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We document a strong political cycle in bank credit and industry outcomes in Turkey.
In line with theories of tactical redistribution, state-owned banks systematically adjust
their lending around local elections compared with private banks in the same province
based on electoral competition and political alignment of incumbent mayors. This
effect only exists in corporate lending as opposed to consumer loans. It creates credit
constraints for firms in opposition areas, which suffer drops in employment and sales
but not firm entry. There is substantial misallocation of financial resources as
provinces and industries with high initial efficiency suffer the greatest constraints.
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Bircan & Saka

provinces when an incumbent mayor is aligned with the ruling party, while they
reduce it if the incumbent mayor is from an opposition party. In aggregate,
lending by state banks is lower prior to elections compared with private banks,
which constitutes a first piece of evidence that political involvement in bank

lending leads to a drop in access to credit.

Second, we show that this redistribution of credit has real consequences as it
leads to a significant reduction in local economic activity in opposition provinces
that are politically contested. Specifically, firms located in such provinces become
credit constrained due to the reduction in state bank lending and respond by
reducing employment and sales. It is crucial to understand the distributive
implications of political lending to inform policies about circumscribing the
latitude of governments to intervene in the economy (Cole, 2009). Our results
suggest that aggregate credit constraints affect the relatively more efficient
province- industry pairs in politically contested areas, which shed jobs in return.
This shows that politically induced lending distorts the efficient allocation of
credit and potentially reduces aggregate productivity in these areas, coming at a

great cost to local economies.

Our findings support theories of tactical redistribution to manipulate voters for
re-election prospects. Rolling estimations in non-election years show some
evidence that the central government may have resorted to patronage when it
did not have election concerns. We document suggestive evidence that the
tactical reallocation of bank credit, via its impact on jobs, helps the central
government increase the electoral success of its allied mayoral candidates and
decrease that of opponents. This provides one of the first pieces of evidence on
how voters can be manipulated via the distortion of financial intermediaries.
Future research should explore how such distortions and governments’ role in

financial misallocation can be minimised.
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Figures and Tables

Figure 1: District-level political alignment in two non-metropolitan provinces

Mus

(a) A politically aligned province in 2004 elections

Kastamonu

(b) A politically non-aligned province in 2004 elections

Notes: Panel A shows a province in which the elected central district mayor is aligned with the central
government and Panel B shows a province in which the elected central district mayor is non-aligned. “C”
in red colour stands for the central district. Politically aligned districts are given in yellow and non-aligned
districts are given in varying shades of gray corresponding to different opposition parties.



Figure 2: Political competition and alignment in metropolitan provinces
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(b) 2009 local elections
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(c) 2014 local elections

Notes: Panels A, B, and C show the win/loss margins for the governing party in 2004, 2009, and 2014 local
elections, respectively. Politically aligned provinces are in shades of yellow and non-aligned provinces
are in shades of gray.



Figure 3: Aggregate credit and banks’ market shares, 2003-2017

Log Billion
TRY

- 2004 Election 2009 Election 2014 Election

-
i

-
© - /
-
-
-

T T T T T T T T
2003 2005 2007 2009 2011 2013 2015 2017

| State Banks Private Banks |

(a) Aggregate credit by bank type
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(b) Credit market share of state banks by political alignment and competition

Notes: Panel A shows the evolution of the stock of all cash loans extended by state-owned and private
banks during the period 2003-2017. Panel B shows the evolution of the market share of state banks in total
cash loans during the same period by political alighment and competition. Sample includes all provinces
in panel A and metropolitan provinces in panel B. Politically aligned provinces are in shades of yellow
and non-aligned provinces are in shades of gray in panel B.



Figure 4: State bank lending relative to private banks over the election cycle
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(b) Sample: All provinces

Notes: This figure shows results of equation (1) estimated on quarterly data (2007q4-2017q4) when 7
takes values from -10 to +10, indicating the number of quarters around elections. Each plotted coefficient
comes from a single regression; bars around estimates show 90% confidence intervals. Each regression
controls for local branches, our baseline set of fixed effects, and province time trends. Panel A includes
metropolitan provinces and panel B includes the full sample.



Figure 5: Tactical redistribution of state bank lending over the election cycle
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Notes: This figure shows results of equation (2) estimated on quarterly data (2007q4-2017q4) when 7 takes
values from -10 to +10, indicating the number of quarters around elections. Sample includes metropolitan
provinces. Each plotted coefficient comes from a single regression; bars around estimates show 90%
confidence intervals. Each regression controls for local branches, our baseline set of fixed effects, and
province time trends. Estimates are reported separately for alighed and non-aligned provinces in each
panel.



Figure 6: Corporate vs. consumer loans: Tactical redistribution of state-bank credit
over the election cycle
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(b) Dependent variable: Consumer loans

Notes: This figure shows results of equation (2) estimated on quarterly data (2007q4-2017q4) when 7 takes
values from -10 to +10, indicating the number of quarters around elections. Sample includes metropolitan
provinces. Each plotted coefficient comes from a single regression; bars around estimates show 90%
confidence intervals. Each regression controls for local branches, our baseline set of fixed effects, and
province time trends. Panel A shows estimates for corporate loans and panel B shows estimates for
consumer loans. Estimates are reported separately for aligned and non-aligned provinces in each panel.



Figure 7: Share of non-performing corporate loans over the election cycle

Allied provinces
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Notes: This figure shows results of equation (2) estimated on quarterly data (2007q4-2017q4) when 7
takes values from -10 to +10, indicating the number of quarters around elections. Sample includes
metropolitan provinces. Each plotted coefficient comes from a single regression; bars around estimates
show 90% confidence intervals. Each regression controls for local branches, our baseline set of fixed
effects, and province time trends. Estimates are reported separately for aligned and non-aligned
provinces in each panel.



Figure 8: Effects of political lending on corporate borrowing in manufacturing
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Notes: This figure shows results of equation (6) estimated on yearly data (2006-2016) when 7 takes
values from -2 to +2, indicating the number of years around elections, for metropolitan provinces. Each
plotted coefficient comes from a single regression; bars around estimates show 90% confidence
intervals. Each regression controls for our baseline set of fixed effects and province time trends.
Estimates are reported separately for alighed and non-aligned provinces in each panel.



Figure 9: Effects of political lending on corporate activity in manufacturing

Allied provinces

200

1.00

0.835

|
T-o.m [ T—OJ%

T T
-2y -1y Election +1y +2y

0.00

-1.00
L

Non-allied provinces

0

S
«
#0.730
o 0.366
S —UU7S
-0.772
1
g
—2.794

g
M
8
N

-2y -1y Election +1y +2y

(a) Dependent variable: Employment
Allied provinces
8
«
g
0.644

S | | 0070 ln_nnA |
4 T—0.161 | ] T—U.UD
8]
T T T T T

-2y -1y Election +1y +2y

Non-allied provinces

A
- 0.605
S I Ln 120 Ln 113
= | |
=) -0.659
o 4
T
S
o -2.181
S
¢
S
T T T T T

-2y -1y Election +1y +2y

(b) Dependent variable: Net sales

Notes: This figure shows results of equation (6) estimated on yearly data (2006-2016) when 7 takes
values from -2 to +2, indicating the number of years around elections, for metropolitan provinces. Each
plotted coefficient comes from a single regression; bars around estimates show 90% confidence
intervals. Each regression controls for a set of fixed effects and province time trends. Panel A shows
estimates for employment and panel B shows estimates for net sales. Estimates are reported separately
for aligned and non-aligned provinces in each panel.



Figure 10: Electoral cycle in the allocation of bank credit by initial efficiency
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(b) Sample: All provinces

Notes: This figure shows results of equation (7) estimated on yearly data when 7 takes values from -2
to +2, indicating the number of years around elections. Each plotted coefficient comes from a single
regression; bars around estimates show 90% confidence intervals. Each regression controls for
province-time and industry-time fixed effects. Panel A shows estimates for the sample of metropolitan
provinces and panel B shows estimates for the sample of all provinces. Estimates are reported
separately for aligned and non-aligned provinces in each panel.



Table 1: Composition and performance of Turkish banks by ownership

1999 2004 2015
Panel A:
Number of banks Total 54 34 33
State 4 3 3
Private 50 31 30
Number of branches Total 6,946 6,087 11,150
State 2,865 2,149 3,681
Private 4,081 3,938 7,469
Number of employees Total 152,578 122,227 195,613
State 72,007 39,467 58,211
Private 80,571 82,760 137,402
Panel B:
NPLs/Loans State 10.0% 11.1% 2.7%
Private 3.6% 4.9% 3.3%
Return on Assets State 1.1% 2.5% 1.4%
Private 4.5% 1.6% 1.0%
Equity / Assets State 4.1% 9.4% 10.1%
Private 12.9% 15.8% 11.0%

Notes: This table summarises the composition and financial performance of the banking sector in
Turkey. State banks are defined as banks in which the central government has a controlling stake.
Private banks are defined as all other banks. We exclude investment banks, development banks, and
participation banks. NPLs denotes non-performing loans.



Table 2: Summary statistics

Variables Mean Median S.D. Min Max Obs. Source
Panel A: Quarterly cash loans (2007q4-2017g4)

log Total loans 13.50 1339 140 9.24 19.28 6,642 FinTirk
log Corporate loans 12.23 12,15 1.61 7.16 1858 6,642 FinTirk
log Consumer loans 12.61 12.54 1.28 8.67 17.69 6,642 FinTirk
log Non-performing loans 10.03 9.94 1.51 437 15.67 6,642 FinTirk
log State bank loans 13.40 1328 1.20 10.62 1836 3,321 FinTirk
log Private bank loans 13.59 1354 1.57 9.24 19.28 3,321 FinTirk
log State non-performing loans 9.76 9.59 1.26 594 1433 3,321 FinTirk
log Private non-performing loans 10.31 1033 1.69 437 15.67 3,321 FinTirk
Panel B: Election data

Aligned (dummy) 0.60 1.00 0.49 0.00 1.00 243 TurkStat
Competition 0.82 0.85 0.15 024 099 243 TurkStat
Panel C: Annual economic data (2006-2016)

log Number of establishments 3.85 3.71 1.48 0.00 9.96 9,785 Mol
log Bank debt 1691 1695 240 811 23.14 7,646 Mol
log Employment 6.22 6.17 1.98 0.00 12.77 9,785 Mol
log Net sales 18.16  18.07 2.27 12.03 24.85 9,677 Mol
log Total assets 18.75 18.68 2.03 13.65 24.80 7,972 Mol

Notes: This table presents summary statistics for the main variables in our analysis. All variables are in

logs except in Panel B. Aligned indicates whether a province is ruled at the time by a mayor from the

ruling party or not. Competition is defined as 1 minus the win margin. Mol stands for Ministry of

Industry.
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