SMEs IN TURKEY & SME SUPPORT MECHANISM OF KOSGEB

PART 1: INTRODUCTION
Small and medium-sized enterprises (SMEs) play a very important role in Turkish economy owing to their large share in total number of enterprises and in total employment. But, they have some weaknesses such as lack of consciousness of technology, R&D and innovation, low level usage of bank credits, insufficient access to finance, insufficient credit guarantee system, lack of usage of modern marketing techniques, lack of consciousness of quality and trademark concepts, insufficient education level, lack of capital for high technology investments, lack of institutionalization, low level of cooperation, lack of harmonization to global standards, etc.

The government authorities have for many years carried out a variety of programmes to support these enterprises. Therefore, design and implementation of such programmes have received increasing attention. Several institutions have been involved in the formulation and implementation of such programmes. 
KOSGEB (Small and Medium Industry Development Organization) is one of the major organizations executing the SME policy in Turkey. In this context, support mechanisms carried by KOSGEB can be classified into groups; Supports under KOSGEB Support Regulation and SME Credit Support Mechanism.

Before 2003, SMEs which want to benefit from KOSGEB supports, could directly apply KOSGEB service providers and the requested support could be provided within the frame work of budged availability. After restructuring of KOSGEB organization and support mechanism, enterprises have been directed to strategic objectives depending on their capacity and competitiveness power after being registered in KOSGEB database. In this scope, application steps of support mechanism are summarized under four headings; i) Screening, ii) Strategic Road Map, iii) Support Implementation, and iv) Monitoring.
1.1 SME-Specific Policies
The business environment should be conducive to the creation, growth and development of SMEs and to entrepreneurial activity in general. The main objective of SME policy is to improve the productivity of the SMEs, to increase their share within total value added and to enhance their international competitiveness. It is of great importance to develop the SMEs, which have positive impacts on creating a competitive market, increasing employment, development of entrepreneurship and improvement of income distribution. As a result of the need for the SME-specific policy, some policy instruments are used in Turkey.
i) SME Strategy and Action Plan
SME Strategy and Action Plan has been prepared in accordance with what has been stated in the 2003 Accession Partnership Document relating to SMEs on “developing and executing an SME Strategy in compliance with the European Charter for Small Enterprises and the Multi-annual Program for Enterprises and Entrepreneurship, and ensuring that such a strategy shall promote the improvement of business environment especially when funding is needed”. 

A series of revisions had to be made on the SME Strategy and Action Plan, which was approved in 2003, because of the negotiation process started with the EU, the changed parameters as a result of the developments both in the country and abroad which enable the enterprises to survive, and the emphasis in the 2006 Accession Partnership Document regarding the improvement of business environment of SMEs. The aim of the revised SME Strategy and Action Plan (2007-2009) is to improve the efficiency of SMEs, their contributions to employment, their shares in the added value, and their international competitiveness power.

Regarding the activities to be carried out within the scope of the SME Strategy and Action Plan, five “Strategy Fields” have been determined for the purpose of promoting and supporting the SMEs. In the text of the Strategy, for each strategy field, the main problematic fields, the issues that need improvement, the targets, priorities and the policies have been specified. Strategy Fields are;
· Improvement of Entrepreneurship 

· Enterprise Development 

· Integration of SMEs into International Market 

· Improvement of Business Environment 

· Developing Technological and Innovative Capacity

ii) Coordination Council for the Improvement of the Investment Environment Action Plan
The Coordination Council for the Improvement of the Investment Environment has become a key structure where private sector makes contributions in the process of improving investment climate. The Council conducts its agenda with the help of 12 Technical Committees working on specific issues with participation of both public and private institutions. It is also described as a success story of public-private platform in international arena. 

The Council aims to rationalize the regulations on investments in Turkey, develop policies by determining the necessary arrangements that will enhance the competitiveness of the investment environment, generate solutions to the administrative barriers encountered by the domestic and international investors.
There are 12 Technical Committees within the Coordination Council for the Improvement of the Investment Environment conducting studies to solve the problems faced by the investors on the areas of Company Establishment, Employment, Licensing, Location of Investment, Taxes and Incentives, Foreign Trade and Customs, Intellectual and Industrial Property Rights, Investment Promotion, Foreign Direct Investment Legislation, SMEs, Corporate Governance, and Research & Development.
Each Technical Committee has an Action Plan. SME Technical Committee Action Plan has the following activities.
· Improving the systems for credit guarantee and venture capital companies
· Making necessary amendments in the current legislation to enlarge the scope of KOSGEB supports to cover sectors beside manufacturing
· Improving cluster policy for SMEs
· Preparation of a Development Strategy for service sectors
· Encourage SMEs for conforming to environmental laws and regulations.

1.2 Institutional Structuring of SMEs in Turkey
Many aspects of the business environment in which enterprises operate in the domestic market are dependent on and affected by existing institutions and structures. The framework structure and the efficiency of the system, in which businesses are embedded, deeply influence their performance. Several institutions have been involved in the formulation and implementation of industrial policies. Functions of actors, which take place in the national SME development and supporting system of Turkey, are given below. (Table 5)

Table 5 Functions of the organizations
	Actors
	Functions

	Public

	Ministry of Industry and Trade (MoIT)
	Facilitates determination of industrial policies, provides and encourages rapid and sustainable development of industry, promotes competitiveness of SMEs, holds records of the industrial enterprises.

	Undersecretariat of State Planning Organisation (SPO)
	Prepares long-term development plans and annual programmes, develops future-oriented strategies and policies in cooperation with related institutions. 

	Small and Medium Industry Development Organisation (KOSGEB)
	Support mechanisms for increasing competitiveness of SMEs, encouraging entrepreneurship and innovative start-ups.

	The Undersecretariat of Treasury 
	State aid for investments, financial transfers to public enterprises.

	The Undersecretariat of Foreign Trade
	Support mechanisms for improving export capacity.

	Ministry of Labour and Social Security
	Rules for employment, registration.

	Ministry of Finance
	Taxation, finance matters for enterprises.

	The Scientific and Technological Research Council of Turkey (TUBITAK)
	Support and policy making for R&D, scientific research, innovation activities

	NGOs

	The Union of Chambers and Commodity Exchanges of TURKEY (TOBB)
	Represents private sector, ensures unity and solidarity between chambers and commodity exchanges, facilitates professional work of members, and promotes confidence in the relations of members with the public.

	The Confederation of Tradesmen and Artisans of Turkey (TESK)
	Coordinates and represents tradesmen, craftsmen chambers and the federations, takes vocational measures for its members according to national and global economic development, provides vocational training.

	Vocational Training and Small Industry Supporting Foundation (MEKSA)
	Aims to promote quality of workers for SMEs through vocational training at national level. 

	Turkish Technology Development Foundation (TTGV)
	Supports technology development projects.

	Turkish Foundation for Small and  Medium Business (TOSYOV)
	Feedback for consultation mechanisms.

	Major  Financial Institutions

	Banks
	Credits

	ISRISK, VAKIFRISK, KOBI A.S.
	Venture Capital

	KGF, TESKOMB
	Guarantees


PART 2: KOSGEB AND ITS SERVICES
The Small and Medium Industry Development Organization (KOSGEB), which was established to support SMEs operating in the manufacturing industry, is a governmental institution affiliated to the Ministry of Industry and Trade of Turkish Republic. It was established in 1990 in order to increase the share and effectiveness of small and medium sized manufacturing industry, raise their competitiveness, and realize integration within industry in line with economic developments and national policies. 
2.1. Organization Structure of KOSGEB
KOSGEB is mainly composed of two bodies: policy maker units and service providers. In addition, there are also internal supporting units. Furthermore, institutional decisions are taken by the Executive Committee which is composed of the representatives of relevant organizations. Organization structure of KOSGEB is given below. (Figure 1)
Figure 1 Organization Structure of KOSGEB
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KOSGEB policy maker units analyze local/regional based data sets concerning enterprises, provide reports with a view to enhancing KOSGEB support mechanisms, make surveys for the target area, search and implement new financial models, analyze and meet training & consultancy requirements of SMEs, coordinate service centers, carry out international relations, and study on foreign markets and legislations. 
Enterprise Development Centers, Technology Development Centres and Synergy Focuses are KOSGEB service providers. KOSGEB service providers work face to face with SMEs,  strengthen basic relations between industry and government, provide KOSGEB supports, implement projects, provide several test and analysis services towards SMEs, undertake coordinator role to establish laboratories for SMEs in industrial zones. Enterprise Development Centers provide KOSGEB supports, implement projects and have face to face communication with SMEs. Technology Development Centres (TDC) function as “Business Incubation Centres” aiming to support technology oriented development. The main goal of TDC is to decrease the initial costs of start-ups and failure risk of a developing enterprise. The major objective is integration of developed enterprises which can cope with the market conditions to the market and creation of technology oriented enterprises. The Public (KOSGEB)-University-Chambers of Industry Cooperation Model has been applied in TDC. Management of TDC and decisions on SME and R&D projects which will be supported are carried out by the Boards composed of representatives of the KOSGEB, University and Chambers of Commerce. Furthermore, Incubation Centres without Wall provide TDC services excluding office allocation. Besides, initiatives towards the establishment and operation of “Synergy Focuses” have been launched in 2004 to generalise services and supports given to the SMEs. Synergy Focuses are established in cooperation with the Chambers of Industry/Commerce, Commodity Exchanges, Unions of Artisans, Cooperatives of Artisans, Management Boards of Organized Industrial Zones and Small Scale Industrial Estates and SME foundations and associations as an example of a new cooperation model. Municipalities and universities may also participate in this model. 
Within this framework, there are 35 Enterprise Development Centres, 20 Technology Development Centres, 8 Incubators Without Wall and 76 Synergy Focal Points.
2.2 KOSGEB SUPPORTS 
KOSGEB supports are classified into groups:

· Supports under KOSGEB Support Regulation
· SME Credit Support Mechanism 
2.2.1 KOSGEB Supports under KOSGEB Support Regulation
Before 2003, SMEs which want to benefit from KOSGEB supports, could directly apply KOSGEB service providers and the requested support could be provided within the frame work of budged availability. After restructuring of KOSGEB organization and support mechanism, enterprises have been directed to strategic objectives depending on their capacity and competitiveness power after being registered in KOSGEB database. Additionally, enterprises identify the route to get to their destinations with Strategic Road Map (SRM) and type of support is determined according to objectives in the SRM.
Application steps of support mechanism can be summarized under four headings:
i)   Screening

ii) Strategic Road Map

iii) Support Implementation

iv) Monitoring

i) Screening

Firstly, SMEs have to be registered in the KOSGEB database. In order to be registered in the KOSGEB database, application is made to the nearest KOSGEB service unit with SME Declaration prepared by the SME. If SME Declaration is approved by KOSGEB, the SME can apply to KOSGEB service unit with Beneficiary Statement Form, which can be described as a fact-finding questionnaire. As another method, field surveys are also used as collective application.

At this stage, SME fills the online Beneficiary Statement Form containing fields concerning basic profile, requirements, and future oriented plans of itself, which shows where the SME is, where it wants to go, how it can reach there, how it can monitor and evaluate the achievements. In particularly, the headings existing in the Form are;

· General Information about the SME
· Systems and Processes

· Externally Supplied Services

· Performance of the SME
· Future Requirements of the SME
· Sectoral Clustering

As the second step, data coming from Beneficiary Statement Form flows to KOSGEB Database which is created on a smart software platform. Registered SMEs are classified into four groups (A, B, C, and D) according to their characteristics and then, they are notified about the result. According to their groups, SMEs have to prepare Strategic Road Map, which shows their present condition, plans, objectives and what type of supports they need, for a period of 3 years. (Figure 2)
Figure 2 Screening Process
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ii) Strategic Road Map (SRM)
Since SRM is a need-based and capability-focused enterprise management system by strategic planning, it is very important for the enterprises being able to determine their own requirements and goals clearly. 
Strategic Road Map shows;
· The starting point and where the enterprise wants to arrive

· Enables enterprises to visualize their critical assets, the relationship between these and the skills, technologies, and competencies required to meet future market demands

· Defines the objectives and actionable steps necessary to get to destinations

· Helps to develop strategic goals, objectives and milestones

SMEs online prepare their own SRM. But if necessary, some training programmes regarding how to prepare SRM can be organized for voluntary SMEs by KOSGEB. 
Enterprises that prepared their SRM are directed to specific objectives according to the group they belong to by the software depending on the data existing in SRM. Group A, B, and C enterprises can choose any of the specific objectives, on the other hand Group D enterprises are only directed to “General Enterprise Development” objective. Depending on the directed objective, type of the support is suggested by the software. Table 6 indicates the relation between objectives and the support type. 

On the other hand, entrepreneurs, operating organizations, career organizations and sectoral organizations existing in the KOSGEB database can directly apply for Regional Development and Entrepreneurship Development Program without the need of SRM.
Consequently, all the decisions belong to the Evaluation Commission composed of KOSGEB experts. In fact, the suggestions made by the program should be considered as decision-support information for the Commission.
After mutual agreement is provided between KOSGEB and the SME in terms of the type of support, an agreement is signed, so support implementation starts. (Figure 3)
Figure 3 Strategic Road Map Process
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Table 6 Relation between Objectives and Supports
	Objectives/Programmes
	Consultancy and Training Supports
	Technology Development and Innovation Supports
	Information Technology Supports


	Quality Improvement Supports


	Market Research and Export Improvement Supports
	Support for Improving International Cooperation


	Regional Development Supports


	Supports for Developing Entrepreneur-ship



	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13
	14
	15
	16
	17
	18
	19
	20
	21
	22

	General Enterprise Development
	√
	√
	
	√
	
	
	√
	√
	√
	√
	
	
	
	
	√
	
	
	√
	
	√
	
	

	Institutionalization
	√
	√
	
	√
	√
	
	√
	√
	√
	√
	
	
	√
	
	√
	
	
	√
	√
	√
	
	

	Increasing Domestic Sales
	√
	√
	
	√
	√
	√
	√
	√
	√
	√
	
	
	√
	√
	√
	
	
	√
	√
	√
	
	

	Improving Product Quality
	√
	√
	
	√
	√
	
	√
	√
	√
	√
	
	
	
	
	√
	
	
	√
	√
	√
	
	

	Increasing Production Capacity 
	√
	√
	
	√
	√
	
	√
	√
	√
	√
	
	
	
	
	√
	
	
	√
	√
	√
	
	

	Export Promotion
	√
	√
	
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	
	√
	√
	√
	
	

	Increasing Export
	√
	√
	
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	
	√
	√
	√
	
	

	Marketing
	√
	√
	
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	
	√
	√
	√
	
	

	New Product Design and production
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	
	
	√
	
	
	

	Technology, R&D and Commercialization
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	√
	
	
	√
	
	
	

	Regional Development Program
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	√
	
	
	
	
	

	Entrepreneurship Development Program
	√
	√
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	√
	√

	1. Consultancy Support 
2. Training Supports
3. Technologic Research and Development Support

4. Support for Industrial Property Rights
5. Computer Software Support
6. Support for Orientation to E-Trade

7. Support for General Test-Analysis, Calibration and Test-Analysis related to CE Marking 
8. System Certification Support 
	9. Support for Participating in the Industrial Fairs
10. Support for Participation in International Industrial Expertise Fairs in the Country 
11. Support for Participation in Fairs Abroad at a National Participation Level 
12. Support for Participation in Fairs Abroad outside National Participation Level 
13. Promotion Support
14. Brand Orientation Support 
	15. Support for Participation in Export purposed Trips Abroad  

16. Matching support

17. Local Economic Research Support 
18. Support for Machinery-Equipment for Common Use Purposes
19. Support for the Infrastructure and Super Structure Application Project
20. Qualified Personnel Support

21. New Entrepreneur Support
22. Business Development Center Support


iii) Support Implementation

After Strategic Road Map is approved by the Evaluation Commission, application about the support is done and the support process starts. Following the completion of the objectives and services purchased within the scope of the support agreement, all information and documentation constituting the basis of the payment and that have been specified in the agreement as well as the principles-fundamentals are delivered to the relevant KOSGEB unit.  Each support has its own application, evaluation, approval and payment conditions. The relevant KOSGEB unit evaluates all of the delivered information and documentation within the framework of the provisions of the agreement. The support payments which have been found favourable are paid to the beneficiaries in return of a document such as invoice, receipt or supplier invoice indicating that the payment has been made to the supplier and bank statement. (Figure 4)
Entrepreneurs, operating organizations, career organizations and sectoral organizations existing in the KOSGEB database, in relation to the supports requested, also have to obtain the documents and information published in the KOSGEB web page and submit them to the relevant KOSGEB unit, where it has been registered to the database. 
Figure 4 Support Implementation Process
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iv) Monitoring

Beneficiary Objective Evaluation Report is prepared by KOSGEB at the end of 3 years which is the period of SRM validity or at any time when the SME declares the achievement of its objective specified in SRM, in order to monitor whether the SME has reached the specified objectives in SRM or not. In the Evaluation Report the issues declared by the SME are about the achieved improvements in areas such as organization, management, human resources, production processes, marketing and sale processes. As a result of this evaluation, KOSGEB decides whether to carry on the support implementation or to finalize. 
2.2.2 SME Credit Support Mechanism 
By Starting 2003, some amount of KOSGEB budget has been allocated to SMEs in low or zero interest rates by the intermediary banks. In other words, SME Credit Support System can be considered as an interest rate support on bank loans. 

In order to minimize the impact of the current financial crisis on SMEs, Turkish government has taken some precautions. In this regard, KOSGEB has signed protocols with banks so as to provide financial credit at an agreed interest rate to eligible SMEs where eligibility rules are pre-determined by KOSGEB and the bank together. Hence the applying SME is analyzed in this respect by both KOSGEB and the bank. The interest cost of the credit is paid to bank by KOSGEB, where only the principal amount of the credit is paid back to the bank by the benefiting SME at a determined pay back period.

In order to benefit from any credit support programme, SMEs have to be registered in the KOSGEB database with Beneficiary Statement form and SME Declaration before the application as it is mentioned for the supports under KOSGEB Support Regulation. Availability of the application is evaluated by the relevant bank and KOSGEB service unit, and then the SME is notified about the result. After approval of the application, the SME can benefit from the programme.

KOSGEB offers a number of credit programs on various areas such as;
· Export Promotion

· New Employment

· IT Infrastructures of SMEs 

· Moving the Leather Sector to Industrial Zones

· Machinery and Equipment for Food Sector

Some examples of credit support programmes are briefly summarized below.
Credit Support Programme for Exporting Companies

In order to support exporting SMEs, KOSGEB provides credit for exporting SMEs with “zero” interest rate to promote their export capacity and increase their competition level. The total amount of credit volume is 650 million US Dollars and the interest cost of this credit is paid by KOSGEB. The upper limit of credit for each enterprise is 100.000 USD and SMEs registered in the KOSGEB database can benefit from this support scheme. The interest cost support is grant and repayment of only the principle part of the credit is made by the benefiting enterprise according to a determined plan by KOSGEB. The maturity of this credit support programme is 6 months and the total amount is paid in one single payment at the end of 6 months.

Credit Support Programme for Craftsman and Artisans  

In order to overcome the liquidity problems in the domestic market and so as to meet the financial requirements of the manufacturing craftsman and artisans, a credit support programme with “zero” interest rate has been developed by KOSGEB. In this programme woman entrepreneurs have priority. The interest cost support is grant and repayment of only the principle part of the credit is made by the benefiting enterprise according to a determined plan by KOSGEB. The prerequisite of this programme is being a registered member of The Confederation of Turkish Tradesmen and Craftsmen (TESK). The maturity of this credit support programme is 18 months. There is no payment for the first 6 months and in the following period repayments is made in each 3 months in equal amounts.

Credit Support for SME Machinery Equipment and Investment
In order to increase the competitiveness and the created added value and so as to help SMEs to keep up with the international standards, KOSGEB provides credit interest support for medium to high technology level SMEs and medium to low technology level SMEs i.e. conventional SMEs. 
CONCLUDING REMARKS
It is obvious that SMEs have an important role in Turkish economy owing to their large share in total number of enterprises and in total employment. Therefore, the government authorities have for many years carried out a variety of programmes to support these enterprises. 

In this context, KOSGEB is one of the major organizations executing the SME policy in Turkey and in this paper; application method for support mechanisms carried by KOSGEB is presented.

Up to now, KOSGEB has been supporting SMEs only operating in the manufacturing industry. On the other hand, in order to cover sectors besides manufacturing, necessary amendments in the current legislation have been made for enlarging the scope of KOSGEB supports. Therefore, the number of beneficiaries of KOSGEB increased from 301 291 (manufacturing SMEs) to 2 391 229 (SMEs including all sectors) depending on the TurkStat 2005 statistics. Nonetheless, sectors to be supported by KOSGEB will be annually selected by Council of Ministers.
In this regard, studies regarding improvement of human resources and institutional capacity of KOSGEB, and rearrangement of budged are also carried out. 
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