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Abstract:

Financial leasing is the transaction in which a property needed by an investor (lessee) is leased for a contractual specified period of time
throngh purchasing by a financial leasing company. A financial leasing takes place with a contract made between an investor and a
Sfinancial leasing company. The advantage of financial leading for an investor is that they can use the significant amount of money they
have to allocate when they purchase the property in more strategical investments. Financial leasing is commonly used in the world and is
also important for developing countries. Financial leasing transactions are carried ont in Turkey, which is one of the developing countries
with a legislation. Most of the sectors in which financial leasing transactions are made in Turkey are manufacturing, service and
agriculture. The aim of this study is to determine the differences between the state of financial leasing in Turkey and in the world by
evaluating the operation, advantages and disadvantages of financial leasing.
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1. Introduction

The history of financial leasing can be dated back to 2000s BC when Sumerians leased the agricultural tools in
Mesopotamia. In the modern sense, the history of the leasing in the world dates back to decades ago. Financial
leasing is a type of leasing. It is used in today's wotld as a significant alternative financing tool with the advantages it
provides to the entrepreneurs.

The sale and lease back used by companies as a funding method is the process of leasing back the properties subject
to amortization registered on the company after selling them to the leasing company. The basis of lease back is that
lessor obtains the property of the lessee and directly presents it for lease. Therefore, a company provides money with
lease back guarantee (Kolpak, p.128).

Financial leasing consists of direct and return. Direct financial leasing is used when the most common lessee needs to
renew its current technical capacity. In this case, the lessor only provides financing that is obtained in the financial
leasing of the property.

Financial leasing takes place with a contract made between lessor (financial leasing company) and an investor (lessee)
as seen in figure I.

44



Financial Leasing in Manufacturing and Production Sector: the Case of Turkey

[ Lease contract }

\ 4 v
Financial lease contract Activity lease contract
v v
The risks and benefits of ownership The risks and benefits of ownership
are transferred at a significant are not transferred at a significant

Figure 1.1. Lease contract
Source: Stanislava Pancheva, 2015, p.117

The terms and conditions of financial leasing and beginning and end dates of this operation are stated in the
contract. Financial leasing contracts cover a period of more than one year (Sisman,2017, p.148). Attributions such as
borrowing contract can be added to a contract under financial leasing by evaluating it under German and Swiss laws

(Tungsiper,2011,p.35).

2. Literature Review

Giirol (2018) study calculated the financial rates of three financial institutions determined according to 2014, 2015,
2016 sector financial tables in his study and obtained performance rankings by years by analyzing them with the
TOPSIS analysis method. The conclusion of the study demonstrated that the most successful year for financial
leasing and factoring sectors is 2016 and the most successful year for financing companies is 2015. Among the three
institutions, financial leasing sector has shown a stable performance increase.

Sisman & Sisman (2017) study examined the reasons why the form of financial leasing attracted interests in financial
arbitration for economy after the 2008 global crisis in their study and they determined that leasing finance form is
directed with the tax advantage in countries it is commonly used in the world (Australia and Canada) for SMEs and
reduces the asymmetric information.

Caglar, Kili¢ & Bager, (2016) demonstrated in their study that farmers benefiting from VAT advantage will be able to
renew their machines at more economical rates and therefore the costs of using the machines will be reduced.
Farmers will be able to produce with less cost and debt pressure by benefiting from the advantages of financial
leasing. Thus, the demand and created added value for investment goods will increase.

Yilmaz, Atalay, Aksoy & Aslantas, (2015) examined in their study the transaction volume, growth and penetration
rates of the financial leasing sector in Turkey by years drawing on the statistical data published regularly on the
websites of Financial Leasing Association (FIDER) and Financial Institutions Union (FKB), of which financial
leasing companies in Turkey are members.

Sit & Sit, (2013) examined the development of financial leasing sector between 2008 and 2012 and concluded that
financial leasing sector has grown in parallel with the financial services sector, however, the desired results couldn't
be reached as a consequence of the effects of 2008 crisis and VAT rates applied in financial leasing.

Akel, Ergtil & Dumanoglu, (2010) study evaulated the financial leasing method as a financing technique by
conducting financial analysis of financial leasing companies whose financial tables could be accessed in 2005 - 2008
registered on Istanbul Stock Exchange.
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3. Financial Leasing in Turkey and in the World

Financial leasing is widely used around the world. Financial leasing is a direct alternative financing technique in
developed countries. Leading financial leasing countries in the world are as follows: Leasing emerged in 1950s in
United States of America (USA) and equipment leasing reached a significant amount in 1980s. International Leasing
Finance Corporation was founded in 1973 in USA and turned into a public company in March 1983. In the UK,
leasing has shown an important development after the introduction of tax exemptions in 1970. In France, leasing is
very common as opposed to purchasing. In France, aircraft and helicopters, ships and barges, transport equipment,
containers, computers, medical supplies, printing, large-scale industrial equipment leasing is being developed. In
France, movable goods leasing began in 1960 and Leasing Act was adopted in 1966. Immovable goods leasing was
determined by the law of 1966. There are many leasing companies in Germany. 57 of them are German leasing
associations. Leasing contracts made in accordance with the established norms allow the use of certain tax profits.
Leasing operation volume in the world has increased over the years, except for financial crisis periods. Appendix 1.
shows the increase amount of world leasing operation volume in percentage.

Turkey ranked 21st among the first 50 countries with an amount of 7.93 billion USD on the basis of operation
volume in 2017. It has seen that at the regional distribution in financial leasing operations, North America has the
largest share. This region is followed by the European region and Asian region.

Financial leases are important for developing countries. The main reason for this is the financing problems of the
developing countries. Financial leasing tool contributes to the growth and development of the economies and
revitalizing markets when used as an alternative financing tool by the institutions of developing countries. "Financial
leasing has a demand creating impact in the economy. Companies with insufficient purchasing power will be able to
use their investment property through financial leasing method. For this reason, financial leasing has an extending
effect in the country's economy. Financial leasing sector is accepted to be one of the key indicators of revival or
recession in the country's economy." Thus, the importance of financial leasing is increasing for developing
countries.

As a developing country, Turkey is applying financial leasing to revive and enlarge its economy. In order to achieve
this, legal regulations were established and financial leasing practices were introduced in Turkey at the end of 1970s.
Appendix 3 shows the comparison of Turkey's financial leasing volume to the world's financial leasing volume
between the years of 2003-2017. Turkey's financial leasing volume reached 7,93 billions of USD in 2017. The change
rate was 17,80 compared to the previous year. In Turkey, financial leasing is applied most in manufacturing (light
and heavy industrial production areas), service (construction, wholesale and retail trade, etc.) and agriculture
(agriculture, animal husbandry and forestry) sectors. The growth rate of manufacturing industry in Turkey has
fluctuated significantly between the years of 1999 and 2015 and the annual average growth rate has been 3,8 percent.
Manufacturing (production) sector in Turkey has continued to grow in recent years. The manufacturing industry in
Turkey is one of the sector in which most financial leasing is done with a 10.305.172TL gross operation volume and
46,4% gross operation volume rate. With the service sector (construction, wholesale and retail trade, motor vehicles
services, real estate commission, leasing and operation activities, health and social services, transportation, storage
and communication, hotel and restaurants (tourism) services, etc.) in the period of .01.2018-31.12.2018 . Gross
operation volume during the same period was 10.724.240 TL and gross operation volume was 48,3%. In the period,
textile and textile products industry ranked first with 3.099.698 TL gross operation volume and 14,0% gross
operation volume rate in the manufacturing industry. It was followed by main metal industry and processed material
production with 1.597.799 TL gross operation volume and 7,2% rate. And they were followed by other industries
with less gross operation volumes and gross operation volume rates in the manufacturing industry.

Doing business by purchasing the machines to be used in the manufacturing (light and heavy industrial
manufacturing fields) increases the investment costs of the investor. Financial leasing is a viable option for the
entrepreneur by providing an alternative long-term payment facility instead. Considering that small and medium
sized industrial enterprises are facing financial problems in Turkey, the importance of financial leasing is especially
increasing. Using financial leasing, small and medium sized industrialists will be able to make payments much easier
without purchasing them by not delaying their investments.

The advantages of financial leasing are as follows: The investor can use the significant amount of money they have to
allocate when they purchase the property they leased in more strategical investments. Financial leasing reduces the
investment risks of the investor when the risk rate is compared to the possibility of purchasing goods with high
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commercial credit. Financial leasing provides long-term financing. It supports liquidity. It does not affect credit
facilities. It provides scale economy advantage. It provides protection against interest rates and inflation. In addition,
financial leasing has VAT advantages, Exemptions, Tax advantages, Security and cost advantages, Maturity and cash
flow advantage and Investment incentive advantages.

The disadvantages of financial leasing are; all risks and benefits depend directly on the provision of certain items. All
risk of the goods subject to the lessee is transferred to the lessee. In practice, the lessee is held responsible for the
damages that the leased property will incur. It may cause the lessee to be deprived of the scrap value of the property
at the end of the lease period, cause restriction of the right to use and decrease in the possibility of providing credit.

4. Conclusion

Financial leasing is a good alternative to investing in ventures with a lack of available financial resources. Thus,
entrepreneurs do not postpone their investments. It allows a very expensive commodity to be included in the
structure of enterprises and/or individuals to easily obtain. It reduces the investment risk of enterprises.

Financing shortage in manufacturing industry can always be experienced. In particular, small and medium-sized
industrialists need to finance in order to grow in the sector and make the necessary investments for this. The
financing requirement in question allows an industrialist to invest in a financial leasing company in a much more
riskless way. It can be seen from the rates of the financial leasing tool in the investments of the sector companies,
textile industry has got a gross transaction volume of 14%.

References

Aydin, N. (Edit.) (2013). Finansal Management-II. (2. Printing.) Eskisehir: Anadolu University Publication No: 2770.

Ayricay, Y. and Kilig, M. (2012). “Leasing, factoring and Forfaiting in SMEs”. II.Regional Problems and Turkey
Symposium, 1-2 Octobet. p. 211-219. (Access Date: 01.03.2019), https://docplayet.biz.tr/5591954-Kobi-lerde-
leasing-faktoring-ve-forfaiting.html

Caglar, R.U., Kilic, O. and Baser, U. (t.y.). Financial Leasing In The Agricultural Sector In Turkey. Journal of Life
Economics. p. 31-39. (Access date: 01.03.2019), http://dergipark.gov.tr/download/atticle-file/ 305347

Deloitte. (April 2015). Turkey leasing sector —Steps towards sustainable growth. (Access date: 01.03.2019),
https:/ /www2.deloitte.com/content/dam/Deloitte/ tr/Documents/ financial-services/ turkiye-leasing-sektoru-
surdurulebilir-buyume-yolunda-adimlar.pdf

Ernst &  Young (Mart 2011). Leasing&Factoring In  Turkey. (Access date:  01.03.2019),
https:/ /www.vergidegundem.com//tr/c/document_library/get_file?uuid=84bc03a9-c3f4-4£35-8¢75-
€89£55249260&groupid=10156

Financial Institutions Association (2012). Financial Leasing, Factoring and Financing Companies Law no. 6361
(Justified). (Statute book) (Access Date: 01.03.2019).
https:/ /www.fkb.otg.tr/Sites/1/upload/files/ KANUNKITAPCIGI_new-96-1669.pdf

Financial Institutes Assocation (2017). Financial Leasing, Factoring and Financing Companies law no. 6361, Related
Regulations and  Association  Arrangements .  (Statute  book)  (Access Date:  01.03.2019).
https:/ /www.fkb.otg.tr/Sites/1/upload/files/ FKB-KANUNKITAPCIGI-1668.pdf

Financial Institutions Association (2017). Financial Leasing Sector Transaction Summary Report. 30.06.2013. (Access
Date: 02.03.2019). https://www.fkb.otg.tr/Sites/1/upload/files/30062017_FinansalKiralama_Sektor_Raporu-
1561.pdf

Financial Institutions Association (2019). https://www.fkb.org.tr/rapotlar-ve-yayinlar/raporlar/finansal-kiralama-
sektot-rapotlari/

Financial Institutions Association (2019). World Leasing Data, Leasing Transaction Volume. (Access Date:
22.04.2019). https:/ /www.fkb.org.tr/sites/1/upload/files/dunya_leasing islem_hacmi-1714.pdf

Financial Institutions Association (2019). World Leasing Data, The First 50 Countries According To Leasing
Penetration. (Access Date: 22.04.2019).
https:/ /www.fkb.otg.tr/sites/1/upload/files/leasing_penetrasyonuna_gore_ilk_50_ulke_2017-1712.pdf

Financial Institutions Association (2019). World Leasing Data, The First 50 Countries On The Basis Of Transaction
Volume. (Access Date: 22.04.2019).
https:/ /www.fkb.otg.tr/sites/1/upload/files/1slem_hacmi_bazinda_ilk_50_ulke_2017-1711.pdf

47



Mehmet Celebi YOZGAT, Oksan KIBRITCI ARTAR

Financial Institutions Association (2019). TL/USD Values by Sectots. (Access Date: 22.04.2019).
https:/ /www.fkb.otg.tr/rapotlar-ve-yayinlar/ raporlar/ finansal-kiralama-scktot-rapotlari/

Financial Institutions Association (2019). TL / USD values by product groups. (Access Date: 22.04.2019).
https:/ /www.fkb.otg.tr/rapotlar-ve-yayinlar/ rapotlar/ finansal-kiralama-sektot-rapotlari/

Istanbul Chamber of Industry (2017). Istanbul Chamber of Industry Turkey PMI® Manufacturing Index. (Access
Date: 05.05.2019). http://www.iso.otg.tr/ file/PMI-turkiye-kasim2017_ENG-7487.PDF

Kirmuzitag, T. (20106). Financial Leasing Contract according to Financial leasing, factoring and financing Companies
law no. 6361. Master's Thesis Ankara: Bagkent University, ISS.

Kolpak, EP., Gorynya, EV, Shaposhnikova, Al Khasenova, KE., and Zemlyakova, NS. (2016). “Special Aspects of
Leasing Activities and Its Meaning in Conditions of Enterprise Competitiveness”. International Review of
Management and Marketing. 6 (Special Issue (S6)): 126-133.

Mercan, S. (2006). As a Long-term Financing Technique Leasing and an Application in SMEs in Aydin Province.
Mastet's Thesis Aydin: Adnan Menderes University ISS.

MIB Journal (13 November 2018). Financial Leasing makes a significant contribution to SMEs. (Access Date:
02.03.2019). http:/ /www.mibdergisi.com/ finansal-kiralama-kobilere-onemli-katki-sagliyor/

Pancheva, S. (2015). “Accounting Concept Of Lease Contract”. Balkan and Near Eastern Journal of Social Sciences.
1 (1): 115-119.

Sevil, G. (2013). Medium and Long Term Financing. In the book of Financial Management-II. (Edit.: Nurhan
Aydin). Eskisehir: Anadolu University publication no: 2770, p. 2-31.

Shukla, A. (Nov.22, 2016). What is the difference between production and manufacturing. (Access Date: 05.05.2019).
https:/ /www.quotra.com/What-is-the-difference-between-production-and-manufacturing-1

Sigman, D. and Sisman, M. (2017). “The importance of Leasing and the Economy: Risks, Advantages”. Management
and Economics Research Journal. Special Copy 1 (December): 144-154.

Tungsiper, Y. (2011). Liabilities Of The Parties In The Leasing Agreement. Mastet's Thesis Ankara: Ankara
University, ISS.

Turan Kurtaran, A. (2016). "Examining the Impact of Financial Leasing on the Financial Performance of Small and
Medium Sized Manufacturing Enterprises”. UIIID-IJEAS (International Journal of Economic and
Administrative Studies). 17): 1-24. (Access Date: 02.03.2019).
http://detrgipark.ulakbim.gov.tr/ulikidince/article /view /5000182342

Uzunoglu, S. (ty.). "Financial Leasing". Vocational Continuous Training Journal . p. 32-38. (Access Date:
02.03.2019). http://e-kutuphane.teb.otg.tr/pdf/mised/ekim01/7.pdf

Yildirim, S.; Albez, A. and Kigctk, O. (ty.). Level Of Leasing In SMEs: An Application. p. 361-376. (Access Date:
02.03.2019). http://www.acarindex.com/dosyalar/makale/acarindex-1423871798.pdf

Yikseler, Z. (January 2016). Turkey Manufacturing Industry Sector (Short Term Business Statistics, Sectoral
Developments and Technology Level). (Access Date: 05.05.2019).
https:/ /www.researchgate.net/publication/289534199_TURKIYE_IMALAT_SANAYI SEKTORU_Kisa_Vad
eli_Is_Istatistikleri_Sektorel_Gelismeler_ve_Teknoloji_Duzeyi

Zengin, Y. and Aykiri, M. (2012). “Financial problems in small and medium enterprises (SMEs): an application in
Kars”. Kafkas University, School of Economics and Administrative Sciences Journal. 3 (3): 91-116.

Financial Leasing Law no. 3226, Official Gazette: 28.06.1985, Number 18795. (Access Date: 01.03.2019),
http:/ /www.mevzuat.gov.tr/MevzuatMetin/1.5.3226.pdf

Financial Leasing, Factoring and Financing Companies Law no. 6361, Official Gazette: 13.12.2012, Number 28496.
(Access Date: 01.03.2019), http://www.mevzuat.gov.tr/MevzuatMetin/1.5.6361.pdf

Girol, B . (2018). Measurement Of The Performance Of Factoring, Leasing And Leasing Sectors By Topsis Method:
Turkey Comparison. Baskent University Journal Of Business Sciences, 2 (2), 61-73. Retrieved from
http://detrgipark.otg.tr/jesci/issue/40073 /435569

Sit, M.,Sit, A. (2013). Development of Financial Services Sector In Turkey: Example Of Financial Leasing Sector.
Dicle University Faculty of Economics and Administrative Sciences journal C:2 s:5 fall 2013 (35-47))

Caglar, R , Kilig, O , Baser, U. (2016). Financial Leasing In The Agricultural Sector In Turkey. Journal of Life
Economics, 3 (2), 31-40. DOI: 10.15637 /jlecon.122

48



Financial Leasing in Manufacturing and Production Sector: the Case of Turkey

Akel, V , Ergiil, N , Dumanoglu, S . (2015). Evaluation Of Financial Performances Of Financial Leasing Companies
Traded On Istanbul Stock Exchange In The Period 2005-2008. Marmara University Journal of Economics and
Administrative Sciences, 28 (1), . Retrieved from http://dergipark.org.tr/muiibd/issue/486/4136

Appendix1. Volume of World Leasing

Year Volume(Million USD) Change %
1990 3316 | .
1991 345,3 -4,13%
1992 3233 -6,37%
1993 309,6 -4,24%
1994 356,4 15,12%
1995 409,1 14,79%
1996 428,1 4,64%
1997 405,8 -5,21%
1998 432,5 6,58%
1999 473,5 9,48%
2000 499 5,39%
2001 476,7 -4,47%
2002 461,6 -3,17%
2003 511,3 10,77%
2004 579,1 13,26%
2005 582 0,50%
2006 633,7 8,88%
2007 780,4 23,15%
2008 732,8 -6,10%
2009 557,3 -23,95%
2010 594,5 6,68%
2011 796,7 34,01%
2012 868 8,95%
2013 884 1,84%
2014 944,3 6,82%
2015 1.005,30 6,46%
2016 1.099,80 9,40%
2017 1.282,80 16,64%

Source: https://www.fkb.org.tr/Sites/1/upload/files/Dunya Leasing Islem Hacmi-1714.pdf
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Appendix 2. First 50 Countries Based on Operation Volume

Rank Continent Code Country Volume (Million USD) Change in 2016-2017 (%) Penetration Rate
1 NA U.SA(AMERICA) 410,35 6,9 21,6
2 A CHINA 265,68 20,42 6,8
3 E ENGLAND 92,45 5,18 32,4
4 E GERMANY 78,32 7,29 17,2
5 A JAPAN 60,47 -2 5,3
6 E FRANCE 49,78 8,69 16,1
7 E ITALY 33,63 12,89 15,2
8 ANT AUSTRALIA 31,49 2,1 40
9 NA CANADA 26,46 2,7 38
10 E SWITZERLAND 24,88 10,5 27,1
11 E RUSSIA 20,06 46,68 n/a
12 E POLAND 19,11 15,72 25,1
13 E SWITZERLAND 13,59 0,27 12,3
14 A S.KOREA 12 5,3 8,9
15 E DENMARK 11,95 0,31 29,4
16 A TAIWAN 11,83 8,08 9,9
17 E SPAIN 11,15 8,76 6,2
18 NA MEXiCO 9,06 9,7 n/a
19 E AUSTRIA 8,85 7,85 13
20 E NORWAY 8,77 13,88 12,9
21 E TURKEY 7,93 17,8 n/a
22 E BELGIUM 7,73 -3,49 10,1
23 E NETHERLAND 7,71 7,64 7,3
24 SA COLOMBIA 6,44 6 n/a
25 E CZECHOSLOVAKIA 5,58 5,59 13,6
26 E FINLAND 5,1 -6 16
27 E PORTUGAL 4,47 16,08 17
28 SA CHILE 4,37 -16 n/a
29 SA BRAZIL 3,26 20 n/a
30 E SLOVAKIA 3,16 6,59 17,8
31 AF SOUTH AFRICA 3,11 -2,9 n/a
32 E HUNGARY 2,8 18,35 10,3
33 E ROMANIA 2,5 2 1
34 E LITHUANIAN 2,36 23,66 32,1
35 E SLOVENIA 1,75 8,73 21,9
36 SA PERU 1,7 -7 n/a
37 AF MOROCCO 1,63 9,35 n/a
38 A MALAYSIA 1,58 35,65 n/a
39 E ESTONIA 1,45 9,88 31,6
40 A IRAQ 1,32 5,4 4
41 E BULGARIA 1,17 9,19 11,9
42 A INDIA 1,08 8,5 0,5
43 E LETONIA 1 13,02 18
44 SA ARGENTIINA 0,89 68 n/a
45 E GREECE 0,63 65,32 2,9
46 AF NIGERIA 0,51 5 n/a
47 E UKRANIE 0,46 33 n/a
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48 A HONG KONG 0,4 2,6 n/a
49 AF EGYPT 0,4 23 n/a
50 SA PORTO RICO 0,36 23 n/a

Source:https:/ /www.fkb.org.tr/Sites/1/upload/files/Islem_Hacmi_Bazinda_Ilk_50_Ulke_2017-1711.pdf

Appendix 3. The comparison of financial leasing volume between Turkey & the world (2003-2017)

Year World (Million USD) Turkey (Milyon USD) | Share % | Penetration Rate
2003 511,3 2.166 0,42% 5,06
2004 579,1 2.921 0,50% 4,24
2005 582 4236 0,73% 4,96
2006 633,7 5.271 0,83% 5,37
2007 780,04 8.203 1.05% 6,73
2008 732,08 5.303 0,72% 4,47
2009 557,3 2.197 0,39% 2,7
2010 594,5 3.183 0,54% 2,95
2011 796,7 4.891 0,61% 3,61
2012 868 5.360 0,62% 4,14
2013 884 6.990 0,79% 5,68
2014 944,3 11.008 1,17% 3,83
2015 1.005,30 9.492 0,94% 3,74
2016 1.099,80 9.454 0,86% 3,69
2017 1.282,70 10.663 0,83% 3,68

*Penetration rate refers to the division of the financial leasing operation volume into fixed investment expenses of
the private sector.
Source: Resul Umut Caglar, Osman Kilic and Ugur Baser p.35
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