NICHD,
2002; Yilmaz et al., 2007; Aksarayl & Pala, 2019; Devebakan et al., 2019; Gersil & Giiven,
2018; Arslan et al., 2022) are essential in terms of increasing the quality standards in
educational institutions and providing a better educational environment and atmosphere.

Defining quality and quality indicators in pre-school education is still a pivotal
concern. Families, supervisors and managers have different viewpoints regarding evaluating
and interpreting quality. The quality indicators generally include the number of children per
teacher, the classroom size, the educational environment and materials diversity, security,
cleanliness, and the cooperation level of teachers with students and their families. (Textor,
1998; Phillipsen et al., 1997). The definability, applicability and evaluability of the concept
of quality in pre-school education can be considered as the basis of pre-school education
since it is fundamental to make a comprehensive evaluation by taking into account the
curriculum, administration, teacher's proficiency level, the controllability of the school, the
physical environment and many situations to associate quality with pre-school education
(Giiles, 2013).

NAEYC is one of the organisations that symbolises quality in pre-school education
institutions and ensures accreditation. NAEYC has classified the quality indicators in 10
areas based on their propriety for improvement. These are “teacher-child relationship,
curriculum, teacher-parent relationship, teacher competencies, management, staff, physical
environment, health and safety, nutrition and food services and evaluation”. NAEYC (1991)
stated that institutional quality should be strictly appropriate to the child's development.

Upon examining the related literature on quality in pre-school education, a limited
number of national studies were conducted, while the number of international studies is
relatively high. The studies in the international literature were mainly carried out on
‘Educational Environments’ (La Paro et al., 2012; Denny et al., 2012; Hooks et al., 2006;
Cassidy et al., 2005; Warash et al. 2006; Fenech et al., 2010; Hofer, 2010; Jeon et al., 2014),
‘School Management’ (Lower & Cassidy, 2008; Foster-Nelson, 2012; Arend, 2010; Mathers
et al., 2007) and ‘Quality Rating and Improvement System (QRIS)’ (Lahti et al., 2015;
Yazejian & lruka, 2015; Connors & Morris, 2015; Hestenes et al., 2015). Most of these
studies were conducted by considering different states in the USA. In addition to the detailed
studies conducted for ECERS-R, which will strengthen the evaluation processes of
institutions and ensure their quality improvement, some studies sought alternative
measurement tools. While QRIS deals with the educational environments of schools and
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offers detailed inspection and development opportunities, specific research efforts on
managers seem to be scarce. However, the issue of evaluating and improving quality in early
childhood education is a research topic that is frequently examined.

The studies carried out in Tiirkiye (Solak, 2007; Kalkan & Akman, 2009; G61-Giiven,
2009; Giigliihan-Ozgiil, 2011; Sumeli, 2015; Kése, 2015; Yaman, 2016; Kurt, 2015) were
primarily based on the physical environment quality and characteristics of the institutions.
In addition to the studies examining managers' leadership types, communication skills, etc.,
some approaches combined teachers' and administrators' views in a single study. The
number of studies examining audit processes is negligible. Thus, there is a need for scientific
studies that address quality holistically, cover all stakeholders and focus on development.
This study evaluates the parents” expectations and perceptions in five dimensions (tangibles,
reliability, responsiveness, assurance and empathy) through the SERVQUAL method for
measuring service quality in pre-school institutions. Another study aims to compare the
service quality of different provinces within the context of SERVQUAL Scale dimensions.

3. Methodology
3.1. Research Design

This study employed a descriptive survey design, one of the quantitative research
methods, to describe an existing situation as it is. Descriptive surveys are studies that aim to
describe the characteristics of a large population and take a picture of the current situation
(Biiyiikoztiirk et al., 2014). In this model, inferences can be made about the individuals’
tendencies, attitudes and behaviours (Creswell, 2014).

3.2. Population and Sample

The study used the disproportionate cluster sampling method, one of the cluster
sampling methods. The excessive cluster sampling method determined five regions among
the regions of Tiirkiye, one city among the provinces in each region, and four pre-school
education institutions in each city. Questionnaires were distributed to 520 parents in five
provinces (izmir, Diyarbakir, Karaman, Kahramanmaras, Zonguldak), and 446 responses
were taken. Eighteen of the questionnaires were excluded from the study due to unfilled
parts. Thus, analysis processes were carried out with 428 questionnaires. Of all the surveys,
80 were from Izmir, 101 from Diyarbakir, 82 from Karaman, 80 from Kahramanmaras and
85 from Zonguldak.

Analysing the demographic information regarding the participants in Table 1, most
were predominantly female, indicating that women assumed great responsibility in pre-
school education institutions. Besides, 80% of the parents are 31 years and older.
Considering the parents in terms of the number of children they have, those with a total
number of 1 and 2 children constitute 77% of the study. This paves the way that families
tend to have fewer children today than in the past. When the parents were examined
regarding their educational status, more than half were identified as having at least a
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bachelor's degree. This indicates that those who send their children to pre-school education
institutions are generally more educated. Having investigated the income status of the
parents, their income was usually equal to their expenses; moreover, most of them reside in
the city centre (Table 1).

Table: 1
Demographic Characteristics Regarding the Participants
Variables Groups Frequency (n) Percentage (%)
Gender Male 135 315
Female 293 68,8
21-25 14 33
Age 26-30 72 16,8
31-35 181 42,3
36 and over 161 37,6
1 119 27,8
. 2 211 49,3
The Number of Children 3 68 159
4 and over 30 7,0
Illiterate 2 0,5
Primary School Graduate 40 9,3
Educational Status Secondary Education Graduate 127 29,7
Bachelor’s degree 222 51,9
Postgraduate Program Graduate 37 8,6
Income Less Than Expense 66 15,4
Income Status Income Equal to Expense 283 66,1
Income More Than Expense 79 18,5
Residence Distr_ict 121 28,3
Province 307 71,7
TOTAL 428 100

3.3. Data Collection Tools

This study deployed the Personal Information Form and the Servqual Service Quality
Scale developed by the researcher to measure the expectation levels from pre-school
education institutions.

Personal Information Form: This form includes items related to the parent’s gender,
age, educational status, number of children, income level and residence.

Servqual Service Quality Scale: It measures the contentedness and satisfaction of the
service recipients. Servqual provides an understanding of how consumers evaluate the
quality of the service they receive, what dimensions they consider, whether these evaluation
dimensions vary across consumers, and finally, what factors affect consumers' expectations
(Parasuraman et al., 1990).

SERVQUAL has been welcomed and frequently preferred in many sectors,
especially the service sector. When the service providers in the education sector know how
to evaluate the service recipients, they can see how their expectations influence this
evaluation (Eroglu, 1990). If the service meets the expectations, it refers to high quality, and
if the service cannot meet the expectations, it means there is a gap between the expectation
and the service quality. This gap indicates dissatisfaction in service areas (Oztiirk, 2013).
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Within the scope of the Servqual Service Quality Scale, the researchers ensured that
half of the items were positive and the rest were negative. The participants’ positive and
negative statements are evaluated on a seven-Likert-type scale. Number seven on the scale
corresponds to the expression "strongly agree" and number one to the expression ‘strongly
disagree’. The number of items in the scale was determined as fifty-four according to
Cronbach's alpha coefficient. The data were re-evaluated and updated, and the SERVQUAL
scale got its final version as twenty-two items and five dimensions. The tool is often used in
marketing, business and economics. Since the scale could be used in every field, minor
corrections were made to the statements in our study. The scale was numbered in terms of
the dimensions. These dimensions are as follows:

The dimension of tangibles includes four items (1,2,3,4). The content of these items
refers to the fact that pre-school education institutions are modern equipped, buildings and
classrooms please the eye, personnel are clean and neat, and the tools and equipment are
excellent.

The reliability dimension covers five items (5,6,7,8,9). The content of these items
points out that personnel in pre-school education institutions fulfil their promises within a
time frame, they are close and sincere to solving the problem when the student experiences
a problem, they present their services accurately and dependably, they deliver the service at
times promised, and they are sensitive to recording information regarding pre-school
education institutions without any error.

The dimension of responsiveness involves four items (10,11,12,13). The content of
these substances indicates that teachers in pre-school education institutions develop students'
learning and problem-solving skills, lead society in innovation, development and adaptation
to the age, are willing to help students and allocate sufficient time to respond to student's
requests.

The dimension of assurance has four items (14,15,16,17). The content of these items
is expressed as the reliability of the employees in pre-school education institutions, the
feeling of safety by the students, the confidence that the complaints and problems of the
students will be resolved, and the employees’ knowledge of responding to the student’s
questions.

The empathy dimension holds five items (18,19,20,21,22). The content of these
substances points out that teachers in pre-school education institutions provide
individualised attention, operate convenient working hours for all students, deal with each
student personally, understand students' special requests and have the best interests of the
students in mind (Dyke, et al., 1997).

3.4. Data Analysis and Calculation of Quality Scores

The obtained data were analysed through the use of the SPSS 23.0 program.
Descriptive statistics (N, %, X, SD) were used during data analysis. The Cronbach Alpha
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coefficient was calculated to ensure the reliability of the scales. If the Cronbach Alpha value
is above 0.90, it is considered ‘highly reliable’, between 0.90 and 0.80 as ‘highly reliable’,
and between 0.79 and 0.70 as ‘reliable’ (Cohen et al., 2007). The Cronbach's alpha value of
the scales was found to be 0.959, which was highly reliable.

The score was determined: SERVQUAL Score = Perception Score - Expectation
Score. Therefore, the calculated SERVQUAL Score can be between -6 and +6. The positive
value of the result may indicate that parents exceed all expectations from pre-school
education institutions. Based upon this result, it may be wise to mention that the parents have
positive perceptions towards the service quality of pre-school education institutions. In the
opposite case, it can be interpreted that the expectations are not met. Therefore, the quality
perceptions of the parents regarding the services of pre-school education institutions will be
negative. If the result is zero, it is likely that the parents’ expectations are at least met,
namely, the service quality of the pre-school education institutions is ‘satisfactory’. The size
of negative and positive scores is also paramount in interpreting values. When the result is
close to +6, the parents’ expectations are met at a ‘high level’, and when it approaches -6,
their expectations are not met at a ‘high level’.

3.5. Calculation of SERVQUAL Score Based upon Dimensions

The differences between the ‘perception’ (P) and ‘expectation’ items (E) of the scale
are calculated for each parent, and the sum of the differences is divided by the number of
items constituting the relevant service quality dimension. Thus, a ‘quality score’ is
calculated for each participant on a dimension basis. Subsequently, the calculated scores for
each participant are summed and divided by the number of participants to calculate the total
SERVQUAL score for the service quality dimensions. The averages are the SERVQUAL
score based on dimension.

SQ1 = SERVQUAL score for the ‘Tangibles’ dimension

SQ2 = SERVQUAL score for the ‘Reliability’ dimension

SQ3 = SERVQUAL score for the ‘Responsiveness’ dimension

SQ4 = SERVQUAL score for the ‘Assurance2 dimension

SQ5 = SERVQUAL score for the ‘Empathy (Sensitivity)’ dimension.

The calculation of SERVQUAL scores for service quality dimensions is depicted
below:

SQ1 = [(P1- E1) + (P2 - E2) + (P3 - E3) + (P4 - E4)] / 4

SQ2 = [(P5 - E5) + (P6 - E6) + (P7 - E7) + (P8 - E8) + (P9 - E9)] / 5
SQ3 = [(P10 - E10) + (P11 - E11) + (P12 - E12) + (P13 - E13)] / 4
SQ4 = [(P14 - E14) + (P15 - E15) + (P16 - E16) + (P17 - E17)] / 4
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SQ5 = [(P18 - E18) + (P19 - E19) + (P20 - E20) + (P21 - E21) + (P22 - E22)] /5

‘Equally weighted SERVQUAL Score’ is calculated by adding the previously
calculated quality dimensions’ scores and dividing by five. This calculation is as follows:

SQE =[(SQ1) + (SQ2) + (SQ3) + (SQ4) + (SQB)] /5

The formula below is used while calculating the ‘Weighted SERVQUAL Score’.
SQA = [(SQ1*k1) + (SQ2*k2) + (SQ3*k3) + (SQ4*k4) + (SQ5*K5)] / 5

(k = weight coefficient of the service quality dimension reached by dividing the score

allocated by parents to each dimension to 100).

4, Results

In the second part of the scale, the respondents were asked to allocate <100’ points
among the five service quality dimensions under the strength of the service received from
the pre-school education institution. The result is significant in determining which feature is
most important and which is least important for each of the parents. Table 2 displays the

results of this distribution.

Table: 2

The Distribution of the Parents’ Scores for the Service Quality Dimensions That Are

Considered Important

Dimension N Mean sD
Tangibles 80 16,6750 6,87644
Reliability 80 20,3125 7,76815
izmir Responsiveness 80 18,6500 6,98842
Assurance 80 22,8125 7,54076
Empathy 80 21,5500 9,42915
Tangibles 82 14,2683 6,71841
Reliability 82 17,8537 8,11206
Karaman Responsiveness 82 20,8659 5,90200
Assurance 82 26,1585 9,85383
Empathy 82 20,3659 7,88734
Tangibles 80 13,5500 6,57363
Reliability 80 18,3500 11,24762
Kahramanmaras Responsiveness 80 17,2375 6,94143
Assurance 80 28,7500 12,31188
Empathy 80 22,4875 9,73444
Tangibles 101 16,8812 6,77685
Reliability 101 19,7525 6,79618
Diyarbakir Responsiveness 101 19,2376 4,92980
Assurance 101 23,0693 7,03457
Empathy 101 20,9901 5,38608
Tangibles 85 14,8824 7,19526
Reliability 85 19,4118 6,65528
Zonguldak Responsiveness 85 19,2941 5,93381
Assurance 85 25,5294 8,72952
Empathy 85 21,1176 7,69108
Tangibles 428 15,3107 6,89086
Reliability 428 19,1752 8,20605
Total Responsiveness 428 19,1005 6,18730
Assurance 428 25,1869 9,39443
Empathy 428 21,2570 8,00259
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Table 2 depicts that the parents attributed the highest score to the item in the
‘Assurance’ dimension, ‘The knowledge, respect, ability to arouse confidence in students,
helpfulness and comfort of teachers and all other employees working in pre-school education
institutions’, while the lowest score belonged to the item of the ‘Tangibles’ dimension ‘The
general appearance of pre-school education institutions, training halls, equipment and areas
where communication services such as internet halls are provided’. This refers to the fact
that parents attached the most importance to the characteristics of the "Assurance"
dimension, whereas they scored at least the "Tangibles" dimension. The third part of the
scale consists of statements that measure the parents’ expectations from the pre-school
education institution at an ideal level, and the fourth part constitutes statements that
determine the parents’ perceived service quality related to the pre-school education
institution.

The scores obtained from the expressions in the third part signify ‘Expectation’, and
those in the fourth part constitute the ‘Perception’ scores. These statements were distributed
across the dimensions of ‘Tangibles’, ‘Reliability’, ‘Responsiveness’, ‘Assurance’ and
‘Empathy’. Table 3 presents the values obtained for these dimensions.

Table: 3
Servqual Scores for Dimensions by Province and in General
Perception Expectation Servqual Score
Dimension N Mean Sd Mean Sd Perception-Expectation
Tangibles 80 6,1219 ,89212 5,8062 1,13557 0,3157
izmir Relial?ility 80 6,2375 ,80636 6,1775 ,88131 0,06
Responsiveness 80 6,3031 ,92066 6,3062 ,83750 -0,0031
Assurance 80 6,2906 ,87280 6,2188 ,81265 0,0718
Empathy 80 6,0835 ,93677 5,9190 ,96902 0,1645
Dimension N Mean Sd Mean Sd Perception-Expectation
Tangibles 82 5,7957 ,87324 5,8049 1,39887 -0,0092
Karaman Relial?ility 82 6,1195 ,82842 6,2073 ,76558 -0,0878
Responsiveness 82 6,1037 ,74634 6,2348 ,70311 -0,1311
Assurance 82 6,1860 ,82851 6,2219 ,87239 -0,0359
Empathy 82 5,6610 1,21663 5,7683 1,10820 -0,1073
Dimension N Mean Sd Mean Sd Perception-Expectation
Tangibles 80 5,8469 1,20027 5,6125 1,33709 0,2344
Kahr as Relial?ility 80 6,1150 1,40767 6,1475 1,14328 -0,0325
Responsiveness 80 6,1500 1,25133 6,3125 ,86739 -0,1625
Assurance 80 6,2750 1,15397 6,3594 1,00304 -0,0844
Empathy 80 6,0000 1,38564 5,9823 1,29107 0,0177
Dimension N Mean Sd Mean Sd Perception-Expectation
Tangibles 101 5,3438 1,18159 5,4059 1,29125 -0,0621
Diyarbakir Relial?ility 101 5,3625 1,22963 5,6297 1,32163 -0,2672
Responsiveness 101 5,4781 1,16189 5,6634 1,33343 -0,1853
Assurance 101 5,6375 1,07614 5,6807 1,32009 -0,0432
Empathy 101 5,3595 1,17773 5,3901 1,37706 -0,0306
Dimension N Mean Sd Mean Sd Perception-Expectation
Tangibles 85 5,6882 1,35010 5,8872 1,23613 -0,199
Zonguldak Relial?ility 85 6,0871 1,18581 6,2619 1,01837 -0,1748
Responsiveness 85 6,1548 1,17061 6,3012 1,10691 -0,1464
Assurance 85 6,2618 1,09918 6,3735 ,98647 -0,1117
Empathy 85 5,9082 1,44768 5,9381 1,28156 -0,0299
Dimension N Mean Sd Mean Sd Perception-Expectation
Tangibles 428 5,7465 1,15169 5,6727 1,21833 0,0738
Total Reliability 428 5,9827 1,17690 6,0902 1,23811 -0,1075
Responsiveness 428 6,0369 1,12325 6,1367 1,04551 -0,0998
Assurance 428 6,1203 1,07225 6,1464 1,06533 -0,0261
Empathy 428 5,8075 1,28819 5,7775 1,23847 0,03
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As is observed in Table 3, the results of izmir revealed that the expectation averages
of the other dimensions, except for the ‘responsiveness’ dimension, were below the
perception averages, meaning that the service quality of the pre-school education institutions
was above the expected level in terms of the parents’ views, except the ‘responsiveness’
dimension. The dimension of ‘Tangibles’ had the highest score, with 0.3157. In other words,
this dimension met the parents’ expectations at the highest level. On the contrary, the
dimension of ‘Responsiveness’ had the lowest score, with -0.0031. Namely, the parents’
expectations were met in the dimension of ‘Responsiveness’ at the lowest level.

When evaluated in terms of Karaman province, the expectation averages in all
dimensions were determined to be above the perception averages. This result suggests that
the service quality of the pre-school education institutions was below the expected level in
all dimensions. The dimension of ‘Tangibles’ had the highest score, with -0.0092. Hence,
the parents' expectations were met mainly by the dimension of ‘Tangibles’, while
‘Responsiveness’ had the lowest score with -0,1311. In other words, the parents'
expectations were met in the dimension of ‘Responsiveness’ to the lowest level (Table 3).

As for the evaluation in terms of Kahramanmaras province, the expectation averages
in all dimensions were above the perception averages, except for the ‘Tangibles’ and
‘Empathy’ dimensions. The highest score belonged to the dimension of ‘Tangibles’ with
0.2344. Therefore, the dimension that met the parents' expectations the most was the
‘Tangibles’ dimension. The lowest score was determined to be -0.1625 in the
‘Responsiveness’ dimension. The dimension that met the parents' expectations at the lowest
level was ‘Responsiveness’ (Table 3).

Upon analysing the findings regarding Diyarbakir province, the expectation averages
in all dimensions were noted to be above the perception averages. From this point of view,
the service quality of the pre-school education institutions was below the expected level for
all dimensions. The ‘Empathy’ dimension had the highest score, with -0,0306. Therefore,
this dimension met the parents’ expectations at most. The dimension of ‘Reliability’ had the
lowest score, with -0.2672. The dimension that met the expectations of the parents at the
minor level was identified to be ‘Reliability’ (Table 3).

Considering the results in terms of Zonguldak province, the expectation averages in
all dimensions were above the perception averages. This demonstrates that the service
quality of the pre-school education institutions was below the expected level. The ‘Empathy’
dimension had the highest score with -0.0299. Thus, the parents' expectations were mostly
met by the dimension of ‘Empathy’, while that of “Tangibles’ had the lowest score with -
0,199. In other words, the parents' expectations were met at the most minor level in the
dimension of ‘Tangibles’ (Table 3).

When evaluated based on all provinces, the expectation averages of each dimension
were above the perception averages in all dimensions, except for the ‘Tangibles’ and
‘Empathy’ dimensions. The service quality of the pre-school education institutions was

135



Emre, O. & Z. Arslan & H. Giiven & A. Ulutas-Keskinkilig (2023), “An Evaluation of Service Quality in Pre-
School Education Institutions through Servqual Method: A Sample of Tiirkiye”, Sosyoekonomi, 31(58), 125-144.

below the expected level in the dimensions of ‘Reliability’, ‘Responsiveness’ and
‘Assurance’. The highest score was 0.0738 in the dimension of ‘Tangibles’. Therefore, the
dimension that met the expectations of the parents the most was determined to be
‘Tangibles’. The lowest score, on the other hand, belonged to the dimension of ‘Reliability’
with 0.1075. Namely, the parents' expectations were met at the most minor level in the
dimension of ‘Reliability’ (Table 3).

Table: 4
Parents’ Expectations, Perceptions and Servqual Scores Related to Expressions
Perception Expectation Servqual Score
EXPRESSION NO N | MEAN SD MEAN SD PERCEPTION-EXPECTATION

1 428 | 53738 | 150281 | 51238 | 1,68367 0,25
Tangibles 2 428 | 55421 | 146963 | 55607 | 1,54815 -0,0186

3 428 | 6,2477 | 1,17323 | 6,2447 | 1,20978 0,003

4 428 | 58224 | 1,32028 | 57541 | 141187 0,0683

5 428 | 6,0864 | 1,28930 | 6,1706 | 1,27721 -0,0842

6 428 | 6,0093 | 1,38912 | 6,893 | 1,29643 -0,18
Reliability 7 428 | 58575 | 1,39278 | 58738 | 1,34738 -0,0163

B 428 | 58972 | 1,36490 | 59533 | 1,31917 -0,0561

9 428 | 6,0631 | 1,23881 | 6,1355 | 1,18750 -0,0724

10 428 | 6,0561 | 1,25324 | 6,2150 | 1,18364 -0,1589
Responsiveness 11 428 | 6,0398 | 1,24878 | 62126 | 17512 20,1728

12 428 | 6,1168 | 1,31124 | 6,593 | 1,20130 -0,1425

13 428 | 59322 | 1,34027 | 58621 | 1,39325 0,0701

14 428 | 6,1636 | 1,16602 | 6,2523 | 1,12534 -0,0887

15 428 | 6,1846 | 1,17986 | 6,2757 | 1,14055 -0,0911
Assurance 16 428 | 59299 | 1,35146 | 59318 | 1,38133 -0,0019

17 428 | 6,2033 | 1,16679 | 6,1449 | 124421 0,0584

18 428 | 57658 | 1,48907 | 59743 | 1,32594 -0,2085

19 428 | 58879 | 1,46834 | 57518 | 1,65703 0,1361
Empathy 20 428 | 57775 | 1,59066 | 58248 | 151175 -0,0473

21 428 | 57196 | 1,53824 | 57477 | 1,50000 -0,0281

2 428 | 58949 | 143253 | 55995 | 1,67453 0,2954

Table 4 shows the SERVQUAL scores for each item on the scale. In the statements
with positive Servqual scores, the parents’ perceptions towards that statement were higher
than their expectations, and in the negative scores, their perceptions were below the
expectations. In this regard, Table 4 depicts that the 22nd item (Teachers in perfect pre-
school education institutions value students' success above all) had the highest Servqual
score with 0.2954. Therefore, this was the statement that mostly met the parents'
expectations. The lowest score belonged to the 18th item (Perfect pre-school education
institutions care for each student individually) with -0.2085. This was the second item that
met the parents’ expectations at the lowest level.

5. Discussion, Result and Recommendations

This study examined the expected and perceived service quality of pre-school
education institutions from the lens of the parents whose children received pre-school
education.

Upon analysing the scores given by the parents to the service quality dimensions at
the level of all provinces and in general terms, the parents attributed the highest score to the
item in the “Assurance” dimension “The knowledge, respect, ability to arouse confidence in
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students, helpfulness and comfort of teachers and all other employees working in pre-school
education institutions”. Likewise, LoCasale-Crouch et al. (2007) highlighted the
significance of teacher qualifications and educational status in quality early childhood
education. Arnas (2002) stated that it is important for parents to trust administrators and
teachers in school selection. The study by Kalkan (2008) demonstrated that interaction is
vital to quality. This result is in conjunction with the study by Feyman (2006).

The scores related to the service quality dimensions based on all provinces and, in
general terms, suggested that the lowest score belonged to the item of the “Tangibles”
dimension “The general appearance of pre-school education institutions, training halls,
equipment and areas where communication services such as internet halls are provided". In
this context, no supporting studies were found in the related literature, yet numerous studies
emphasise that physical environment and facilities are essential in pre-school education
(Arnas, 2002; MoNE, 2012; Giiles, 2013; Cohen et al., 2010; Goelman et al., 2006; Kalkan
& Akman, 2009; Ozgan, 2009; Erbay & Omeroglu, 2009; Kubang, 2014).

When the Servqual scores of the dimensions related to the research findings were
evaluated based on all provinces, the expectation averages of each dimension were found
above the perception averages in all dimensions, except for the "Tangibles" and "Empathy"
dimensions. Therefore, it is most likely to state that the service quality of the pre-school
education institutions was below the expected level. While the "Tangibles" dimension had
the highest score, the lowest was identified in the "Reliability" dimension. Considering the
results of the studies that align with this study, the last tasks of the pre-school education
institutions were determined as tangibles, love, assurance, tolerance and empathy (Arnas,
2002). In the same study, the first thing parents paid attention to when sending their children
to school was the cleanliness and order of the school. Contrary to the results of this study,
the literature includes many studies suggesting that tangibles are at the forefront. Kandir and
Caltik (2006) examined the physical facilities and conditions of public and private
kindergartens and kindergartens. They determined that the physical conditions and tools in
pre-school education institutions were not sufficient according to the international existing
standards required for providing pre-school education in a qualified way. Giiles (2013) and
Ozkubat (2013) also found similar results. In their study, Erbay and Omeroglu (2009)
pinpointed that the quality level of the school significantly differed across the type of school,
the number of floors, the garden and open playground, and the number of children in the
classroom. Kalkan (2008) aimed to examine the quality of all public and private pre-school
education institutions in Tirkiye in terms of physical environment conditions and to
compare their quality, and he stated that the ECERS-R scale score averages in all pre-school
education institutions were measured below the "satisfactory” level. In Ozgan’s (2009)
study, Tirkiye's problems in pre-school education from past to present were determined as
physical conditions, school-family cooperation, low schooling rates. Sirin (2019) concluded
that the quality of pre-school education is one of the three scientifically-aided practices that
increase children’s intelligence levels. The researcher mentioned scientific studies in which
a child’s intelligence was increased by more than 7 points on average, especially when the
pre-school education institutions are a comprehensive place that centre all the child's
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developmental areas. Giichan-Ozgiil (2011) stressed that the educational environments in
pre-school education institutions are measured at "below acceptable” and "satisfactory"
levels. Along with all these studies, the pre-school curriculum of the Ministry of National
Education (2013) indicated that environmental stimuli need to be regulated at a level that
will increase the child’s cognitive, language, social and emotional development and that will
support their independence so that the child grows up healthily and develops positive
attitudes towards learning.

Considering the evaluations based on provinces, the expectation averages of the other
dimensions, except for the "Responsiveness" dimension, were below the perception
averages for Izmir. This refers to the fact that the service quality of pre-school education
institutions in Izmir is above the expected level, except for the dimension of responsiveness.
The expectation averages in all dimensions were above the perception averages for
Karaman, Kahramanmarasg, Zonguldak and Diyarbakir. Therefore, the service quality of pre-
school education institutions in four provinces was below the expected level. Similarly,
Nartgiin and Kaya (2016) found that the safety and tangibles of the school, the closeness of
the school to home, full-time education and the quality services besides the school's social
facilities were among the parents’ most significant expectations. In addition, they determined
that these expectations are important criteria for parents when choosing a school. Based upon
the results of this study, it can be said that the facilities of the pre-school education
institutions in Izmir are generally at a level that will meet the parents’ expectations, while in
the other four provinces with low service quality levels, the general facilities of pre-school
education institutions are not at a satisfactory level.

The results of the parent's expectations, perception and Servqual scores regarding the
expressions demonstrated that the 22nd item (Teachers in perfect pre-school education
institutions value students' success above all) had the highest Servqual score. Therefore, this
was the statement that mostly met the parents' expectations. The teachers' qualifications
explain that the parents determined the service quality score as the highest for this item. Sen
and Erisen (2002), who interpreted teachers' definitions differently, described qualified and
effective teachers as “entrepreneurial, patient, sensitive, good-natured, cheerful and friendly
to their students.” Quality education in pre-school education institutions is defined as the
increase in the quality levels of teachers along with the relationship based on trust, favour
the physical, emotional, social and intellectual development of children, the warm and
supportive relationship established in a healthy and stimulating environment. Together with
the students’ success, the quality of education was emphasised to increase (Bredekamp &
Copple, 1997; Kalkan, 2008; UNESCO, 2001; Akyiiz, 2003). Likewise, Philips (1987)
focused on which aspects of quality affected child development in his study on the
Dimensions and Effects of Quality in Pre-school Education and thus presented four specific
quality indicators. These were; "Experiences of the Manager, Teacher-Student Ratio, and
Length of Time the Teachers Stay at Work, and Verbal Interaction Between Teacher-
Student". In addition to these studies, the child’s attitude and success were determined to
increase with family support (Celenk, 2002; Demirel, 2002; Kegeli-Kaysili, 2008).
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The lowest score belonged to the 18th item (Perfect pre-school education institutions
care for each student individually). This was the second item that least met the expectations
of the parents. This may arise due to the excess number of students per teacher and the
limitations in physical facilities. The studies with similar results analysed the quality
indicators in two primary areas: structural and process dimensions. The structural dimension
of quality includes items such as the number of children cared for by each teacher, the
teacher's educational status, the teacher's experience, wages, and indoor space per child. The
process dimension of quality refers to the teacher-child relationship, stimulating and rich
educational environment and activities (Wishard et al., 2003; Rao et al., 2003). Contrary to
the study's results, in Sahan’s (2016) study conducted with the education faculty students, it
was suggested that teachers know how to love and value children. In a similar vein,
Biiyiiksahin and Sahin (2017) noted the correlation of patience and love, which are among
teacher characteristics, with creating a quality symbol.

Based on the study's results, various recommendations were provided for researchers
and practitioners. For practitioners, a sub-quality standard should be determined across
Tiirkiye by examining the international quality standards regarding the service quality in
pre-school education, and while determining these standards, needs should be resolved to
increase the quality standards of education through asking the views of the pre-school
teachers, who are the stakeholders of pre-school education, the expectations of the parents
from the pre-school education institutions should be taken into consideration, and the
expectations of the institution administrators from the teachers and employees should be
identified. Improving the physical conditions of pre-school education institutions, using the
existing curriculum effectively, creating an educational environment intertwined with open
air, nature and life rather than indoor activities, healthy interaction and communication
between the teacher and the child, fewer children per teacher within the framework of
scientific criteria and providing one assistant teacher for each of the pre-school teachers will
increase the quality standard of education. Pre-school education institutions, which have
become widespread in our country, need a dynamic structure to achieve specific quality
standards and adapt to developments and changes. This study was conducted in five
provinces across Tirkiye. Researchers willing to work in this field can achieve more
comprehensive results by increasing the number of provinces. Besides, a similar study may
be carried out in Tiirkiye and foreign countries to make cross-cultural comparisons about the
service quality in pre-school education.
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Abstract

This research aimed to analyse the moderating impact of non-performing financing on the
effect of the distribution of murabahah financing and ijarah financing on the return on assets of Islamic
microfinance institutions. The research method used was quantitative, using regression panel data. As
for the research results, it is known that ijarah financing has no significant effect on increasing the
return on assets of Islamic microfinance institutions. Meanwhile, murabahah financing positively and
significantly affects increasing return on assets. Furthermore, the non-performing financing variable
becomes a moderating variable that weakens the relationship between the distribution of ijarah
financing and murabahah financing to the return on assets of Islamic microfinance institutions. The
novelty of this study is to link the quality of the funding with the financial performance of Islamic
microfinance institutions during the COVID-19 pandemic.

Keywords :Islamic Microfinance Institution, Murabahah Financing, ljarah
Financing, Return on Assets, Non-Performing Financing.

JEL Classification Codes:  F65, G15, G22.
Oz
Bu arastirmanin amaci, murabaha finansmani ve icare finansmanmm Islami mikro finans
kurumlarinin aktif karlihig: tizerindeki etkisini analiz etmektir. Panel veriler kullanilarak bir regresyon
analizi yapilmistir. Arastirma sonuglarina gére, icare finansmaninin Islami mikro finans kurumlarimin
varhik getirisini artirmada onemli bir etkisi olmadigi gériilmiistir. Ote yandan, murabaha
finansmaninin aktif karlihgini artirmada pozitif ve anlamli bir etkisi vardir. Ayrica, takipteki

finansman degiskeni, icare finansmani ve murabaha finansmanimin dagilimu ile islami mikro finans
kurumlarinin varlik getirisi arasindaki iligkiyi zayiflatan ihml bir degisken haline gelmektedir. Bu
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arastirma, COVID-19 salgini sirasidaki finansman Kalitesi ile Islami mikro finans kurumlarmin
finansal performansi arasindaki iliskiyi agiklayarak literatiire katki saglamaya ¢aligmaktadir.

Anahtar Sozciikler : Islami Mikro Finans Kurumu, Murabaha Finansmani, icara
Finansmani, Aktif Karliligi, Takipteki Finansman.

1. Introduction

The extraordinary event of the COVID-19 pandemic has disrupted all business
segments, including the micro-segment. This condition is different from the monetary crisis
in the 1997-1999 period, where the micro, small and medium enterprises (MSMES) segment
persisted, and many corporate business segments went bankrupt (Matoenji et al., 2021;
Nugroho & Tamala, 2018; Sudarsono, 2009). During the monetary crisis, many
entrepreneurs in the corporate segment used foreign debt as their working capital, while
micro-entrepreneurs relied on their capital or used debt from local financial institutions
(Beisland et al., 2019; Nugroho, 2015). Moreover, during the COVID-19 pandemic, this
condition disrupted all business segments, including micro and small businesses, because of
the restrictions on community mobility to mitigate the spread of COVID-19 (Koren & Petd,
2020). Policies that impact the business activities of micro and small businesses are the
work-from-home (WFH) policy and the school-from-home (SFH) policy because micro and
small businesses are the informal sectors that rely on their business through physical
meetings. Therefore, the WFH and SFH policies impact sales turnover due to declining
public consumption demand (Chang et al., 2020; Van Assche & Lundan, 2020). This
condition is indicated by the six MSME business sectors that are most affected by the policy,
which is shown in Figure 1 below:

Figure: 1
Six MSME Business Sectors with The Largest Decline in Income During The
COVID-19 Pandemic

= Accommodation and Food/Drink = Other Services

Transportat Warehousing = Construction
» Manufacturing Industry

Source: Bayu, 2020.
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Related to Figure 1 above, it is known that the accommodation and food/beverage
sector is the sector most affected by the decline in income by 92.47%. Furthermore, the
second-ranked sector affected by the decrease in revenue was the other services sector by
90.9%, and the third rank was the transportation and warehousing sector, which experienced
a decline in income of 90.34%. Furthermore, the construction sector was ranked fourth, with
a decrease in revenue of 87.94%; the fifth was the manufacturing sector, with a decline of
85.98%. Finally, the last rank is the trade sector, with a decreased income of 84.6%. In
addition, other research also stated that the COVID-19 pandemic disrupted the sustainability
of MSME businesses, where 87.5% of MSMEs experienced a decline in sales turnover
(Saputra, 2021).

Moreover, the decline in income in several business sectors and MSMEs can impact
decreasing debtors' ability to pay their instalment obligations. Nevertheless, according to
Santia (2020), the COVID-19 pandemic has caused Islamic microfinance institutions to face
two challenges. The first challenge is the declining liquidity of Islamic microfinance
institutions due to the large number of customers who have experienced layoffs and the
number of entrepreneurs who have gone bankrupt. Meanwhile, the second challenge during
the COVID-19 pandemic faced by Islamic microfinance institutions is the potential for
increased financial risk, namely the decreased ability to pay from the debtor.

Another phenomenon is that several regions in Indonesia have a relatively high
number of COVID-19 sufferers, namely the province of East Java. Moreover, East Java
Province in September 2021 became the province in Indonesia that contributed the highest
number of positive cases of COVID-19 in Indonesia, namely 427 patients infected with the
virus (Latifa & Putranto, 2021). Therefore, with the high number of positive COVID-19
cases in East Java, East Java has the highest COVID-19 death rate in Indonesia, which is
7.4% (Azmi, 2021). On the other hand, according to Octaviano & Hidayat (2022), 70% of
Islamic and microfinance institutions in Indonesia during the COVID-19 pandemic
encountered financial challenges. This challenge was caused by the COVID-19 Pandemic,
which impacted liquidity difficulties for Islamic microfinance institutions and institutions
where internal and external capital experienced a decline. In addition, the liquidity problem
was due to customers not paying their instalments, and some withdrew their deposits. The
COVID-19 pandemic has caused major disruptions in global and national economies. Many
countries have experienced significant economic recession or slowdown. This has impacted
the incomes of households and small businesses, the main clients of microfinance
institutions (MFIs). The decrease in revenue makes it difficult for clients to repay their loans.
Furthermore, the pandemic causes high uncertainty regarding health, the economy, and the
future (Belitski et al., 2022; Imaduddin et al., 2023). As a result, MSMEs tend to refrain
from taking new financial risks, including applying for loans from microfinance institutions.
In addition, difficult economic conditions during the pandemic may lead to increased credit
risk. Many clients who were previously able to manage their loan repayments well may
suddenly experience difficulties due to sudden economic changes (Nugroho et al., 2022;
Salsabilah et al., 2023). This can increase the number of non-performing loans and hurt the
portfolio quality of microfinance institutions. The COVID-19 pandemic has also reduced
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the repayment ability of MSMEs, as the pandemic has caused a decrease in income for many
MSMEs, which means that MSMEs may not have sufficient funds to pay their loan
instalments. In addition, MSMEs have to change their spending priorities during the
pandemic. For example, they may have to allocate funds for basic operational costs or
procurement of raw materials rather than paying loan instalments.

Related to Bumacov et al. (2017), Nugroho et al. (2017), and Postelnicu et al. (2019),
one of the main activities of a microfinance institution is channelling its funds to the public.
Therefore, the primary income from microfinance institutions is from interest or margin and
profit-sharing from Islamic microfinance institutions (Fianto et al., 2018; Nugroho, 2014).
However, the COVID-19 pandemic has hit the whole world, which has caused a decline in
the public's ability, including debtors from Islamic microfinance, which can potentially
reduce the asset quality of the Islamic microfinance institution. Regarding Badawi et al.
(2021) and Nugroho et al. (2021), there are several ways to improve performance, including
improving financing quality and reducing expenses or overhead costs so that income from
microfinance institutions can be optimal.

Furthermore, based on the high cases of COVID-19 in East Java province, which
caused a decrease in MSME income that has the potential to have an impact on the
performance of Islamic microfinance institutions, the formulation of the problem in this
study includes (i) Does the working capital financing (murabahah financing) distribution
affect the performance of Islamic microfinance institutions; (ii) Does the distribution of
investment financing (ijarah financing) affect the performance of Islamic microfinance
institutions; (iii) Does the quality of financing moderate the effect of murabahah financing
distribution on the performance of Islamic microfinance institutions; (iv) Does the quality
of financing moderate the effect of ijarah financing distribution ratio on the performance of
Islamic microfinance institutions.

Therefore, this study aims to analyse the factors that can affect the main business of
Islamic microfinance, namely the distribution of financing on performance. Furthermore,
the novelty of this study is to analyse the relationship of asset quality as a moderating
influence of financing distribution on the performance of Islamic microfinance institutions
during the COVID-19 pandemic in East Java province. Thus, the implication of this research
is to provide scientific treasures for all stakeholders in Islamic microfinance institutions and
provide input to decision-makers related to asset quality in maintaining the performance of
the Islamic microfinance institution.

2. Literature Review and Research Framework

In Indonesia, Islamic microfinance institutions, or Baitul Mal wat Tamwil (BMT),
have reached 4500 units spread throughout Indonesia (Karyanto et al., 2021). Islamic
microfinance is a financial institution with a strategic role as an intermediary institution that
collects, manages, and allocates funds to productive sectors. Therefore, Islamic
microfinance institutions increase society's productivity and low-income people (Adnan &
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Ajija, 2015; Arafah & Nugroho, 2016). Furthermore, in terms of the function of the Islamic
microfinance institution, community business activities will result in economic growth
supported by the real sector so that the fundamentals of the economy will be better because
fluctuations in the stock market index do not cause real economic growth (Nugroho &
Nugraha, 2020; Rahim Abdul Rahman, 2010).

In addition, Islamic microfinance institutions aim not only to gain profit (financial
aspect) but also to alleviate poverty and improve the welfare of the community, primarily
low-income people (social aspect) (Alkhan & Hassan, 2021; Wulandari et al., 2016). Islamic
microfinance institutions also focus on aspects of spirituality, namely through mental
development and socialisation (Da'wah) to customers and the surrounding community so
that they have the will and motivation to improve their economy to be more viable (Akram
Laldin & Furgani, 2013; IThwanudin et al., 2020). Furthermore, several Islamic microfinance
institutions are concerned about environmental aspects, namely counselling customers don't
use plastic bags and providing free trash cans to keep their environment clean (Alhammadi,
2022; Nugroho et al., 2020; Rosita Butarbutar et al., 2021). In general, microfinance
institutions in Indonesia are divided into two, namely banks and non-banks. Non-banks are
divided into formal microfinance institutions, pawnshops, and ventures. Meanwhile, non-
formal microfinance providers are non-governmental organisations (NGOs). Moreover,
historically, microfinance institutions in Indonesia have existed since the Dutch era through
the Village Credit Board (BKD), which is under the local village government. Subsequently,
BKD transformed into village community guidance (BIMAS), later becoming BRI Village
Units in 1973 (Gunawan & Banjarnahor, 2019). However, the history of Islamic
microfinance institutions in Indonesia began in 1992 with BMT Bina Insan Kamil in Jakarta.
In Indonesia, Islamic microfinance institutions have several names, including Baitul Mal
wat Tamwil (BMT), and the Indonesian government officially calls it the Islamic
Cooperative.

The fundamental difference between conventional microfinance institutions and
Islamic microfinance institutions, according to Nugroho et al. (2022), Imani et al. (2022),
and Nugroho (2022), is in their contracts because the contracts of Islamic microfinance
institutions are based on sharia principles, namely prohibiting transactions containing maysir
(gambling), gharar (uncertainty), and riba (interest rate). Furthermore, there are two types of
credit for customers in microfinance institutions: working capital loans and investment
loans. The definition of working capital credit is credit given to entrepreneurs and fixed-
income groups (workers) as additional funds or financing that aims to meet the business
working capital needs of entrepreneurs and the consumptive needs of workers. Meanwhile,
the definition of investment credit is credit given to entrepreneurs to finance the construction
of infrastructure and production facilities or equipment. Furthermore, the fixed income
group can use the credit to purchase or house renovation, purchase motor vehicles, and do
other productive activities. However, disbursement to Islamic microfinance institutions for
working capital loans uses murabahah contracts more, while investment loans use ijarah
contracts.
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Moreover, the distribution of financing to Islamic microfinance institutions must also
be based on the principle of prudence; namely, a feasibility analysis ensures that the loan
can be returned following the terms and commitments. These aspects include (i) Willingness
to pay or the debtor's intention to pay in terms of character, moral obligations, and legal
obligations, and (ii) Capacity to pay or the ability and capacity to pay debtors based on their
financial strength, capital and collateral (Wette, 1983). On the other hand, there is a
classification of financing quality where financing in arrears of more than three months is
included in funding non-performing (Muniarty et al., 2020; Suprapty et al., 2021).

Reputation for financial institutions, including Islamic microfinance institutions, is
essential in maintaining operational sustainability. Therefore, profitability is one of the most
critical aspects in measuring the performance of Islamic microfinance institutions.
According to Bukit & Anggono (2013) and Utami et al. (2021), the profitability ratio is the
return on assets (ROA), which shows the extent to which a company can manage its assets
and provide optimal profits. Furthermore, optimal profits from managing productive assets
will increase investors' confidence and deposit owners in Islamic microfinance institutions.

During the COVID-19 pandemic, where there were restrictions on mobility, there
was a decrease in business transactions and consumption, causing turnover or sales volume
from the community to experience a significant decline. Therefore, the reduction in company
turnover was due to business closures, so some workers also experienced the impact of
layoffs (Shafi et al., 2020). In addition, the COVID-19 pandemic has led to a decline in
people's incomes, which can potentially reduce the ability to pay instalments of those with
loan payment obligations at Islamic microfinance institutions.

Based on the literature review above, the conceptual framework of the research is as
follows:

Figure: 2
Conceptual Framework of Research
Murabahah
Financing
t ’ ROA
ljarah
Financing

NPF

Hypothesis development is needed to analyse and discuss the problem formulation in
research. Therefore, referring to Figure 2 above, the development of research hypotheses
includes:
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e The distribution of murabahah financing affects the performance of Islamic
microfinance institutions during the COVID-19 pandemic (Edriyanti et al., 2020;
Rizky & Azib, 2021). Supporting economic mobility in the community is
obligatory even during the COVID-19 pandemic as a microfinance institution. In
addition, financing with Murabahah contracts is a working capital credit. The
murabahah contract is for Low-income people, especially micro-entrepreneurs
who need a replacement for working capital used for treatment if their family
members are affected by COVID-19. The murabahah financing products at
Islamic microfinance institutions have a relatively short period, namely a
maximum of 3 years. Thus, although there is an additional risk during the COVID-
19 pandemic, Islamic microfinance institutions must channel the funds they collect
from communities. Therefore, the distribution of murabahah financing during the
COVID-19 pandemic affects ROA.

e The distribution of ijarah financing to Islamic microfinance institutions affects the
performance of Islamic microfinance institutions. This is because the funding with
the ijarah agreement is an investment credit with a period of more than three years
and a maximum of five years (Wijanarko et al., 2023). During the COVID-19
pandemic, several entrepreneurs continue to invest in maintaining business
continuity by purchasing technology equipment and equipment to accommodate
current transaction needs. Therefore, the distribution of ijarah financing during the
COVID-19 pandemic affects ROA.

e During the COVID-19 pandemic, there is a potential for deterioration in asset
quality from financing. Therefore, there is the potential that non-performing
financing (NPF) will be a moderating variable of the effect of murabahah
financing on ROA (Astohar, 2014).

e The same thing also happened to ijarah financing products, where there was a
potential for deterioration in financing quality during the COVID-19 pandemic.
Therefore, NPF is a moderating variable of the effect of ijarah financing on ROA
(Astohar, 2014).

3. Methodology

The research method used in this study is a quantitative approach that aims to test the
effect of the independent variable on the dependent variable. This study has two independent
variables, namely Murabahah Financing and ljarah Financing. One dependent variable is
Financial Performance (Return on Assets-NPF), and the moderating variable is Non-
Performing Financing (NPF). The population in this study is Islamic microfinance
institutions located in the East Java Region. The sample used in this study is 30 Islamic
microfinance institutions with a research period of 2019-2020. This research uses panel data
type with the data source in secondary data. The data analysis technique used in this research
tests the hypothesis using panel data regression. Before testing the hypothesis using panel
data regression, the classical assumption test was conducted to determine whether the
regression model gave a BLUE regression coefficient estimator (Best, Linear, Unbiased,
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Estimate) and heteroscedasticity test. Furthermore, the regression equation in the study is as
follows:

y=a+ B1X1+ B2X2+ B3X1+Z + PAX2+Z 1)
Remark:

Y: Return on Assets

X1: ljarah Financing

X2: Murabahah Financing

Z: Non-Performing Financing.

Furthermore, the simultaneous hypothesis test (F test) is used to obtain a
simultaneous effect or determine the feasibility of the research model. Moreover, this study

uses a partial hypothesis testing t-test to partially understand the independent variable's
impact on the dependent variable.

4, Results and Discussion

This study uses Stata version 16 statistical tools - the results of the classical test before
performing the regression test. The normality test was conducted to determine if the error
was usually distributed to produce a reasonable estimate. The normality test was carried out
using Shapiro-Wilk with the decision criteria if the Prob value > 0.05, which generally
distributed the data. The following table presents the results of the normality test.

Table: 1
Normality Test

. swilk residual
Shapiro-Wilk W test for normal data

Variable ‘ Obs W v z Prob>z

residual 60 6.98630 0.744 -8.636 8.73765

Based on Table 1 above, the prob. value is 0.737 > 0.05, according to the decision-
making criteria, meaning that the data in this study are typically distributed.

A multicollinearity test is carried out to see whether there is a violation of
assumptions due to independent variables that have a strong correlation (correlation) in a
regression model. In the multicollinearity test, the Variance Inflation Factor (VIF) value is
used to see the occurrence of multicollinearity. If the VIF value of a variable is more than
10, it indicates a multicollinearity problem. The following table presents the results of the
multicollinearity test.
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Table: 2
Multicollinearity Test

. vif

Variable VIF 1/VIF
X2 1.99 ©.503123
X1z 1.8e ©.555859
X1 1.53 ©.655208
X2z 1.36 ©.735861
Mean VIF 1.67

Based on Table 2, the data above, the VIF value < 10, under the decision-making
criteria, means that the independent variable data in the study do not have symptoms of
multicollinearity.

The heteroscedasticity test in this study uses the White Test (white test) with the
criteria that there are heteroscedasticity symptoms if the Prob value is <0.05. The following
table presents the results of the heteroscedasticity test:

Table: 3
Heterocedasticity Test

White's test for Ho: homoskedasticity
against Ha: unrestricted heteroskedasticity

chiz(14) = 16.16
Prob > chi2 = 8.7558
Cameron & Trivedi's decomposition of IM-test
Source chi2 d+ =
Heteroskedasticity 1@.1e 14 @.75508
Skewness 4.61 4 8.3292
Kurtosis 2.38 1 ©.1228
Total 17 .89 19 ©.5835

Based on the data table above, the Prob value > 0.05, according to the decision-
making criteria, means that the data in the study does not have heteroscedasticity symptoms
or, in other words, is homoscedastic.

In this study, panel data regression analysis was used to predict how far the change
in the dependent variable's value was as if the independent variable's value was increased or
decreased. In panel data regression, there are three models: Common Effect, Fixed Effect,
and Random Effect. Furthermore, the Common Effect model will be used based on the Chow
and Lagrange Multiplier tests. Furthermore, testing the hypothesis using the coefficient of
determination analysis, simultaneous effect testing (F-test), and partial effect testing (t-test).
The following is a table of panel data regression results based on processed data:
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Hypothesis Test
. reg ¥ X1 X2 X1Z X2Z

Source 55 df MS Number of obs = 60
F(4, 55) - 26.74
Model 2689.92463 4 672.481156 Prob > F = 6.0000
Residual 1383.32613 55 25.1513843 R-squared = 9.6604
Adj R-squared = 9.6357
Total 40873 .25876 59 69.8381485 Root MSE = 5.8151
¥ Coef. Std. Err. t P>|t| [95% Conf. Interval]
X1 26.06049 26.02912 1.00 8.321 -26.10383 78.22401
X2 194.9333 40.73056 4.79 9.000 113.3875 276.5592
X1z -.086395083 . 8281656 -2.27 8.827 -.1283953 -.88750852
X2z -.8389615 .8189029 -2.86 8.044 -.8768437 -.0018793
_cons -276.2188 45.60141 -6.06 e.e00 -367.6061 -184.8316

Based on Table 4 above, it is known the value of Prob. of 0.000 < 0.05, which can
conclude that all independent variables, namely murabahah financing, ijarah financing, and
murabahah financing and non-performing financing interactions, ijarah financing, and non-
performing financing interactions have a simultaneous effect on financial performance with
an effect magnitude of 63.57%. Furthermore, based on Table 4 above, the regression test
formulation of each variable in the study is as follows:

y=-276.21+ 26.06X1+ 194.93X2- 0.63X1*Z- 0.38X2*Z (2)

Furthermore, Table 4 above shows that the Murabahah Financing variable (X1)
produces a significant value greater than 0.05. If the significance value is more critical than
0.05, then HO is accepted, which means that ijarah financing (X1) partially has a positive
and no significant effect on financial performance (Y). On the other hand, Murabahah
financing (X2) produces a significance value of less than 0.05, then HO is rejected, which
means that ijarah financing (X2) partially has a positive and significant effect on return on
assets (). The interaction test determines whether the moderating variable strengthens or
weakens the relationship between the independent and dependent variables. In this study,
non-performing financing (Z) is a moderating variable in Islamic banks' financing
distribution. Based on the table above, the significance value of X1*Z moderation is 0.027
< 0.05. Because the significance value is less than 0.05 with a negative coefficient value, HO
is rejected, which means non-performing financing (Z) weakens the effect of Murabahah
Financing (X1) on Financial Performance (Y). Furthermore, the table above shows the X2*Z
moderation significance value of 0.044 < 0.05. Because the significance value is less than
0.05 with a negative coefficient value, then HO is rejected, which means non-performing
financing (Z) weakens the influence of ijarah financing (X1) and murabahah Financing (X2)
on return on assets (Y).
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4.1. The Effect of ljarah Financing Distribution on the Return on Assets of
Islamic Microfinance Institutions

Furthermore, based on the statistical analysis results, it is stated that ijarah financing
(investment credit) does not increase the return on assets of Islamic microfinance
institutions. This is because, during the COVID-19 pandemic, micro-entrepreneurs do not
have plans to expand their business. According to Bressan et al. (2021) and Nik Azman et
al. (2021), during the COVID-19 pandemic, entrepreneurs tend to carry out "wait and see"
behaviour where they do not dare to make decisions to develop their business due to
conditions of uncertainty. Thus, micro-entrepreneurs have not dared to take loans intended
for investment. As a result, the financing portfolio with ijarah contracts at Islamic
microfinance institutions is not as much as the murabahah financing portfolio. Hence, the
effect of ijarah financing on the return on assets of Islamic microfinance is insignificant.

4.2. The Effect of Murabahah Financing Distribution on the Return on Assets
of Islamic Microfinance Institutions

The results of the statistical analysis state that murabahah financing has a positive
and significant effect on the return on assets of Islamic microfinance institutions. This shows
that during the COVID-19 pandemic, micro-entrepreneurs need additional working capital
to maintain their business (Aidara et al., 2021). Moreover, according to Irwansyah et al.
(2021) and Muniarty et al. (2021), many micro-entrepreneurs have changed their business
processes from traditional marketing methods to digital marketing that micro-entrepreneurs
are still able to maintain their sales turnover. In addition, financing with murabahah contracts
can also help micro-entrepreneurs whose working capital is used for COVID-19 treatment
costs. Therefore, murabahah financing during the COVID-19 pandemic significantly affects
the return on assets from Islamic microfinance institutions. Thus, during the COVID-19
pandemic, Islamic microfinance institutions maintained the distribution of murabahah
financing to the community, especially micro-entrepreneurs, to survive.

4.3. The Non-performing Financing as A Variable That is Moderating the
Effect of ljarah Financing Distribution on the Return on Assets of Islamic
Microfinance Institutions

The effect of the distribution of ijarah financing on the return on assets of Islamic
microfinance institutions is not significant. However, if the non-performing financing
variable becomes the moderating variable, it will negatively and significantly impact ijarah
financing on the return on assets. Therefore, during the COVID-19 pandemic, asset quality
is a vital variable to be mitigated. If the quality of the funding is not adequately mitigated, it
will have a fatal impact on the performance of the Islamic microfinance institution (Nugroho
et al., 2021). Thus, during the current COVID-19 pandemic, Islamic microfinance
institutions must have risk acceptance criteria to provide ijarah financing (investment credit)
distribution during the COVID-19 pandemic so that they can adequately mitigate the risk of
ijarah financing. In addition, there is a potential that the murabah contract is a contract used
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for working capital financing with a long-term financing tenor. Thus, the greater the amount
of funding with an ijarah contract can potentially increase financing risk because the
customer’s instalment time becomes longer.

4.4. The Non-performing Financing as A Variable That is Moderating the
Effect of Murabahah Financing Distribution on the Return on Assets of
Islamic Microfinance Institutions

The quality of financing is an essential variable in the funding distribution. If the
financing quality does not accompany the distribution, the Islamic microfinance institution
will experience losses and even become bankrupt. Referring to the results of statistical
processing, it is known that the non-performing financing variable weakens the positive
influence of the distribution of murabahah financing on return on assets during the COVID-
19 pandemic. Therefore, in channelling its financing, Islamic microfinance institutions must
continue to implement the principles of prudence, namely channelling to customers with
good character and willingness to pay their loans (Nugroho et al., 2022). Thus, Islamic
microfinance institutions must mitigate the potential decline in the quality of murabahah
financing distributed to debtors.

5. Conclusion

Based on the results and discussion of research related to the effect of murabahah and
ijarah financing on return on assets, Islamic microfinance must maintain (i) Distribution of
murabahah is vital for Islamic microfinance institution financial performance because,
during the COVID-19 pandemic, the distribution of murabahah financing has a positive and
significant influence in increasing return on assets; (ii) The distribution of ijarah financing
has no significant effect on increasing return on assets from Islamic microfinance institutions
because, during the COVID-19 pandemic, micro-entrepreneurs tend to be cautious in
expanding their business.

In addition, the results and research related to the impact of the moderating variable
of non-performing financing on the influence of financing distribution on the return on assets
of Islamic microfinance institutions are as follows: (i) Non-performing financing has a
significant and negative impact on the effect of murabahah financing with return on assets
so that by the existence of non-performing financing, it will reduce the influence of the
distribution of murabahah financing to increase the return on assets of Islamic microfinance
institutions; (ii) The moderating variable of non-performing financing also weakens the
relationship of the distribution of ijarah financing to the return on assets of Islamic
microfinance institutions.
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Abstract

This study examines the impact of democracy and political stability on economic growth in
BRICS-T countries from 2002-2020. A panel data analysis investigated the relationship between
democracy, political stability, the absence of violence, and economic growth. Results indicate that the
democratisation process positively impacts economic growth, while political stability has a negative
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Bu ¢aligsma, politik iktisat ¢aligma konularindan demokrasi ve politik istikrarin ekonomik
biiylime tizerindeki etkisini 2002-2020 dénemi i¢in BRICS-T iilkeler drnekleminde arastirmaktadir.
Bu amagla, demokrasi ve politik istikrar ve siddetin yoklugu ile ekonomik biiyiime arasinda panel veri
analizi gergeklestirilmistir. Analiz sonucunda demokratiklesme siirecinin ekonomik biiyiimeyi olumlu
yonde etkilerken, politik istikrar ekonomik biiyiimeyi olumsuz yonde etkiledigi tespit edilmistir.
Ayrica niifus, enflasyon ve kamu harcamalari degiskenlerinin ekonomik biiytimeyi olumlu yonde
etkiledigi; briit sabit sermaye birikimi, dogrudan yabanci sermaye yatinmi ve Kkentlesme
degiskenlerinin ise ekonomik biiylime {izerinde anlaml1 bir etkiye sahip olmadig1 sonucuna varilmstir.

Anahtar Sozciikler . Demokrasi, Politik Istikrar, Ekonomik Biiyiime, Panel Veri Analizi.
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1. Introduction

Sustainable economic growth, one of the main goals to be achieved in every country,
is a process that can be explained by evaluating many factors together. In the literature, it is
accepted that factors other than labour and capital, such as natural resources, international
trade relations, economic policies implemented by governments and demographic
characteristics, are important factors affecting economic growth. Nevertheless, the magic
behind the economic growth process has not been fully explained. Today, it is emphasised
in studies that the level of democracy and political stability of a country has important effects
in determining its economic growth potential.

The interaction between economics and political science in economic decision-
making spans centuries. Notably, the influence of political ideologies and the prevalence of
politician-led economic management significantly affect this relationship. Consequently,
this interplay has emphasised the political implications inherent in economics (Caporaso &
Levine, 1992: 7). Political economy is a scientific branch that explains the rules, boundaries,
and functions of economics and political science and presents opinions on whether the state
is in the economic system (Savas, 2016: 2). Classical economics is one of the first concepts
introduced in this academic discipline. Classical economics argued that the state should be
involved in education, health, security, and public works while private property should be
legally secured under the 'minimum state intervention principle." On the other hand, neo-
classical economics aimed to prioritise the scientific aspect of economics by proposing that
solutions to economic problems should be formulated solely within the framework of
mathematical models, separate from politics (Telatar, 2004: 12).

Economic crises and recessions have required the state's existence in the economic
system. However, the effectiveness of these policies has remained limited while seeking
solutions to the crises and economic recessions in the economic systems with monetary and
fiscal policies, which are quantitative economic policy tools. Efforts towards the efficiency
of economic policies have been made in areas such as the tax system, the existence and
prevalence of public institutions, the type and functionality of the market mechanism, the
foreign trade regime, and the exchange rate policy, which can be described as the structure
of the economy, and the need for regulation has emerged to increase the fundamentals of the
economy, such as freedom of belief and thought, freedom of choice and election, equality in
education, and the existence of a governmental system (North 1990: 3; Savas, 2016: 26).
These developments, particularly since the second half of the twentieth century, have made
it important to examine political regulations with economic analysis techniques and have
paved the way for the emergence of a new understanding of political economy. Democracy
and political stability stand out as interesting issues in the new understanding of political
economy, with their possible effects on economic indicators (Shen, 2002: 11; Cervellati et
al., 2006: 215).

Lipset (1959) declared a critical relationship between democracy and economic
growth. Since democracy is a costly property, it may have a negative impact on economic

162



Sungur, O. & A. Altiner (2023), “The Effect of Democracy and Political Stability on Economic
Growth: Empirical Evidence from BRICS-T Countries (2002-2020)”, Sosyoekonomi, 31(58), 161-178.

growth in developing countries. Therefore, democracy is an optimal form of government,
particularly for developed countries. Empirical literature indicates that political stability in
developing economies can reduce risk and uncertainty and promote investments (Alesina et
al., 1996; Abeyasinghe, 2004; Shabbir et al., 2016; Baklouti & Boujelbene, 2018). The
BRICS-T countries are among the developing countries with significant international trade,
high population, and a share of global GDP. The economic significance of the BRICS-T
(Brazil, Russia, India, China, South Africa, and Tiirkiye) countries has motivated our choice
of country sample for this research topic. The lack of investigation into the relationship
between democracy, political stability, and economic growth, specifically in the BRICS-T
sample within the existing literature, further reinforces our research motivation. The
availability of the dataset was the determining factor in selecting the years 2002-2020 as the
research period, but this decision also poses a limitation. Annual indices on democracy and
political stability have weakened the possibility of making a time series in terms of time
dimension for the research period. Therefore, panel data analysis was utilised to increase the
scientific validity and reliability of the research. Previous literature has evaluated the impact
of democracy and political stability on economic growth in various country groups,
including D8, MENA, MINT, OECD, and Sub-Saharan African nations. This study
examines the effect of democracy and political stability on economic growth in a specific
context.

This study investigates the relationship between democracy, political stability and
economic growth in the BRICS-T countries from 2002 to 2020. After the introduction, the
study will be divided into four sections. The theoretical section explains the relationship
between democracy, political stability, and economic growth, while the literature section
presents information on empirical studies examining these issues. After introducing the
dataset and econometric method in the methods section, the analysis section will present the
empirical findings, and the study will conclude with the conclusion section.

2. Theoretical Background

The study's theory section outlines the semantic framework of the concepts and the
transmission channels through which democracy and political stability impact economic
growth.

2.1. The Relationship Between Democracy and Economic Growth

The historical background of the concept of democracy dates back to the life of the
city-state, Athens, during the Ancient Greek period (Dahl, 1998: 9). The concept of
democracy, which is derived from the words demos, meaning people, citizens, and kratos,
meaning power, governance in the ancient Greek language and expressed as demokratia in
the pre-Christian era, is defined in the Turkish language as 'the self-government of the
people' in its classical meaning (Nisanyan, 2012: 126). Especially until the 19™ century, the
concept of democracy remained a concept that was considered utopian by philosophers in
the fields of political science and philosophy and was suggested as not an ideal form of
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government (Sartori, 1987: 182). In the last few centuries, the liberation movements that
started in the US and Europe and the developing socio-economic conditions have enabled
social masses to be more effective in administrations. This social movement has brought
popularity to the concept of democracy and has been effective in starting the democratisation
processes of the states (Huntington, 1991).

The importance attached by countries to economic growth after World War 1l has
made it important to research the economic factors with a direct effect on economic growth
and external factors with an indirect effect. Establishing a relationship between democracy
and economic growth has also become the subject of research by political economists and
political scientists in economics. The United Nations Development Program sources
(UNDP, 2002) indicate that most developed countries have democratic systems, and 42 out
of 48 countries with high human development levels are governed by democracy. However,
this explanation raises an important question: Have countries developed economically
because they are governed by democracy, or is democratisation a result of economic
development?

The Lipset hypothesis primarily explains the relationship between democracy and
economic growth in literature. Lipset (1959) considers the capitalist system and the existence
of a developed country economy necessary for completing the democratisation process.
According to this idea, not the effect of democracy on economic growth but the effect of
economic growth on democracy should be mentioned. In line with the Lipset hypothesis,
democratisation results from economic development. Based on the view put forward by the
Lipset hypothesis, the conflict approach, sceptical approach, and compatibility approach,
explaining the relationship between democracy and economic growth, can be mentioned.

The conflict approach was developed based on the ideas of Lipset (1959) and
Huntington (2006). Lipset considers democratisation due to the stages of industrialisation,
urbanisation, high welfare and education level. Therefore, according to Lipset, the transition
to democratisation will not have been fully realised in developing countries, which have not
completed their industrialisation and urbanisation processes. Huntington argues that
resource use inefficiency, a result of the weak and fragile structures of political institutions
in developing countries, is the possible cause of dysfunctions in psychological and
institutional modernisation processes. Hence, democracy is defined as a costly luxury
government for developing countries. The sceptical approach argues that many factors can
influence economic growth, and therefore, a continuous and meaningful relationship cannot
be established between democracy and economic growth. Different economic policies
applied in similar political regimes and those implemented in different political regimes may
yield different results on economic growth (Gerring et al., 2005: 324). The compatibility
approach defines democracy as a form of government of the people by the people, in which
economic freedoms and property rights are protected, and a free-market economy and press
freedom are supported (Sirowy & Inkeles, 1990: 132). According to the compatibility
approach, economic growth can coexist with democracy, depending on the emergence of
innovative and competitive technologies, the conversion of savings into investments, and
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the realisation of effective resource allocation in countries that have completed the
democratisation process, even if they are developing economies (Olson, 1996).

The World Bank aims to eradicate poverty worldwide by 2030. Accordingly, the aim
is to reduce poverty to 3% (Yueh, 2020: 360). North (1988; 1990), who investigated why
very few countries led a more prosperous life, focused on the effectiveness of institutions
and drew attention to incentive policies increasing manufacturing and export for economic
growth. The education system spread throughout society, the power to create innovation by
turning savings into investment, and the rule of law in response to this question. Many
studies investigating the relationship between democracy and economic growth also state
that this relationship can be realised not directly but indirectly, particularly by increasing the
effectiveness of institutions. Adejumobi (2000) claims that the democratic approach will be
effective in the development of institutional conditions and processes that will contribute to
economic growth and development in the presence of freedom of thought, expression and
organisation, the rule of law, the protection of human rights, and the principle of separation
of powers. Bornschier (2002) considers that the independence of the media and the judiciary,
the principle of separation of powers, and the effective functioning of internal parliamentary
control mechanisms, expected in societies with the dominant pluralist democratic approach,
will increase the trust of individuals in institutions and each other. In Bornschier's democracy
and economic growth model, the sense of confidence in society will also improve, and this
interaction will contribute to the increase in the efficiency of the education system with the
development of democracy understanding. The development that democracy will bring
about in education, science, and technology will also support the economy's growth through
this transmission mechanism. In a different model, Bhagwati (2002) argues that
entrepreneurial activities come to the forefront more in democratic societies than autocrats.
According to Bhagwati, democracy will permanently affect economic growth through the
effective functioning mechanism of the markets in an economic system where markets are
spread and competition is fair in democratic societies. These studies in the literature
researching the relationship between democracy and economic growth in the samples of
developing and developed countries indicate that democratisation and economic growth
processes can be experienced simultaneously within the framework of the compatibility
approach.

2.2. The Relationship Between Political Stability and Economic Growth

Political stability is the interest of scientists who put forward ideas on economics and
political science, but there is no clear definition of this concept. Arora (1970: 1203) defines
the concept of political stability as the long-term continuity of political, administrative, and
structural arrangements. In his work, Hurwitz (1973: 452) defines the concept of political
stability as implementing structural management and implementation strategies in a
legitimate constitutional order under the control of a stabilised government without political
and social violence events. Although the concept of political stability is associated with the
continuation of the term of office of the current government in the first place, the examples
of Germany after World War I, the Socialist Soviet Union in the following years, and North
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Korea in the more recent period demonstrate that political instability may occur during the
periods of the same administration and government.

A report published by The United Nations Development Program (UNDP) in 2002
shared the view that the understanding of reconciliation and tolerance expected to exist in
democratic governments reduced political instabilities and economic crises by decreasing
internal conflicts. However, this view is not a definite result. Although political instability
is a rarer problem in democratic societies compared to autocratic regimes, political
instability can be experienced in both forms of government. Alesina & Perotti (1993: 3)
explain the sources of political instability with constitutional and unconstitutional
government changes, social unrest, and political violence phenomena. While the head of the
country's administration is regarded as the source of political stability in autocratic forms of
government, overthrowing this understanding of government will cause political instability.
In democratic government forms, polarisations in the parliament, coalition governments,
frequent early elections, voters' indecision, and the administration and timing of the elections
are shown as the factors revealing political instability (Eren & Bildirici, 2001: 31).

The main research area in which political instability represents the subject of
economics research is related to the effects of this phenomenon on macroeconomic
indicators, especially economic growth. Studies on political instability and economic growth
reveal the different transmission channels through which political instability affects
economic growth directly and indirectly (Blomberg, 1992: 18). Increased uncertainty and
risk factors are the most critical effects of political instability on the macroeconomic system.
Uncertainty and risk factors in the economic system reduce macroeconomic predictability
for investors, which slows down economic growth by reducing investments (Asteriou &
Price, 2001: 386). As specified in different growth models, physical capital is in the first
place among the most important factors supporting economic growth. The environment of
uncertainty that arises with political instability creates a risky environment for the capital
that will enter the country, creating an obstacle for capital inflows, particularly in developing
countries, and is regarded as a cause of capital outflows (Alesina et al., 1996: 193; Lensink
et al., 2000: 87). As the uncertainty and risk environment slows down economic growth,
public revenue sources decrease with a decrease in tax revenues, and borrowing is mostly
preferred for public sector budget management. Domestic borrowing causes interest rates in
the country to rise, and this interaction creates the crowding-out effect of the private sector
with an increase in interest rates, indirectly reducing re-investments and slowing down
economic growth (Albatel, 2004: 21; Asogwa & Okeke, 2013: 164).

During political instability, current governments bear the uncertainty of being re-
elected. Hence, to be re-elected, they can tend toward short-term consumption expenditures
that will win them votes instead of long-term investments and increase their rent-seeking
activities. Such populist government decisions, far from rationality, may adversely affect
economic growth in the long run by damaging the effective use of public resources
(Yalginkaya & Kaya, 2017: 280). In addition to these transmission channels, the brain drain
moving from regions with high political instability to regions with less political instability
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may affect economic growth through human capital, and income inequality, which is
expected to emerge in case of political instability, will also adversely affect economic growth
according to the socialist distribution and crisis theory (Sanlisoy & Kok, 2010: 107; Arslan,
2011: 74).

Although the effect of political instability on economic growth is expected to be
negative, this effect is not an absolute result. Klomp & Haan (2009) argue that the
environment of uncertainty caused by political instability may also affect economic growth
positively by delaying investments, causing more capital initiatives in the medium term, and
causing beneficial changes in government policies in the medium and long term.

3. Empirical Literature Review

The economic ideas developed in the social and human sciences field have been
shaped by the contributions of different disciplines, such as history, philosophy, sociology,
psychology, political science, and anthropology, for centuries. Expressing economic thought
with mathematical models and indexing the economic events observed over time with
quantitative values have made the empirical use of statistics and econometrics widespread
in research in the field of economics. The literature section of the research includes empirical
studies investigating the relationship between democracy, political stability, and economic
growth. This section will be presented in the democracy-economic growth relationship and
political stability-economic growth relationship.

3.1. The Relationship Between Democracy and Economic Growth

One of the first studies empirically investigated the democracy-economic growth
relationship in the literature belongs to Barro (1996). The least-squares method was
employed in democracy and economic growth relationships, researched in 100 countries
from 1960 to 1990. This study concluded that democracy affected economic growth
positively in countries with a low level of democracy, whereas democracy affected economic
growth negatively in countries with a high level of democracy. The results obtained by Barro
support the compatibility and conflict approaches, explaining the democracy-economic
growth relationship.

Perotti (1996) tested the hypothesis, stating that democracy would positively affect
economic growth using the least-squares method in a sample of 67 countries from the 1960-
1985 period. In this study not supporting the proposed hypothesis, no statistically significant
effect of democracy on economic growth was encountered. This result supports the sceptical
approach.

Tavares & Wacziarg’s (2001) study for the years 1970-1989 on a sample of 65
developing countries concluded that the democratisation process supported economic
growth by improving human capital and reducing income inequality but adversely affected
economic growth by increasing the share of public expenditures in gross domestic product
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and reducing capital accumulation. This study found the final aggregate effect of democracy
on economic growth to be negative at a low level.

Acemoglu et al. (2019) researched the relationship between democracy and economic
growth in a sample of 175 countries from 1960-2010 using the generalised method of
moments. This study determined that democracy positively affected economic growth by
increasing the schooling rate, promoting investments, reducing social unrest, and supporting
the development of economic reforms. The result above supports the compatibility approach,
arguing that democratisation and economic growth can co-occur.

Many scientific studies in economics investigate the relationship between democracy
and economic growth in different samples, periods, and methods. The results supporting the
conflict approach, which argues that democratisation and economic growth processes cannot
co-occur, were obtained by Alesina & Rodrik (1991) in a sample of 67 countries using the
least-squares method for the 1960-1990 period by Farr (1998) in a sample of 20
industrialised and 78 industrialising countries using the Granger causality test for the 1975-
1995 period; by Acaravcr et al. (2015) in 15 MENA (Middle East and North Africa)
countries using the dynamic panel data analysis for the 1999-2010 period. The results
supporting the compatibility approach, which suggests that democracy and economic growth
can co-occur, were achieved by Beskaya & Manan (2008) in a sample from Tiirkiye using
the Engle and Granger causality test for the 1970-2005 period; by Demirkan & Kaya (2012)
in a sample from Tiirkiye using the Johansen cointegration test for the 1980-2006 period; by
Hayaloglu (2015) in a sample of MINT (Mexico, Indonesia, Nigeria, and Tiirkiye) countries
by conducting the panel data analysis for the 1990-2012 period. The results supporting the
sceptical approach, arguing that there will be no stable and statistically significant effect
between democracy and economic growth, were obtained by Helliwell (1992) by conducting
the panel data analysis in a sample of 125 countries for the 1960-1985 period and Sahin
(2016) by performing the Granger causality test in a sample from Tiirkiye for the 1995-2015
period. In their study on eight emerging market economies, Bozkurt et al. (2018) achieved
findings supporting the conflict approach for Argentina, China, Indonesia, and South Africa
and the compatibility approach for Brazil, Chile, India, and Tiirkiye. These studies
demonstrate that it is impossible to reach a definite result in light of scientific studies
investigating the relationship between democracy and economic growth.

3.2. The Relationship Between Political Stability and Economic Growth

Two approaches draw attention to the empirical studies investigating the relationship
between political stability and economic growth in the economic literature. The first of these
approaches investigates the effect of different situations and events causing political
instability on economic growth. In the relationship between political stability and economic
growth examined with this approach, the adverse effects of events causing political
instability on economic growth draw attention. Among these studies, Asteriou & Price
(2001) determined that the number of strikes, the number of terror cases, the number of
elections, the number of government changes, and the number of wars adversely affected
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economic growth in a sample from England for the 1961-1997 period; Kurzman et al. (2002)
found that rebellions negatively affected economic growth in 106 countries for the 1951-
1980 period; Butkiewicz & Yanikkaya (2005) revealed that political violence adversely
affected economic growth in 100 countries for the 1970-1997 period; Aisen & Veiga (2013)
determined that the cabinet reshuffle negatively affected economic growth in 169 countries
for the 1960-2004 period, and Parlakyildiz (2015) found that the conflict environments in
the country negatively affected economic growth in 25 countries for the 1999-2013 period.

In empirical studies investigating the relationship between political stability and
economic growth, the second approach usually investigates the effect of political stability or
political instability on economic growth. These studies are listed in chronological order.
Feng (2001), in his analysis of 42 countries for the period 1978-1988, concluded that