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1. Basic Principles of Economics

1.1 What is Economics?

"An economy is a complex system of interrelated activities of production, consumption, and
exchange that ultimately determine how resources are distributed among all participants. The
production, consumption, and distribution of goods and services combine to meet the needs of
those who live and operate in the economy." ( Investopedia , 2024)

(Source: https://www.investopedia.com/terms/e/economy.asp)

"Economy refers to the structure or conditions of economic life in a country, region, or
period." ( Merriam-Webster Dictionary, 2024)

Source: https://www.merriam-webster.com/dictionary/economy (Access: 08.02.2024)

"The economy is the system of commerce and industry by which a country's wealth is
obtained and used." (Cambridge Dictionary, 2005)

Source: Cambridge Dictionary. 2005. Cambridge Dictionary. Cambridge: Cambridge
University press

Economics in the context of SMEs refers to the overall system of production, distribution and
consumption of goods and services in a particular region or country, with particular emphasis
on the activities and challenges faced by small and medium-sized enterprises. It covers the
interactions between SMEs, large companies, consumers, and public institutions and
non-governmental organizations that affect the economic environment in which SMEs
operate. This includes factors such as market conditions, regulatory frameworks, access to
finance, technological developments and global economic trends that affect the growth,
competitiveness and sustainability of SMEs in the wider economic environment.

As in Europe, the majority of companies in the economy in Bulgaria, Romania and Turkey are
SMEs. According to 2020 statistics (latest available statistics) provided by OECD (2024),
there are 337,340 SMEs in Bulgaria and 535,567 in Romania, accounting for 99.81% and
99.71% of total enterprises, respectively. According to 2022 statistics, there are 3,467,250
SMEs in Turkey and this figure constitutes 99.85% of all businesses.

Source: https://stats.oecd.org/index.aspx?queryid=81354

Across Europe, 23 Million SMEs represent 99% of all businesses.

Source:
https://www.eib.org/en/projects/topics/sme/index#:~:text=Thev%20create%20j0bs%20and %2
Odrive.services%20and%20high-erowth%20potential .
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Therefore, SMEs play a major role in increasing the welfare of a country and in the
development and growth of its economy. Although the number of SMEs is so high, the low
number of employees per SME is a natural obstacle to the formation of a sustainable
corporate and managerial structure.

1.2 Basic Terminological Concepts in Economics

1.2.1 Basic Principles

According to Adam Smith, if each individual pursues his own interests, social welfare will
increase. Individuals direct their capital and labor to the sector where they will earn the most
income. As a result, they aimed to get the most amount they can from the total income of the
society. If all individuals do this, there will be an increase in productivity in society. The
individual who takes action here does not do so with the aim of increasing the welfare of
society. However, the result will be an increase in social welfare. Adam Smith states that this
increase in welfare will occur with the "invisible hand" guiding society.

This situation occurs in a similar way under today's capitalist system conditions. According to
Adam Smith, as individuals pursue their own interests, prices are automatically adjusted
thanks to the balance of supply and demand, and resources are distributed in the most efficient
way. This process serves the general welfare of society. In this context, Adam Smith's
invisible hand is actually a basic supply-demand model.

It is possible to exemplify the supply and demand model, which is fundamentally used in
economics, as follows:
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Although it may seem complex, the relationship between supply and demand is quite simple.

Let's assume that your company's production increases from 7,500 units to 10,000 units, but
demand (demand curve) remains constant. In this case, the Supply curve will shift to the right
and come to where Supply* is. At the first production point, the unit price was 300 when the
production was 7500. However, if demand does not change when production increases, the
price of the products will have to decrease in order to be sold. In this example, when
production increases to 10,000, the unit price drops to 200. On the other hand, if there was a
similar increase in demand, the unit price of 10,000 units of production could still be 300.

The points where the supply and demand curves intersect are called equilibrium points. When
a line is drawn from these balance points towards the X axis, the corresponding point will
show the production number, and when a line is drawn towards the Y axis, the corresponding
point will show the unit price. In the graph above, these lines are shown as dashed red lines.

It is also possible to apply the effects of supply and demand, which were tried to be explained
above through the production and price example, to different situations and to use them when
trying to explain different events:

Fruit Season: Let's imagine that there is fruit season in summer. During this period, fruit
producers increase the supply of fruit, while people also tend to consume more fruit in hot
weather. In this case, increasing supply and increasing demand can balance each other and
fruit prices can remain stable.

Housing Market: When it is announced that a new shopping center or business center will be
opened in a city, the demand for housing in this area may increase. In response, construction
companies may build more housing to meet this demand. However, in case of excess housing
supply, housing prices may fall and an imbalance may occur in the market.

Game Consoles: When a new game console is released, demand can often exceed supply at
first. In this case, the price of consoles may increase because demand is not met. However,
over time, producers can increase production and a balance between demand and supply can
be achieved, allowing prices to stabilize.

In Education: If demand for a popular course at a university is higher than expected, that
course may fill up quickly. As the number of students requesting the course increases, the
university administration may open extra course hours or extra classes. In this way, a balance
is achieved between demand and supply, ensuring that the course meets all demand.

In the Tourism Industry: Demand for popular destinations may increase during holiday
periods. In this case, hotels and tourism businesses may increase prices or offer extra
accommodation options to meet greater demand. However, during low seasons, demand may
decrease and prices may be more affordable during these periods.

In Food Distribution: In cases of disaster or natural disaster, the demand for food in a
particular region may increase suddenly. In this case, food distribution companies and aid
organizations try to quickly supply food to the region. However, if supply does not meet
demand, food prices may increase, making food access difficult during times of crisis.



Macro Data, Indicators and Their Interpretation

Gross Domestic Product (GDP): GDP measures the total value of all goods and services
produced within a country's borders during a specific period, usually annually or quarterly.
Changes in GDP growth rates reflect the overall health and performance of the economy,
which can affect SME sales, consumer demand and business confidence.

There are some points that an SME should consider when evaluating the increase or decrease
in GDP (Gross Domestic Product) data announced for that year:

Increase in GDP: If a country's GDP is increasing, this usually indicates that the economy is
growing overall. This can generally be attributed to increases in consumer spending,
investment and exports. An SME may be affected by the overall growth of the economy and
may take steps such as increasing business volume, expanding into new markets, or seeking
growth opportunities.

Decrease in GDP: If a country's GDP is decreasing, this may indicate that the economy is
contracting or stagnating. In this case, consumer spending may decrease, investments may
decrease and unemployment may increase. An SME can then develop strategies to reduce
costs, increase efficiency and remain competitive in a more constrained market.

However, the increase or decrease in GDP data alone is not a sufficient indicator for an SME.
Other factors should also be taken into consideration. These can be listed as sector-specific
trends and cycles, competitive conditions, policy changes at the local or international level,
technological advances and changing consumer preferences.

Inflation: Inflation is the rate at which the general level of prices of goods and services rises,
eroding purchasing power. High inflation can increase operating costs for SMEs, reduce
consumers' purchasing power, and affect interest rates, investment decisions, and pricing
strategies.

There are a few important points that an SME should consider when evaluating the increase or
decrease in inflation data announced that year:

Increased Inflation: If inflation is increasing in a country, this usually means that prices are
rising overall. Rising inflation may increase the costs of the business, especially increases in
basic inputs such as raw material costs, labor costs and energy costs may negatively affect the
profit margin of the business. In this case, the business may have to increase its prices or take
efficiency measures to reduce costs.

Decrease in Inflation: If inflation is decreasing in a country or experiencing negative inflation
(deflation), this may have positive or negative consequences for the business. On the positive
side, operating costs may decrease and consumers' purchasing power may increase, which
may increase demand. However, prolonged deflation may cause consumers to postpone their
purchases and businesses' revenues to decrease.

Real Income Change: Because inflation has an impact on nominal prices, the purchasing
power of a business's income can change. That is, the impact of inflation should be evaluated
together with the change in real income. If the inflation rate is higher than the business's
income growth rate, the business's real income may decrease and its purchasing power may
decrease.



An SME should carefully evaluate the increase or decrease in inflation data in terms of the
financial situation and operational strategies of the business. Increased costs or changes in
consumer demand can affect a business' pricing strategies, financial planning and operational
decisions.

Unemployment Rate : The unemployment rate measures the percentage of the workforce that
i1s unemployed and actively looking for work. High unemployment rates can lead to reduced
consumer spending, reduced demand for SME products/services and increased financial
pressure on households, affecting SME revenues and profitability.

An SME should consider the following points when evaluating the increase or decrease in
unemployment data announced that year:

Increase in Unemployment: If the unemployment rate in a country is increasing, this can often
indicate that the economy is weakening or that there is a recession at the sectoral level. An
increase in unemployment can often lead to a decrease in consumer spending and a decline in
business revenues. In this case, the SME may realize that its potential customer base is
shrinking and take measures such as reviewing marketing strategies, reducing costs or
improving operational efficiency.

Decrease in Unemployment: If the unemployment rate in a country is decreasing, this usually
indicates that the economy is strengthening or growing. A decrease in the unemployment rate
can often be associated with an increase in consumer spending and an increase in business
revenues. In this case, the SME may expand its operations, enter new markets or expand its
workforce to meet increasing demand.

Interest Rates: Interest rates set by central banks affect borrowing costs, investment decisions
and consumer spending. Changes in interest rates may affect SMEs' access to credit, loan
repayments, and investments in expansion projects or capital expenditures.

It is important for an SME to consider the following points when evaluating the increase or
decrease in benchmark interest rates announced that year:

Rising Interest Rates: If benchmark interest rates are rising, this usually means the central
bank is applying a tightening monetary policy. This may cause borrowing costs to rise and
loan interest rates to increase. In this case, the SME may face an increase in financing costs,
access to credit may become difficult and may have to restrict investment expenditures.

Declining Interest Rates: If benchmark interest rates are falling, this usually means the central
bank is applying a loosening monetary policy. This may lead to lower borrowing costs and
lower loan interest rates. In this case, the SME may experience a reduction in financing costs,
access to credit may become easier, and may make decisions such as investing or expanding
the business.

1.2.2 Inflation- Interest Relationship and SMEs

There are a few important points that an SME should pay attention to regarding the
relationship between inflation and interest:



In terms of borrowing:

Interest Rates: With increasing inflation, central banks usually increase interest rates. This
affects the borrowing costs of the business. Rising interest rates can increase the cost of a
business repaying its debts.

Variable Rate Loans: If the business has a variable rate loan, increasing interest rates may also
increase monthly payment amounts. Therefore, businesses can protect themselves from
fluctuations in interest rates by choosing fixed-rate loans.

In terms of Price Determination:

Cost Increase: Inflation often leads to an increase in costs. Businesses may increase their
prices to offset increased costs. However, in this case price increases may have a negative
impact on demand.

Competition and Demand: Increasing prices depends on competition and demand conditions.
If competition in the market is high and demand is elastic, businesses may find price increases
challenging. In this case, businesses may try to offset cost increases with efficiency increases.

In terms of cost:

Operating Expenses: Inflation can cause an increase in operating expenses. For example,
increasing raw material costs or increasing labor costs may increase operating costs.

Financing Costs: An increase in interest rates can increase a business' financing costs. An
increase in borrowing costs can negatively impact a business' profit margin and squeeze cash
flow.

Considering these points can form a solid basis when evaluating the relationship between
inflation and interest for an SME. By carefully analyzing the effects of these factors, the
business can adjust its financial planning and operational strategies accordingly.

1.2.3 High Inflation and SMEs

In a highly inflationary environment, a business can take various measures to maintain its
financial stability and continue its operations. Here are some of these measures:

Cost Control: The business must tightly control its costs. It should regularly review raw
material costs, labor costs and other operational expenses and take savings measures when
necessary.

Price Flexibility: The business should adjust its pricing policies flexibly. It may be necessary
to increase prices in response to increases in inflation, but consideration should be given to
how much these increases will affect demand.

Customer Loyalty and Relationships: It is important to maintain customer loyalty. Ensuring
customer satisfaction despite price increases in a high inflation environment can help maintain
competitive advantage. Additionally, one can be more sensitive to customer feedback and
needs through customer relationship management.



Alternative Suppliers and Material Selection: The business can seek alternative suppliers and
use different materials to reduce costs and reduce risks in the supply chain.

Cash Management: Cash management is critical. The business must tightly manage cash flow,
speed up collection processes and avoid unnecessary expenses.

Foreign Exchange and Risk Management: If the business trades internationally or is sensitive
to exchange rates, it must develop appropriate strategies to manage foreign exchange risk. It is
important to understand the relationship between inflation and exchange rate fluctuations.

Investment and Growth Strategies: The business can invest or implement growth strategies by
taking advantage of appropriate opportunities even in a high inflation environment. However,
it is important that these strategies are carefully planned and evaluated for cost-effectiveness.

Exchange Rates: Exchange rates determine the value of one currency relative to another in
international trade. Fluctuations in exchange rates may affect SMEs engaged in import/export
activities, affecting raw material costs, competitiveness in foreign markets and profitability of
international transactions.

An SME can consider the following points when evaluating the increase or decrease in
exchange rates announced that year:

Export and Import Activities: If the business engages in foreign trade, an increase or decrease
in exchange rates may directly affect export and import costs. For example, an appreciation of
the local currency may reduce export revenues, while a depreciation may increase import
costs. Therefore, the business should take changes in exchange rates into account when
determining foreign trade strategies.

Raw Material and Material Costs: If businesses supply raw materials and materials in foreign
currency, the depreciation of the local currency may increase raw material costs. In this case,
operating costs may increase and they may have to review pricing strategies.

External Debts and Financing Costs: If the business borrows externally, the depreciation of
the local currency may increase the cost of repayment of external debts. Likewise, it can
affect external borrowing costs and increase the financing costs of the business.

Competition in the Local Market: If the business competes in the local market, a depreciation
of the local currency can increase demand for imported products and make competitive
conditions difficult for local producers. In this case, the business must review its pricing
strategies and take various measures to maintain its competitive advantage.

Opportunities and Risks in International Markets: Depreciation of the local currency can
increase export opportunities, but it can also increase competition in international markets.
The business should determine its strategies by carefully evaluating the opportunities and
risks in international markets.

Public Fiscal Policy : Fiscal policy refers to government spending and taxation policies aimed
at influencing economic activity. Changes in taxation, government spending and budget
deficits/surpluses can impact SMEs through changes in consumer disposable income,
business incentives and public sector demand for goods and services.



An SME can consider the following points when evaluating the change in fiscal policy
announced that year:

Tax Policy: Changes in fiscal policy often affect tax policy. An increase or decrease in tax
rates may affect the financial structure of the business. For example, tax cuts can reduce a
business's costs, while tax increases can negatively impact profit margins. Therefore, the
business should carefully monitor changes in tax policy and evaluate their likely impact.

Expenditure Policy: Changes in fiscal policy can also affect public spending and public
investment. Increases in public spending can increase demand in certain sectors and positively
affect business income. On the other hand, cuts in public spending may reduce demand in
certain sectors and negatively affect business income. Therefore, the business should follow
changes in public expenditure policy and evaluate their possible impact.

Public Debt Policy: Fiscal policy also includes public debt policy. Increases in public
borrowing can affect interest rates and increase financing costs for businesses. Additionally,
increases in public borrowing may increase the risk of future tax increases or spending cuts.
The business should carefully monitor changes in public borrowing policy and their possible
effects.

Stability and Reliability: The stability and reliability of changes in fiscal policy can affect
businesses' future planning. Uncertainty can cause businesses to postpone investment
decisions and growth strategies. Therefore, the enterprise must evaluate the stability and
reliability of changes in fiscal policy.

Monetary Policy: Monetary policy involves the control of money supply and interest rates by
central banks to achieve macroeconomic goals such as price stability and full employment.
The central bank's decisions regarding interest rates, reserve requirements and open market
operations can affect SMEs' borrowing costs, liquidity and investment decisions.

Interest Rates: Changes in monetary policy often affect interest rates. Rising interest rates can
increase credit costs, increase a business's borrowing costs, and reduce the propensity to
invest. On the other hand, a decrease in interest rates can reduce credit costs and increase the
business's tendency to invest. Therefore, the business should carefully consider the effects of
interest rate changes in monetary policy.

Money Supply and Liquidity: Changes in monetary policy often affect money supply and
liquidity. Increased liquidity can reduce a business' financing costs and increase cash flow.
However, excess liquidity can increase inflation risk. The business should evaluate the effects
of changes in monetary policy on liquidity conditions and adjust financing strategies
accordingly.

Exchange Rate Changes: Changes in monetary policy often affect local currency exchange
rates. Appreciation or devaluation of the local currency may affect the business' foreign trade
costs and competitive conditions. The business must evaluate the effects of changes in
monetary policy on exchange rates and adjust its international trading strategies accordingly.

Inflation and Demand: Changes in monetary policy often affect inflation and demand.
Changes in interest rates often affect consumer spending and investments. The business must



evaluate the effects of changes in monetary policy on inflation and demand and adjust pricing
strategies accordingly.

1.2.4 Interpretation of Monetary and Fiscal Policies in a Time of Crisis

It is critical for SMEs to evaluate changes in monetary and fiscal policy in times of crisis. By
accurately interpreting the impacts of these policy changes, businesses can adjust their
strategies accordingly. Here are some tips on how SMEs should interpret changes in monetary
and fiscal policy in times of crisis:

Changes in Interest Rates:

Interest Rate Increases: In times of crisis, central banks often try to control inflation or protect
the currency by increasing interest rates. This can increase businesses' debt costs and make
access to credit more difficult. Businesses can take measures such as restructuring their debts
or diversifying financial resources.

Interest Rate Cuts: Central banks may lower interest rates to stimulate the economy in times
of crisis. This can reduce the financing costs of businesses and increase the tendency to invest.
Businesses can focus on growth or liquidity management by taking advantage of low-interest
loan opportunities during this period.

Changes in Tax Policy:

Tax Increases: Tax increases in fiscal policy can increase businesses' costs and negatively
impact profit margins. In this case, businesses should review their pricing strategies to balance
costs and take measures to increase their operational efficiency.

Tax Deductions or Incentives: Tax deductions or incentives can increase the cash flow of
businesses and support the tendency to invest. Businesses can invest in new projects or
expansions by taking advantage of tax advantages.

Changes in Public Expenditures:

Increased Spending: In times of crisis, governments often try to stimulate the economy by
increasing public spending. This can increase demand in certain sectors and support
businesses' revenues. Businesses can expand their markets or look for opportunities during
this period by focusing on sectors where public expenditures are increasing.

Restricted Spending: Conversely, governments may try to reduce budget deficits by cutting
spending in times of crisis. This could reduce demand in certain sectors and negatively impact
businesses' revenues. Businesses can develop strategies to reduce costs and increase
operational efficiency during this period.

Confidence index: The Business Confidence Index measures the optimism or pessimism of
businesses about current and future economic conditions. Changes in business confidence
levels can affect SMEs' investment decisions, recruitment plans and overall economic activity.



The Consumer Confidence Index (CCI) is an indicator that measures the degree of confidence
consumers have in the economic situation. This index reflects consumers' views on current
economic conditions, future expectations, savings tendencies, and spending plans.

An SME can consider the following points when evaluating the consumer confidence index:

Demand Expectation: Consumer confidence index generally reflects consumers' economic
expectations for the future. A high consumer confidence index may indicate that consumers
are more willing to spend more in the future. In this case, the SME may increase production
or intensify marketing efforts to meet increased demand.

Consumer Spending: Consumer confidence index is generally related to consumer spending.
A high consumer confidence index is generally associated with increased consumer spending,
while a low consumer confidence index is associated with decreased consumer spending.
Therefore, by monitoring changes in the consumer confidence index, the SME can evaluate
their impact on market demand.

Competition and Pricing: The consumer confidence index can often also have an impact on
competitive conditions and pricing strategies. A low consumer confidence index can often
lead to increased price sensitivity and intensified competition. In this case, the SME can
review its pricing strategies and take appropriate steps to maintain its competitive advantage.

Investment and Expansion: A positive increase in the consumer confidence index often
encourages investment and expansion plans of businesses. SMEs can make new investments
or develop business expansion strategies by evaluating the improvement in the consumer
confidence index.

1.2.5 How Can an SME Predict the Approach of a Financial Crisis?
An SME can look out for the following signs to foresee that a fiscal and financial crisis is
approaching:

Macroeconomic Indicators: The business should monitor macroeconomic indicators regularly.
It is especially important to follow indicators such as unemployment rates, inflation rates,
interest rates and growth figures to understand the general economic situation. Sudden
changes or significant trends in these indicators may indicate that a financial and financial
crisis is approaching the business.

Sectoral Trends: The business should closely monitor the trends in its sector.
Business-specific indicators such as a decrease in sales, increased competition, and a decrease
in profit margins may indicate that a sectoral crisis is approaching. Sectoral analyzes and
competitor monitoring can be useful in this regard.

Financial Indicators: The business should analyze its financial indicators regularly. Financial
reports such as income statement, balance sheet and cash flow can be used to evaluate the
financial health of the business. In particular, significant deteriorations in financial indicators
such as liquidity problems, increasing debt burden, falling profit margins may be signs of a
fiscal and financial crisis.

Customer and Supplier Behaviors: Deterioration in customers' payment performance or
tightening of payment terms requested by suppliers may indicate that the financial situation of



the business has weakened. Monitoring such changes can help a business identify potential
risks that could impact cash flow.

Regulation and Political Uncertainties: Regulatory changes such as new tax regulations,
import/export restrictions, or political uncertainties may create additional costs and
operational difficulties for businesses. An increase in such factors may indicate an increase in
the risks the business may face.

International Developments: Monitoring global economic conditions is important to evaluate
factors that may affect the financial health of the business. Financial fluctuations or crises,
especially in international markets, can have significant impacts on local businesses.



2. MARKET STRUCTURES

It is important for an SME to know its market structure well in order to manage its
decision-making processes. For this reason, market structures will be discussed in this section.

2.1 Perfect Competition Market

Definition: Perfect competition is a market structure in which many sellers sell homogeneous
products and entry and exit are not impeded. Price is determined by supply and demand and
companies have no control over it.

Features:

Lots of sellers and buyers
Homogeneous products

Free entry and exit to\from the market
Excellent information

Price is determined by the buyer

Examples: Agricultural products, stock markets.

2.2 Monopoly Market

Monopoly market has a structure in which a single seller dominates the market. Since the
company is the sole seller of the product, it has full control over the price and production
quantity.

Features:

Single seller

Product differentiation
Market entry barriers
High prices

Low quantity production

Examples: Electricity, water, natural gas

2.3 Oligopoly Market

Definition: Oligopoly is a market structure in which a small number of firms dominate the
market. Companies make decisions by taking each other's strategies into consideration and
may have a certain control over the price.

Features:

e Small number of firms (usually 4-10)
e The product can be differentiated or homogeneous



e High market entry barriers
e Prices can be relatively high
e Production quantity may be relatively low

Examples: Air transportation, automobile manufacturing, some pharmaceutical markets
2.4 Monopolistic Competition Market

Definition: Monopolistic competition is a market structure in which many firms sell
differentiated products. Companies try to differentiate their products through branding and
advertising and have some control over price.

Features:

Lots of sellers

Products are differentiated

Free entry and exit to\from the market
Enough information

Firms have some control over price

Examples: Restaurants, clothing stores, hair salons

2.5 Comparing Markets
Perfect . Monopolistic
IFeature Competition Monopoly Oligopoly Competition
[Number of A small number of
[Numerous Only one . Numerous
Sellers companies
Product Homogeneous Differentiated Hf)moger.leous of Differentiated
Differentiated
Market Entry |Free Blocked Blocked Free
Information  |Perfect Perfect Enough Enough
Price Check  [None Full A Certain Power A Certain Power
. . Higher than Higher than Marginal [Higher than Marginal
Price Marginal Cost Marginal Cost Cost Cost
Produce . . . .
Amount Efficient Amount |Inefficient Amount [[nefficient Amount Inefficient Amount

These four market structures are simplified models of real-world markets rather than ideal
types. Most markets show a mixture of these structures rather than a pure example of one of
these four market structures. Which market structure prevails depends on factors such as the
number of firms in the market, the degree of differentiation of products, barriers to entry and
the level of knowledge.



2.6 SMEs and Market Structures

To understand which market structure an SME operates in, it needs to consider the following
factors:

Number of Sellers:

e How many sellers are there in the market in which the SME operates?
e Are the sellers in the market large or small?
e What is the share of SMEs in the market?

Product Differentiation:

e How different is the SME's product from other companies' products?
e How much flexibility does it provide to the SME in product differentiation, pricing
and marketing?

Market Entry Barriers:

e Are there any factors that prevent new companies from entering the market?
e How high are the barriers to entry?
e How is the SME's position in the market affected by barriers to entry?

Knowledge Level:

e How much information do companies and consumers in the market have?
e How much transparency is there about prices and products?
e How does the level of knowledge affect how the SME is positioned in competition?

Price Check:

e To what extent can the SME control the price of its product?
e How fixed or variable are prices?
e To what extent is the SME's pricing power affected by the strategies of other firms?

Produce amount:

e How many products does SME produce?

e [s the production quantity fixed or variable?

e To what extent is the SME's production amount affected by the production amounts of
other companies?

By considering these factors, an SME can determine which market structure it is closest to.

On the other hand, the most common market structure today is the monopolistic competition
market. The majority of SMEs operate in this market structure.

2.7 Nature of Competition and Market Strategies

Perfect Competition: Competition is primarily on price; companies focus on reducing their
costs.

Monopoly: There is no competition; the monopolist firm alone determines market conditions.



Oligopoly: Competition is strategic and interdependent; companies monitor each other in
price, production quantity, advertising and other strategies.

Monopolistic Competition: Competition focuses on product differentiation and brand
loyalty; companies focus on marketing, innovation and customer service.

Examples:

e [f there are more than 100 sellers in the market in which the SME operates, the market
may be close to perfect competition.

e [If the SME's product is unique from other companies' products and barriers to entry
are high, the market may be a monopoly.

e [f there are 10 to 20 sellers in the market in which the SME operates and the products
are slightly differentiated, the market may be close to oligopoly.

e [f there are 50 to 100 sellers in the market in which the SME operates and the products
are differentiated, the market may be close to monopolistic competition.

It should not be forgotten that:
This is just a guide and every SME's situation is different.

Further analysis may be required to determine precisely which market structure an SME
operates within.

The market in which an SME operates may change over time.

An SME can analyze its market situation using the above criteria to understand in what
structure it operates in the market. For example, if you are a restaurant business and operate in
a market where there are many similar restaurants, but you implement a strategy of
differentiation through elements such as service quality, menu variety or customer experience,
you are most likely operating in a monopolistic competitive market.

2.8 Market Structures by Sectors

Here are some general trends in what market structure SMEs operating in different sectors
tend to operate in:

Perfect Competition:

e Agricultural products (fruits, vegetables, grains)

e Stock markets (stocks, bonds)

e [Essential retail (grocery store, butcher)
Monopoly:

e Public services (electricity, water, natural gas)
e Infrastructure (railway, telecommunications)
e Some pharmaceutical markets

Oligopoly:



e Air transportation
e Automobile manufacturing
e Some electronic products (cell phones, computers)

Monopolistic Competition:

Restaurants

Clothing stores

Hairdressers

Professional services (lawyers, accounting)

It should not be forgotten that:
This is just a general trend and different market structures can be found in each sector.

The market structure in which an SME operates may vary depending on the industry, as well
as the size of the firm, the degree of differentiation of its product, and other factors.

Example:

A grocery store typically operates in a perfectly competitive market. However, if the grocer
has a specialized product line or strong brand equity, it may be closer to a monopolistic
competitive market.

An airline usually operates in an oligopoly market. However, if the airline focuses on cheap
fares or caters to a specific market niche, it may be closer to a monopolistic competitive
market.

It is important for SMEs to carefully analyze their industry and their own business to
understand the market structure within which they operate.

Additional Resources:

https://www.investopedia.com/terms/p/perfectcompetition.asp

https://www.investopedia.com/terms/m/monopoly.asp

https://www.investopedia.com/terms/o/oligopoly.asp

https://www.investopedia.com/terms/m/monopolisticmarket.asp

2.9 Effects of Market Structures on Pricing, Competition, and Barriers to Entry

Market structures significantly influence SMEs' pricing strategies, competitive dynamics, and
market entry barriers. The details of these effects according to different market structures can
be summarized as follows:

a. Perfect Competition
Pricing:
Firms are price takers, meaning they must accept the price determined by the market.

Because products are homogeneous, companies cannot compete on price; hence margins are
very low.


https://www.investopedia.com/terms/p/perfectcompetition.asp
https://www.investopedia.com/terms/m/monopoly.asp
https://www.investopedia.com/terms/o/oligopoly.asp
https://www.investopedia.com/terms/m/monopolisticmarket.asp

Prices are determined by the balance of supply and demand.

Rivalry:

Competition is very high because many companies sell the same product.
Companies try to compete by reducing their costs and increasing their efficiency.
There is no competition other than price; quality and service have been standardized.
Barriers to Entry:

Entry and exit to\from the market is free; new companies can easily enter the market and
existing companies can exit the market.

There are low capital requirements and low regulatory barriers.

b. Monopoly

Pricing:

The monopolist firm is the sole seller in the market and can control prices.

The company is the price setter and determines the price level that will generate maximum
profit.

The price is set above marginal cost and is usually high.

Rivalry:

There is no competition because there is only one company in the market.

Since consumers have no other alternatives, the company does not feel competitive pressure.
Barriers to Entry:

Market entry is very difficult; There are barriers such as high capital requirements, regulations
(e.g., patents), or natural monopolies (e.g., water distribution).

High barriers to entry enable the monopolistic firm to maintain market control in the long run.
c. Oligopoly
Pricing:

A few large companies have a significant share of the market and have the power to set
prices.

Instead of price competition, companies often pursue strategies such as price leadership, cartel
agreements, or price fixing.

Prices are often above marginal cost and firms can achieve high profit margins.
Rivalry:
Competition is strategic and companies take each other's actions into consideration.

Competition is competed through factors such as product differentiation, advertising and
marketing.



Instead of price competition, companies try to differentiate with factors such as quality,
service and innovation.

Barriers to Entry:
Market entry is limited by medium or high barriers.

Factors such as high capital requirements, economies of scale, technological expertise and
regulatory regulations create barriers to entry.

d. Monopolistic Competition
Pricing:

Companies are price setters and have a certain price flexibility thanks to product
differentiation.

Prices are determined based on costs, but companies may charge different prices due to
product differentiation.

In the long run, economic profit tends to converge to zero as new firms enter the market.
Rivalry:
There is intense competition because many companies operate in the market.

Companies compete on product quality, brand value, customer service and other
characteristics.

Competition occurs through product differentiation other than price.
Barriers to Entry:

Entering and exiting the market is relatively easy.

There are low to moderate capital requirements and regulatory hurdles.

Factors such as brand loyalty and customer loyalty can create slight barriers to entry.

2.10 Strategic Implications for SMEs

SMEs can develop appropriate strategies by determining in which market structure they
operate:

Perfect Competition : Cost leadership and efficiency focused strategies should be developed.

Monopoly : If they are in a monopolistic position, they should focus on price optimization
and cost management.

Oligopoly : Strategic collaborations should focus on marketing and innovation.

Monopolistic Competition : Product differentiation, customer service and brand
management strategies should be prioritized.



Each market structure has its own dynamics and strategic requirements. SMEs can best adapt
to market conditions by understanding these dynamics and developing the right strategies.

In summary:

Perfectly competitive markets are characterized by low prices, intense competition and low
barriers to entry for SMEs.

Monopoly markets are characterized by high prices, lack of competition and high barriers to
entry for SMEs.

Oligopoly markets are characterized by medium to high prices, limited competition and high
barriers to entry for SMEs.

Monopolistic competitive markets are characterized by variable prices, variable competition
and variable entry barriers for SMEs.

3. MICROECONOMIC ANALYSIS FOR SMEs

3.1 Opportunity Cost



Opportunity cost is an important concept in economics and business and is also of great
importance for SMEs (Small and Medium-Sized Enterprises). Opportunity cost is the value of
the best alternative given up if an option is chosen. In other words, the opportunity cost of a
decision is the potential return that the alternative not chosen could provide.

3.1.1 The Importance of Opportunity Cost for SMEs

Resource Allocation: SMEs often have limited financial, human and time resources.
Therefore, they need to use their resources in the most efficient way. Considering opportunity
cost ensures that these resources are allocated in a way that produces the highest return.

Strategic Decisions: It is important for businesses to consider opportunity cost when making
strategic decisions such as growth, investment and expansion. For example, allocating more
resources to the marketing of existing products instead of developing a new product is a
situation where the decision should be made by evaluating which option will provide higher
returns.

Cost Management: Calculating opportunity cost can help businesses better manage their
costs. More informed decisions can be made by evaluating alternative uses of resources
allocated to a particular project or investment.

Risk and Return Analysis: Opportunity cost also plays a critical role when analyzing risk
and return. Decisions such as choosing a project with lower risk and more stable returns,
instead of choosing a project with higher returns but riskier returns, should be made by taking
the opportunity cost into consideration.

Examples

e New Product Development: An SME may consider developing a new product rather
than investing further in marketing existing products. The opportunity cost of a new
product development decision is the potential gain that investment in marketing
existing products can bring.

e Equipment Investment: The business may be considering purchasing new production
equipment or repairing existing equipment. The opportunity cost of purchasing new
equipment is the savings and production capacity that can be achieved by using the
repaired equipment.

e Training and Development: An SME may be planning to allocate resources to
provide training and development opportunities to its employees. The opportunity cost
of training programs is the return that can be obtained if these resources are allocated
to production-increasing projects or marketing activities.

3.1.2 Opportunity Cost Calculation
When calculating opportunity cost, it is important to determine the highest return that the
alternative not chosen can provide. Here is a simple calculation example:

Option A: Buying a new machine (expected return: 100,000 EUR)



Option B: Repairing the existing machine (expected return: 70,000 EUR)

If the business chooses Option A, the opportunity cost of Option B is 70,000 EUR. If he
chooses Option B, the opportunity cost of Option A is 100,000 EUR.

For SMEs, opportunity cost is a critical concept in terms of using limited resources in the
most efficient way and making decisions that will provide the highest return. Businesses can
make more informed and strategic decisions by evaluating the opportunity cost of each
decision. This can increase the success and sustainability of the business in the long run.

To calculate opportunity cost:

Select all possible options.

Consider the costs and benefits of each option.

Choose the option that provides the highest benefit.
Calculate the benefits you give up for the option you choose.

Benefits of considering opportunity cost for SMEs:

It helps them make better decisions.

It allows them to use their resources more effectively.
Increases profitability.

It helps them get ahead of the competition.

Here are some tips to help SMEs consider opportunity cost:

Carefully consider all possible options.

Avoid emotional decisions.

Consider your long-term goals.

Try to analyze the costs and benefits quantitatively.
Get help from experts if necessary.

3.1.3 Opportunity Cost and Decision-Making Mechanisms of SMEs
Opportunity cost can influence an SME's decision-making in many ways. Some of the most
important effects are:

1. Encourages Evaluating Alternatives: The concept of opportunity cost encourages SMEs
to carefully consider the potential benefits and costs behind each decision. This helps them
make more rational and informed decisions, reducing the risk of emotional or biased decision
making.

2. It enables them to use resources more effectively: SMEs can determine how to best use
their limited resources by taking into account the opportunity cost. This helps them prioritize
projects and investments that will provide the highest return and avoid wasting resources.

3. Increases Profitability: SMEs that effectively manage opportunity cost can better
understand the impact of each decision on long-term profitability. This helps them reduce
costs, increase revenue and optimize their overall profitability.

4. Helps them Get Ahead in the Competition: Opportunity cost awareness enables SMEs to
better evaluate opportunities and threats in the market and act faster and more agilely than



their competitors. This can help them stay ahead of the competition and increase their market
share.

3.1.4 The Effect of Opportunity Cost on Decision Making Mechanism

If an SME is considering investing in the development of a new product, it forgoes investing
the funds spent on this investment into another marketing or advertising campaign.
Opportunity cost calculation can help the SME determine which option will provide the
highest returns and contribute more to its long-term success.

If an SME is considering hiring an employee, the salary paid to that employee is a cost that
will be deducted from the company's profits. The opportunity cost calculation can help the
SME evaluate the added value this salary will bring to the business and whether it is worth the
productivity.

If an SME is considering investing in a new technology, it gives up using the funds spent for
this investment for another purpose (for example, paying off debt or distributing profits). The
opportunity cost calculation can help the SME evaluate how this investment will contribute to
its long-term competitiveness and position in the market.

As a result, opportunity cost is an important tool for SMEs to make informed and strategic
decisions. By effectively managing opportunity cost, SMEs can use their resources more
efficiently, increase their profitability and get ahead of the competition.

Additional Resources:

https://www.investopedia.com/terms/o/opportunitycost.asp

3.2 Marginal Analysis

Marginal analysis is an important concept in economics and business and is also of great
importance for SMEs (Small and Medium-Sized Enterprises). Marginal analysis is a method
that helps decision makers make decisions by evaluating the effects of small changes in an
activity or production quantity on total cost and total revenue. This analysis often revolves
around the concepts of “marginal cost” and “marginal revenue.”

3.2.1 Marginal Cost

Marginal Cost (MC): It is the additional cost of producing one additional unit of goods or
services. That is, it is calculated by dividing the change in total cost by the change in
production quantity.

ATotalCost(TC)
AProductionQuantity

MarginalCost(MC) =

Example:


https://www.investopedia.com/terms/o/opportunitycost.asp

If an SME's total cost is 5000 EUR when producing 1000 units of product, and its total cost is
5010 TL when producing 1001 units, marginal cost is:

5010—-5000

MC = 15517000

= 10EUR

Importance of Marginal Cost:

e Pricing Strategy: SMEs should consider their marginal costs when pricing their
products. The product price must be higher than the marginal cost so that profit can be
made.

e Production Decisions: Marginal cost analysis helps SMEs optimize production
quantity. As long as marginal cost is less than marginal revenue, production should be
increased.

3.2.2 Marginal Revenue (MR)
It is the additional income from selling one additional unit of goods or services. That is, it is
calculated by dividing the change in total revenue by the change in quantity sold.

ATotalRevenue(TR)
AQuantityofsoldproducts(Q)

MarginalRevenue(MR) =

Example:

If an SME's total income is 7000 EUR when it sells 1000 units of product, and its total
income is 7015 TL when it sells 1001 units, marginal income is:

7015—7000

MR = <55 To00

= 15EUR

Importance of Marginal Revenue:

Profit Maximization: SMEs must balance marginal revenue and marginal cost to maximize
their profits. Profit maximization occurs at the point where marginal revenue equals marginal
cost.

Product and Service Value: Marginal revenue shows how much consumers value one
additional unit of product. This information is used to shape product and service strategies.

Marginal analysis is used to determine the optimal production and sales level of a business.
When marginal cost and marginal revenue are equal, the business earns maximum profit.

3.2.3 Meaning of Marginal Analysis for SMEs
Profit Maximization



Effect: SMEs can determine the production level that will maximize their profits by
performing marginal cost and marginal revenue analyses. This analysis helps SMEs
understand at what production quantity they will make the highest profit.

Example: An SME determines the optimal production amount by analyzing how costs and
revenues per product change. If marginal revenue is greater than marginal cost, increasing
production increases profits. In the opposite case, it is necessary to reduce production.

a. Resource Allocation

Impact: Marginal analysis enables SMEs to allocate their limited resources (e.g. labor,
capital, raw materials) in the most efficient way. It is used to determine where to direct
resources most efficiently.

Example: When allocating resources between different production lines, an SME evaluates
the marginal cost and marginal revenue of each production line. Resources are directed to the
production line with the highest marginal return.

b. Pricing Strategies

Impact: Marginal analysis helps SMEs determine product or service prices. The optimal price
point is determined by performing marginal revenue and marginal cost analyses.

Example: When setting product prices, an SME evaluates the impact of price changes on
sales volume and revenue. The price point at which marginal revenue exceeds marginal cost is
determined as the profit-maximizing price.

¢. Production and Operation Decisions

Impact: SMEs can optimize production quantities and other business decisions using
marginal analysis. It is used to determine which production level or which activities will add
the most value to the business.

Example: When considering whether to expand a particular production process, an SME
analyzes the impact of additional production units on cost and revenue. If the income brought
by additional units exceeds the cost, production is increased.

d. Investment Evaluation

Impact: Marginal analysis is used when evaluating new investments of SMEs. Comparing the
additional cost of an investment with the additional income it will bring enables more
informed investment decisions.

Example: When an SME is considering purchasing a new machine, it compares the marginal
cost of this investment with the additional income this machine will bring. If the additional
income exceeds the additional cost, the investment can be made.

3.2.4 Benefits of Marginal Analysis for SMEs
e Increases profitability: Marginal analysis helps SMEs determine the most profitable
production and price levels.
e Optimizes resources: Marginal analysis enables SMEs to use their limited resources in
the most efficient way.



e Enables better decision making: Marginal analysis helps SMEs make informed and
strategic decisions.

e It helps them get ahead of the competition: SMEs that use marginal analysis
effectively can act faster and more agilely than their competitors.

Marginal analysis is a critical tool in SMEs' decision-making processes. This analysis helps
businesses maximize their profits, use their resources efficiently and make informed
investment decisions. By using the concepts of marginal cost and marginal revenue, SMEs
can determine optimal production levels and maintain their competitive advantage. Marginal
analysis is therefore an indispensable method in the strategic and operational decisions of
businesses.

Examples

e Production Decision: An SME produces 100 units of product and the cost per unit is
10 TL and the revenue per unit is 12 TL. If the cost of producing the 101st unit is 11
TL and the additional income it will bring is 11 TL, it does not make sense to increase
production because marginal cost is equal to marginal revenue (MC = MR). However,
if additional revenue exceeds marginal cost (for example, if additional revenue is $13),
increasing production will increase profits.

e Pricing: A restaurant determines prices on the menu using marginal revenue analysis.
If increasing the price of a meal generates additional revenue but minimizes customer
loss, the price increase will increase profitability.

Additional Resources:

https://www.investopedia.com/terms/m/marginal-analysis.asp

https://www.khanacademy.org/economics-finance-domain/ap-microeconomics/production-cos
-and-the-perfect-competition-model-tempor: hort-run-pr 10N- marginal-reven
e- and-marginal-cost

https://www.investopedia.com/terms/m/marginal-analysis.asp

4. MACROECONOMIC ANALYSIS FOR SMEs

It is possible for SMEs to know the sector in which they operate and the developments in
logistics due to their daily work. SMEs can be informed about the current situation in their
sector by benefiting from the information of their business partners, stakeholders, customers,


https://www.investopedia.com/terms/m/marginal-analysis.asp
https://www.investopedia.com/terms/m/marginal-analysis.asp

suppliers and networks. However, it is also important that this information is accurate,
up-to-date and consistent. Inaccurate data and information received over the network may
cause SMEs to make wrong decisions and suffer financial losses. Lack of up-to-date data and
information may lead to early or late decisions and actions, putting SMEs in a difficult
situation. Different data and information obtained from different sources may cause
consistency problems, which may also negatively affect decision-making mechanisms.

Handling objective, data-based and verifiable data and information from multiple sources
with scientific, academic and technical methods will ensure that decisions are made
accurately, consistently and on time. In part 1, macroeconomic concepts and what they mean
for SMEs were mentioned. In this section, more advanced analyzes will be introduced.

4.1 Macro Economic Indices

You can use various macro indices to measure competitiveness in your industry. We can list
the most used of these indices as follows:

4.1.1 Revealed Comparative Advantage (RCA ) - Revealed Index of Comparative
Advantage

It was introduced by Bela Balassa in 1965 .

Formula:

Here:

X o Country i's exports of product j
Xj: Total exports of product j in the world
X ; Total exports of country 1

X: Total exports in the world
Shows:

It shows a country's comparative advantage in a particular product. If the RCA value is
greater than 1, the country has a comparative advantage in that product.

The formula given above can also be used to measure competitiveness in a particular region.
For example, the competitiveness of the textile sector or a more specific sub-sector at
European level can be measured using this formula. Here, instead of using world exports as



X, the total exports of European countries and the export data of country i to Europe can be
used.

Purpose of usage:

This index is used to compare countries' competitiveness levels in certain products and to
determine which products they are stronger in. If you measure your country's competitiveness
in the sector you operate in, you can make your export decisions accordingly. If there is a
disadvantageous competition with other countries in the trade of a product, it would be
beneficial for you to conduct further research on this subject. As a matter of fact, a very low
level of competitiveness may indicate various trade barriers. Or it may indicate that this trade
will not be profitable and sustainable due to high costs. It may also be an indication that there
is a negative situation in the supply chains.

On the other hand, the low competitiveness of your country in a certain sector may be an
indicator that there are few local companies with which you can compete in that field. You
can make trade decisions by carefully evaluating your costs, supply chains, and visible and
invisible barriers to trade.

Threshold Values:
RCA > 1: There is comparative advantage.

RCA <1 : No comparative advantage.

4.1.2 Trade Competitiveness Index (TCI ) - Trade Competitiveness Index

Formula:

X —M_
TCl = -1

Here:

X i Exports of country i in product j
M J Country i's imports of product j

Shows:

It shows a country's trade balance and level of competitiveness in a particular product group.
Purpose of usage:

It is used to analyze countries' trade balances and competitiveness in certain products.
Threshold Values:

TCI > 0: Product exports exceed imports (competitive advantage).



TCI <0 : Product imports exceed exports (competitive weakness).

4.1.3 Export Similarity Index (ESI ) - Export Similarity Index
Formula:

Xi,k _ X',k
X ; X]_

ESI = 100x(1 -

|

Here:

X e Exports of country i in product k
X ; Total exports of country i
Xj’k : Exports of country j in product k
Xj : total exports of country j

Shows:

It shows how similar the export structure of two countries is. The index takes values between
0 and 100.

Purpose of usage:

It is used to analyze the similarity of countries' export structures and therefore their potential
competitive situations.

Threshold Values:
ESI = 100: Export structures are very similar.

ESI = 0: Export structures are very different.

4.1.4 Grubel -Lloyd Index (GLI ) - Grubel -Lloyd Index
Formula:

GLI =1 — |Xz'_;|'_ Mz'_;l'l
X;+ My

Here:

X i Exports of country i in product j



M i Country i's imports of product j

Shows:

It shows how much domestic trade (both exports and imports) a country does in a particular
product group. The index takes values between 0 and 1.

Purpose of usage:

It is used to analyze the intensity of internal trade and the country's trade structure in certain
products.

Threshold Values:
GLI = 1: High domestic trade (both exports and imports).
GLI = 0: Low internal trade (one-way trade).

These indices help countries determine their trade policies, trading partners and competitive
strategies. Each of them measures competitiveness from a different perspective, and this
diversity provides a significant advantage when analyzing.



5. INTERPRETATION OF FINANCIAL STATEMENTS

In SMEs, it is very important to know what financial statements mean and to be able to
interpret them. In this section, financial statements, parts to be considered in financial
statements, ratios and formulas that can be used, and general analyzes will be included.

5.1 Sections that SMEs Should Pay Attention to in their Financial Statements

5.1.1 Balance Sheet sheets
The balance sheet shows the financial position of the SME on a specific date and balances the
assets, liabilities and equity of the business.

a. Assets:

Current Assets: Assets that can be converted into cash in the short term, such as cash,
receivables and inventories. Whether these assets are sufficient or not affects the company's
capacity to pay its short-term debts.

Fixed Assets: These are the assets that are necessary for the business to continue its activities
in the long term, such as real estate, machinery and fixtures. Fixed assets show the long-term
growth and investment potential of the business.

b. Liabilities:

Short-Term Debts: These are debts that must be paid within one year, such as accounts
payable and short-term loans. Excessive short-term debts may cause the business to
experience liquidity problems.

Long-Term Debts: These are debts that must be paid in more than one year, such as long-term
loans and bonds. Long-term liabilities show the long-term financial obligations of the
business and the level of risk in the financial structure.

c. Equity:

Capital: 1t shows the amount of capital that business owners put into the business. High
equity indicates the financial soundness of the business and low dependence on external
financing.

Profit Reserves and Prior Year Profits/Loss: Allocating a portion of the company's past profits
as reserves provides assurance against possible financial difficulties in the future.

5.1.2 Income Statement

The income statement shows revenues, expenses, and net profit/loss over a specific period. It
is critical to evaluate the performance and profitability of the business.



a. Net Sales

It shows the total sales amount of the business in a certain period. Increasing net sales
indicates the business's capacity to grow and increase market share.

b. Gross Profit:

It shows the profit obtained when the cost of sales is subtracted from net sales. A high gross
profit indicates that the business is successful in its core activities.

¢. Operating Profit:

It shows the profit obtained when operating expenses (general administration, marketing,
sales) are subtracted from gross profit. Operating profit shows how much profit the business
makes from its main activities and evaluates management performance.

d. Net Profit:

It shows the profit obtained after subtracting other income, expenses and taxes from operating
profit. Net profit shows how much the business earns after all expenses and taxes and
evaluates the overall profitability of the business.

5.1.3 Cash Flow Statement
The cash flow statement shows the cash inflows and outflows of the business over a specific
period. It evaluates the liquidity and cash management of the business.

a. Cash Flow from Activities:

It shows the cash flow from the main activities of the business. Positive cash flow from
operations is important for the business to maintain its daily operations.

b. Cash Flow from Investing Activities:

It shows the cash flow spent on or obtained from investments. This item reflects the growth
and investment strategies of the business.

¢. Cash Flow from Financing Activities:

It shows the cash flow obtained or spent from debt and equity transactions. Cash flow from
financing activities indicates the company's debt repayment and capital increase strategies.

5.2 Important Ratios for SMEs to Measure Their Financial Competencies

Liquidity Ratios

Liquidity ratios measure the business's ability to pay its short-term debts. These ratios are
used to evaluate the liquidity risk of the business and its ability to meet its short-term financial
obligations.

a. Current Ratio
Formula:

Current Ratio = Current Assets / Short Term Liabilities



What It Measures: It measures the capacity of the company's current assets to meet its
short-term debts.

Why It's Important: The current ratio shows the short-term liquidity position of the business.
A high current ratio indicates that the business can easily pay its short-term debts, which
increases financial stability and security.

Threshold Value: 1.5 -3
Lower Limit: 1.0
Upper Limit: 3.0

Explanation: A current ratio below 1 indicates that the business may have difficulty paying its
short-term debts. If the ratio is too high (above 3), it may indicate that the business is not
using its current assets efficiently.

b. Liquidity Ratio (Quick Ratio):
Formula:
Liquidity Ratio = (Current Assets — Stocks) / Short-Term Liabilities

What It Measures : It measures the company's ability to pay its short-term debts with its most
liquid assets (excluding stocks).

Why It's Important: It provides a more conservative liquidity assessment by taking into
account the inability of stocks to be quickly converted into cash. A high liquidity ratio
indicates the ability to meet immediate cash needs.

Threshold Value: 1.0 - 2.0
Lower Limit: 0.8
Upper Limit: 2.0

Explanation: A liquidity ratio below 1 indicates that the business may have problems meeting
its urgent cash needs. A value above 1 indicates that the business can quickly convert its
short-term liabilities into cash.

5.2.2 Profitability Ratios
Profitability ratios measure the profitability and efficiency of the business. These ratios
evaluate the business's ability to generate revenue and control its costs.

a. Gross Profit Margin:
Formula
Gross Profit Margin = Gross Profit / Net Sales

What It Measures: It measures the ratio of gross profit remaining after cost of sales to net
sales.



Why It's Important: Gross profit margin shows the efficiency of the business in its basic
production and sales processes. A high gross margin indicates that the business is able to
manage production costs effectively and has a healthy level of profitability.

Threshold Value: 20 % - 40%
Lower Limit: 10%
Upper Limit: 50%

Explanation: A gross profit margin below 20% may indicate that the business's production
costs may be high or its pricing strategy is inappropriate. Above 40% indicates strong pricing
power and low costs.

b. Net Profit Margin:
Formula:
Net Profit Margin = Net Profit / Net Sales

What It Measures: It measures the ratio of net profit to net sales after all expenses and taxes
are subtracted.

Why It's Important: Net profit margin shows how profitable the business is after all costs and
taxes. This ratio evaluates the overall profitability and financial management success of the
business.

Threshold Value: 5 % - 15%
Lower Limit: 2%
Upper Limit: 20%

Explanation: A net profit margin below 5% may indicate problems with the business's cost
management or pricing strategy. Above 15% indicates high profitability and effective cost
management.

¢. Return on Equity (ROE):
Formula:
Equity = Net Profit / Equity

What It Measures: It measures the return that the business owners receive from their
investments.

Why It's Important: A high ROE indicates that the business is generating high returns by
using its equity capital efficiently. This ratio is an important performance indicator for
investors and shareholders.

Threshold Value: 10 % - 20%

Lower Limit: 5%



Upper Limit: 25%

Explanation: A ROE below 10% may indicate that equity capital is not being used efficiently
enough. If it is above 20%, it indicates that the company provides high returns by using its
equity capital effectively.

5.2.3 Activity Ratios
Activity ratios measure how efficiently the business uses its assets. These ratios evaluate the
operational efficiency of the business and its success in asset management.

a. Receivables Turnover Rate (Accounts receivable Turnover):

Formula:

Receivables Turnover Rate = Net Sales / Average Receivables

What It Measures: It measures how quickly the business collects its receivables.

Why It's Important: A high receivables turnover ratio indicates that the business is quickly
converting customer receivables into cash and increasing liquidity. A low ratio may indicate
problems collecting receivables.

Threshold Value: 5 - 10
Lower Limit: 3
Upper Limit: 15

Explanation: A receivables turnover ratio below 5 may indicate that the business is having
difficulty collecting customer receivables. A score above 10 indicates that the company
collects its receivables quickly and manages its cash flow well.

b. Stock Turnover Rate (Inventory Turnover):

Formula:

Inventory Turnover = Cost of Sales / Average Inventories

What It Measures: It measures how quickly the business sells and replenishes its stocks.

Why It's Important: A high inventory turnover ratio indicates that the business is managing its
inventory efficiently and selling it quickly. This increases cash flow and reduces inventory
costs.

Threshold Value: 6 - 12
Lower Limit: 4
Upper Limit: 20

Explanation: A stock turnover ratio below 6 may indicate that the business cannot manage its
stocks efficiently and there is a risk of possible stock accumulation or obsolescence. A
reading above 12 indicates that the business is selling and replenishing its inventory quickly.



5.2.4 Debt Ratios (Leverage ratio)
Debt ratios measure the debt structure of the business and its ability to pay debts. These ratios
evaluate the financial risks and long-term financial health of the business.

a. Debt/ Equity Ratio:

Formula:

Debt / Equity Ratio = Total Debts / Equity

What it measures: It measures the ratio of the company's total debts to equity.

Why It's Important: A high debt/ equity ratio indicates that the business has a high debt

burden and high financial risk. A lower ratio means a more solid financial structure and lower
debt risk.

Threshold Value: 0.5 -1.5
Lower Limit: 0.3
Upper Limit: 2.0

Explanation: A debt/ equity ratio below 0.5 indicates that the business has low debt risk and
is financially secure. A value above 1.5 may indicate that the company has a high debt burden
and high financial risk.

b. Interest Coverage Ratio:
Formula:
Interest Coverage Ratio = Operating Profit / Interest Expenses

What It Measures: It measures the capacity of the business's operating profit to cover interest
expenses.

Why It's Important: A high interest coverage ratio indicates that the business can easily meet
the interest payments on its debts and has a high capacity to meet its financial obligations.
This is an important sign of trust for lenders and investors.

Threshold Value: 3 - 6
Lower Limit: 2
Upper Limit: 8

Explanation: An interest coverage ratio below 3 may indicate problems with the business's
capacity to meet interest payments. A score above 6 indicates that the business can easily
meet its interest payments and has a high capacity to fulfill its financial obligations.



5.2.5 Trend Analysis
It is used to evaluate the performance and financial health of the business by analyzing the
change of financial data over time.

Application:

Annual Comparisons: Analyze growth and profitability trends by comparing annual financial
statements.

Seasonal and Periodic Analyzes: Evaluate seasonal effects by examining the performance of
the business in certain periods.

5.2.6 Benchmarking

It helps identify the strengths and weaknesses of the business by comparing its financial
performance with other businesses in the industry.

Application:
Industry Average Ratios: Compare the business's financial ratios with industry averages.

Competitor Analysis: Make comparisons by examining the financial performance of rival
businesses.

5.2.6.1 Determination of Sector Average Rates

Industry average ratios are a general indicator of the financial performance of businesses in a
particular industry. These ratios are calculated on a variety of financial indicators and reflect
industry-wide trends and standards.

Resources that can be used in this process may include:
Industry Reports: Industry reports of consulting firms such as PwC , Deloitte , E&Y.

Chambers of Commerce and Associations: Reports published by local chambers of commerce
or industry associations.

Financial Databases : Financial information providers such as Eurostat , Bloomberg,
Thomson Reuters, S&P Global.

You can identify your strengths and weaknesses by comparing your own business's rates with
industry averages.

a. Liquidity Ratios:

Assess your business's ability to meet short-term obligations by comparing it with the industry
average.

For example, if the industry average current ratio is 2.0 and your business has a current ratio
of 1.5, you may be weaker in terms of liquidity than other businesses in the industry.

b. Profitability Ratios:



Evaluate your business's profitability and cost structure by comparing it with the industry
average.

For example, if the industry average gross profit margin is 40% and your business's gross
profit margin is 35%, you must develop strategies to reduce your costs or increase your
revenues.

c. Activity Rates:
Activity rates refer to operational efficiency by comparing it with the industry average.

For example, if the industry average inventory turnover is 6 and your business's inventory
turnover is 4, you may need to improve your inventory management.

d. Debt Ratios:
Evaluate your business's financial leverage by comparing it to the industry average.

For example, if the industry average debt/ equity ratio is 1.0 and your business's debt/ equity
ratio is 1.5, you should develop strategies to reduce your debts or increase equity capital .

Interpretation of Analysis Results and Strategic Decisions

Strategic decisions can be made by interpreting the data obtained as a result of comparing the
ratios. This process involves determining the steps that need to be taken to improve the
financial performance of the business.

Application:

Strengths: Ratios that are above industry averages indicate the strengths of your business.
Maintain and improve your strategies in these areas.

Weaknesses: Your rates below industry averages indicate areas that need improvement.
Develop cost reduction, efficiency improvement or revenue increase strategies in these areas.

Benchmarking Reports: Determine your business's position in the industry by comparing
with competitors and create strategies that will provide competitive advantage.

5.2.6.2 Competitor Analysis

Competitor analysis in benchmarking is a critical process to increase an SME's competitive
advantages and enable it to make strategic decisions. Here are the steps to follow when
performing competitor analysis:

a. Identifying Competitors

Determining who the competitors are is the first and most important step in the analysis
process. This should include indirect competitors as well as directly competing businesses.

Application:

Direct Competitors: Identify businesses that offer similar products or services in the same
market.



Indirect Competitors: Also consider businesses that appeal to the same customer base but
offer different products or services.

Industry Analysis: Analyze the overall players in the industry and their market shares.
b. Data collecting

Collecting detailed information about competitors is necessary for analysis. This information
can be obtained from various sources such as financial performance, marketing strategies,
customer reviews.

Application:
Financial Reports: Examine competitors' publicly available financial reports.

Websites and Social Media: Gather information from competitors' websites and social media
accounts.

Customer Reviews: Review customer reviews and complaints about competitors.
Market Research Reports: Use industry and market research reports.
¢. Determination of Analysis Criteria

Determining the criteria to be used when evaluating competitors enables the analysis process
to be structured.

Application:

Product/Service Scope: Evaluate the variety and quality of products and services offered by
competitors.

Marketing Strategies: Examine marketing activities such as advertising campaigns, pricing
strategies, and promotions.

Customer Service: Analyze competitors' customer service quality and customer satisfaction
level.

Technological Investments: Examine competitors' investments in technology and digital
transformation strategies.

d. Determination of Strengths and Weaknesses (SWOT Analysis)

Identifying competitors' strengths and weaknesses allows you to understand your own
business's competitive advantages and areas for improvement.

Application:

Strengths: Identify competitors' advantages, such as market leadership, innovative products or
strong brand equity.

Weaknesses: ldentify disadvantages such as customer dissatisfaction, high cost structure or
low market share.

Opportunities and Threats: Analyze external factors such as market trends, customer
expectations and industry changes.



e. Comparative Analysis

Identify competitive advantages and areas for improvement by comparing competitors'
performance with your own business.

Application:

Financial Ratios: Compare financial indicators such as profit margins, debt ratios, liquidity
ratios.

Market Share: Determine your position in the market by analyzing the market share of your
competitors.

Customer Satisfaction: Compare customer satisfaction and loyalty levels.

Operational Efficiency: Analyze production efficiency, supply chain management and cost
structure.

f. Strategic Recommendations and Action Plan

Based on the findings obtained as a result of competitor analysis, it is possible to create
strategic recommendations and action plans.

Application:
Competitive Strategies: Adopt differentiation, cost leadership or focus strategies.

Areas for Improvement: 1dentify necessary improvement actions to strengthen your
weaknesses.

Innovation and Investments: Plan strategic investments such as technological innovations and
marketing investments.



6. RISK MANAGEMENT IN SMEs

Financial risk management of SMEs involves identifying, assessing and managing various
risks that the business may face. It is important to accurately categorize and monitor these
risks for the sustainability and financial health of businesses. We can summarize the main
financial risk types and categories encountered in SMEs as follows:

1. Liquidity Risk

Liquidity risk is the risk that a business may not have sufficient cash or assets that can be
easily converted into cash to meet its short-term obligations.

Evaluation and Measurement:

Current Ratio= Current Assets / Short-Term Liabilities. Between 1.5-2.0 is considered ideal.
Liquidity Ratio (Quick Ratio) = (Current Assets - Stocks) / Short-Term Liabilities.

If the ratio 1.0 and above, it is considered healthy.

Importance:

This risk is critical for the business to continue its daily operations and make urgent
payments. Insufficient liquidity can increase the risk of bankruptcy.

2. Credit Risk

Credit risk is defined as the risk that customers or debtors will not be able to pay their debts.
This includes the possibility that accounts receivable may not be collected.

Evaluation and Measurement:

Receivables Turnover Rate: Net Credit Sales / Average Receivables.

Customer Payment Histories: Credit assessment reports and customer financial analyses.
Importance:

Credit risk directly affects the cash flow and financial stability of the business. Uncollectible
receivables can restrict the liquidity and operational capacity of the business.

3. Market Risk

Market risk includes risks arising from fluctuations in exchange rates, interest rates and
commodity prices. These variables can affect the cost structure and revenues of the business.

Evaluation and Measurement:

Sensitivity Analyzes: Analysis of the impact of changes in exchange rates and interest rates on
business financials.

Scenario Analysis and Stress Tests: Simulation of different market conditions.



Importance:

Failure to manage market risk properly can seriously affect the profitability and financial
performance of the business. Businesses exposed to foreign exchange risk can use hedging
strategies to minimize losses resulting from exchange rate fluctuations.

4. Operational Risk

Operational risk can arise from deficiencies or errors in business processes and internal
controls. This risk may arise from a variety of sources, such as human errors, technological
malfunctions or process disruptions.

Evaluation and Measurement:

Internal Control Systems: Controls and audits to ensure the effectiveness and accuracy of
business processes.

Process Audits: Regular operational process audits.
Importance:

Operational risk can lead to loss of productivity and cost increases. An effective internal
control system and process management helps minimize these risks.

5. Strategic Risk

Strategic risk results from incorrect strategic decisions and management errors that can
prevent the business from achieving its long-term goals.

Evaluation and Measurement:

SWOT Analysis: Evaluating the strengths, weaknesses, opportunities and threats of the
business.

PESTLE Analyzes: Analyzing political, economic, social, technological, environmental and
legal factors.

Importance:

Correct management of strategic risks plays a critical role in ensuring the competitiveness and
long-term sustainability of the business. Wrong strategic decisions can lead to market loss and
financial failure.

6.1 Liquidity Risk

Liquidity risk in SMEs is the risk of the business not being able to meet its short-term
obligations. A number of strategic and operational measures can be taken to minimize this
risk. Here are the precautions SMEs can take to reduce liquidity risk:

6.1.1 Improving Cash Management

a. Cash Flow Forecasts



Description: Making regular and accurate cash flow forecasts helps a business determine
future cash needs and potential cash shortfalls.

Application: Prepare daily, weekly and monthly cash flow projections and update these
projections regularly.

b. Creating Cash Reserves
Description: Maintaining sufficient cash reserves for unexpected cash needs.

Application: Set aside a certain percentage of business revenues as an emergency fund. This
rate can usually vary between 5-10%.

6.1.2 Improving Receivables Management
Credit Policies and Receivable Management

Description: Establishing strict credit policies and managing receivables effectively to
minimize risks when granting loans to customers.

Application: Conduct customer credit assessments, keep payment terms short and take quick
action on overdue receivables. It is also important to regularly monitor receivables and
improve collection processes.

6.1.3 Stock Management
Optimum Stock Levels

Description: Avoid the costs of holding excess stock and ensure that stocks can be converted
to cash quickly by optimizing inventory management.

Application: Implement inventory management techniques such as just-in-time (JIT). This
improves cash flow by keeping stock levels at the minimum.

6.1.4 Debt Management
Establishing Short and Long Term Debt Balance

Description: Reducing short-term debt obligations and balancing cash flow with long-term
borrowing.

Application: Restructure existing short-term debts into longer-term debts and manage interest
rates carefully.

6.1.5 Cost Control
Expense Management

Description: Minimize unnecessary expenses by keeping operating costs under control.

Implementation: Identify cost reduction opportunities by conducting spend analysis and
strictly adhere to budgeting discipline.

6.1.6 Financial Instruments and Methods
Short-Term Financing Tools

Description: Use appropriate financing instruments to meet short-term liquidity needs.



Application: Consider financing methods such as business loans, commercial loans, and
factoring. Factoring, in particular, can be an effective method for quickly converting
receivables into cash.

6.1.7 Derivative Instruments and Hedging
Description: Use derivative instruments to hedge against fluctuations in foreign exchange and
interest rates.

Application: Manage exchange rate and interest rate risk with financial instruments such as
futures, options and swaps.

6.1.8 Financial Planning and Analysis
Regular Financial Analysis

Description: Constantly monitoring and analyzing the financial situation of the business.

Application: Conduct financial ratio analyzes regularly and make strategic decisions as a
result of these analyses. For example, constantly monitor the current ratio and liquidity ratios
and take action as necessary to improve these ratios.

6.2 Credit Risk

Credit risk in SMEs is a risk arising from the possibility of customers or debtors not being
able to pay their debts. Minimizing this risk is critical to protecting the cash flow and overall
financial health of the business. Measures to be taken to reduce credit risk are:

6.2.1 Development of Credit Policy
SMEs should establish a specific credit policy when giving loans to their customers. This
policy should determine customers' credit worthiness and credit limits.

Application:

Credit Application and Evaluation Process: Carefully evaluate customers' credit applications
and analyze their credit history, income status and other financial information.

Credit Limits: Determine customers' credit limits and define different limits according to their
risk levels.

Credit Approval Process: Submit credit requests that fall outside the specified credit limits
and policies to the manager's approval.

6.2. 2 Receivables Management and Monitoring

Effective management and monitoring of receivables plays an important role in reducing
credit risk. With regular monitoring and control mechanisms, timely collection of receivables
can be ensured.

Application:

Receivables Tracking System: Continuously monitor each customer's payment status by
using a software or system for tracking receivables.

Maturity and Payment Conditions: Encourage customers to pay on time by clearly defining
payment terms and conditions.



Early Payment Discounts: Encourage rapid collection of receivables by offering discounts to
customers who pay early.

6.2.3 Customer Credit Rating
Credit scoring systems should be used to objectively assess the creditworthiness of customers.

Application:

Credit Scores: Use data from credit rating agencies to evaluate customers' credit scores and
financial situations.

Customer Analysis: Analyze customers' credit risks by reviewing financial statements, cash
flows and payment histories.

6.2.4 Insurance and Warranty Mechanisms
Various insurance and guarantee mechanisms can be used to reduce credit risk.

Application:

Credit Insurance: Provide insurance protection for uncollectible receivables by using credit
insurance.

Guarantees and Guarantees: Obtain collateral or guarantees from customers in exchange for
loans.

6.2.5 Internal Control and Audit Systems
Internal control and audit systems play an important role in minimizing credit risk. These
systems monitor the effectiveness of credit processes and policies.

Application:

Regular Audits: 1dentify possible risks and take preventive measures by regularly auditing
credit processes and customer accounts.

Internal Control Mechanisms: Minimize fraud and errors by creating separation of duties
and control mechanisms in credit granting processes.

6.2.6 Financial Education and Awareness
An effective strategy in managing credit risk is to increase the knowledge and awareness of
business employees on financial matters.

Application:

Financial Training Programs: Provide training to employees on financial management,
credit risk and receivables management.

Awareness Campaigns: Organize campaigns to increase credit risk awareness throughout the
business.

6.3 Market Risk

Market risk in SMEs is the risk arising from external market factors such as fluctuations in
exchange rates, interest rates and commodity prices. Minimizing these risks is critical to



protect the financial structure of the business and ensure its sustainability. Here are the
precautions to be taken to reduce market risk:

6.3.1. Foreign Exchange Risk Management
Exchange rate fluctuations pose a major risk, especially for SMEs that import and export.
Various financial instruments can be used to manage this risk.

Measures:

Hedging Strategies: By utilizing futures (forward contracts), options and currency swaps, it is
possible to protect your SME against exchange rate fluctuations.

Natural Hedging: A natural hedge can be provided by keeping import and export revenues in
the same foreign currency. For example, using export revenues to pay for imports.

Exchange Rate Risk Insurance: Insurance policies can be purchased against exchange rate
fluctuations.

6.3.2 Interest Risk Management
Changes in interest rates can affect borrowing costs and therefore the financial performance of
the business.

Measures:

Interest Rate Swaps: Interest rate risk can be managed by replacing variable interest rate
debts with fixed rate debts (swap).

Interest Rate Options: Interest rate options (caps and floors) can be used to protect against
increases in interest rates.

Fixed Interest Loans: Interest rate risk can be minimized by choosing fixed interest loans
instead of variable interest loans.

6.3.3 Commodity Risk Management
Fluctuations in raw material prices pose a significant cost risk, especially for SMEs engaged
in production.

Measures:
Futures: Futures contracts can be used to fix the prices of raw materials.

Commodity Options: Options that give the right to buy or sell raw materials at a certain price
level can be used.

Supply Chain Management: It can be protected against price fluctuations by making
long-term contracts with raw material suppliers.

6.3.4 Diversification
Diversifying investments and income sources reduces market risk by spreading it out.

Measures:

Diversification of Income Sources: Diversify income sources by operating in different
sectors and expanding into different markets.



Diversification of Investments: Reduce risk by spreading investments across different asset
classes and markets.

6.3.5 Risk Management and Financial Planning
An effective risk management system ensures that market risks are monitored and managed.

Measures:

Risk Analysis and Monitoring: Analyze and monitor market risks regularly. Sensitivity
analyzes and scenario analysis can be used to identify potential risks.

Risk Management Policies: Develop and implement risk management policies appropriate to
the SME's risk tolerance.

Financial Consultancy: Create and implement risk management strategies with support from
professional financial advisors.

6.4 Operational Risk

Several important steps can be taken to minimize operational risk in small businesses (SMEs):

a. Conducting Risk Assessment: Conduct risk assessments regularly to identify potential
risks to your business's operations. Which operations or processes are more exposed to
operational risks? Search for answers to these questions.

b. Documenting and Standardizing Your Processes: Document your business processes in
detail and create standard business procedures. This helps your staff perform their tasks more
effectively and prevents errors.

c. Establishing Internal Controls: Monitor and audit your processes by establishing internal
control systems in your business. For example, controls such as applying double signatures on
financial transactions or performing periodic counts in inventory management can reduce
operational risks.

d. Staff Training and Awareness: Provide training to your employees on operational risks and
organize awareness programs. Increase the knowledge of your staff to recognize and properly
manage risks.

e. Technology and Security Investments: Make the necessary investments to ensure data
security and business continuity by updating the technology infrastructure of your business.
Steps such as data backup, security software and cross-system integration can reduce
operational risks.

f. Reviewing Outsourcing: Regularly review the services your business receives from
external sources and the risks of these sources. You can better manage operational risks by
strengthening your supplier relationships.

g. Establishing and Implementing Risk Management Policies: Establish a clear risk
management policy to identify and manage operational risks. Take a consistent approach by
extending this policy to all levels of your business.



h. Developing a Crisis Management Plan: Plan how you will respond in unexpected
situations or moments of crisis. It will be possible to ensure business continuity and minimize
operational risks by creating emergency plans.

6.5 Strategic Risk

The following measures may be important to reduce strategic risks in a small business:

a. Market Research and Trend Analysis: Regularly monitor market trends and your
competitors' strategies in the industry in which your business operates. In this way, you can
quickly adapt to market changes and shape your strategic decisions accordingly.

b. Evaluating Alternative Scenarios: When creating your strategic plans, evaluate possible
scenarios and the effects of these scenarios on your business. Develop plans that provide
flexibility in the face of unexpected situations.

c. Competitive Analysis and Position Determination: By analyzing your competitors and
their strategies, determine ways to maintain or increase your business's competitive
advantage. You can reduce competitive pressure by developing differentiation strategies.

d. Financial Management and Planning: Maintain the cash flow and financial soundness of
your business with concrete financial management practices. Regularly evaluate issues such
as credit management, indebtedness levels and cash reserves.

e. Innovation and Technology Investments: Optimize your business processes and increase
efficiency by following technological developments. Innovative solutions and technological
investments can reduce strategic risks and provide competitive advantage.

f- Strengthening Stakeholder Relationships: Build and maintain solid relationships with your
business' stakeholders (employees, customers, suppliers, partners). Good communication and
cooperation can help you get support in crisis situations.

g. Developing a Crisis Management Plan: Plan how you will respond in unexpected
situations or moments of crisis. A quick and effective crisis management plan can help you
minimize strategic risks.

h. Establishing Risk Management Policies: Establish a risk management framework that
identifies strategies to deal with strategic risks and develops policies in line with these
strategies. Make sure these policies align with your business's strategic goals.

6.6 SWOT Analysis for Financial Risk Management in SMEs

SWOT analysis is a powerful tool that SMEs can use to identify and manage their financial
risks. This analysis allows a systematic assessment of a business's strengths, weaknesses,
opportunities and threats.

Steps of SWOT Analysis:
a. Identify Strengths:

e What advantages does your business have compared to your competitors?



Why do your customers choose you?
In what areas are you financially sound?
What strong resources do you have (experienced staff, brand value, patents, etc.)?

b. Identify Weaknesses:

In which areas are you behind your competitors?

What complaints do your customers have about your business?

In what areas are you financially weak?

Which of your resources are insufficient (financing, technology, marketing, etc.)?

c. Identify Opportunities:

What new developments are there in your industry or market?

What opportunities are there to introduce new products or services?

What opportunities exist to reduce your costs or increase your profitability?

What kind of opportunities are provided to benefit from government incentives or
grants?

d. Identify Threats:

What risks exist in your industry or market?

Are there threats such as the emergence of new competitors or the strengthening of
existing competitors?

Are there macroeconomic risks such as economic fluctuations, changes in interest
rates or exchange rate risks?

Are there legal risks, such as changes in regulations or taxation?

e. Managing Financial Risks Using SWOT Analysis:

Use your strengths to seize opportunities:

Use your strengths to take advantage of new opportunities, such as entering new
markets or developing new products.

Develop plans to mitigate your weaknesses and threats:

Strengthen your weaknesses with training and development programs.

Take precautions, such as taking out insurance against threats or developing
emergency plans.

f. Benefits of SWOT analysis for SMEs:

It provides the opportunity to proactively identify and manage financial risks.
It provides a better understanding of opportunities and threats.

It improves strategic planning and decision-making.

It increases competitiveness.

g. Disadvantages of SWOT analysis for SMEs:

It takes time and resources.
There can be subjective evaluations.
It needs to be updated regularly.

h. For SWOT analysis to be more effective:



e Get input from different departments and stakeholders.
Update the analysis regularly.
Use SWOT analysis in conjunction with other tools such as PESTLE analysis or risk
assessment matrix.

Additional Resources:

i https://dergipark.org.tr/en/download/article-file/3303204

4
https://www.musiad.org.tr/uploads/yayinlar/yonetim-kitapligi/yonetim-kitapligi-pdf/kurumsal
_risk_yonetimi.pdf

6.7 PESTLE Analysis for Financial Risk Management in SMEs

PESTLE analysis is a tool that helps SMEs identify and manage their financial risks by
analyzing their macro environment.

Steps of PESTLE Analysis:

a. Identify Political Factors:

Tax policies
Labor legislation
Trade policies
Political stability

b. Identify Economic Factors:

Economic growth rates
Inflation

Interest rates
Exchange

c. Identify Social Factors:

Population size and demographic structure
Consumer behavior
lifestyle trends
e Education level
d. Identify Technological Factors:
e Development of new technologies
e Automation
e Internet and e-commerce
e R&D activities

e. Identify Environmental Factors:


https://dergipark.org.tr/en/download/article-file/3303204
https://www.musiad.org.tr/uploads/yayinlar/yonetim-kitapligi/yonetim-kitapligi-pdf/kurumsal_risk_yonetimi.pdf
https://www.musiad.org.tr/uploads/yayinlar/yonetim-kitapligi/yonetim-kitapligi-pdf/kurumsal_risk_yonetimi.pdf

Environmental regulations
Climate change

Natural disaster risk
Sustainability

f. Managing Financial Risks Using PESTLE Analysis:
Use your strengths to seize opportunities:

New policies or regulations may offer opportunities to enter new markets or develop new
products.

Develop plans to mitigate your weaknesses and threats:

An economic recession can cause a decline in your sales. Therefore, you need to make plans
to reduce your costs or expand into new markets.

g. Benefits of PESTLE analysis for SMEs:

It allows predicting future trends and developments.
It enables to identify new opportunities and threats.
It improves strategic planning and decision-making.
It increases competitiveness.

h. Disadvantages of PESTLE analysis for SMEs:
It can be complicated and time consuming.

It needs to be constantly updated.

It may not always be possible to predict future events.
i. For PESTLE analysis to be more effective:

Get information from different sources.

Update the analysis regularly.

Use PESTLE analysis in conjunction with other tools such as SWOT analysis or risk
assessment matrix.



7. EFFECTS OF STATE POLICIES ON SMEs

Government policies can affect SMEs in many ways. These effects can be positive and
negative.

Positive Effects:

a. Financial Support: States can offer various financial support to SMEs such as loans, grants
and tax deductions. These supports can help SMEs invest, grow and create new job
opportunities.

b. Access to Infrastructure and Services: States can facilitate SMEs' access to infrastructure
and services. This can help SMEs operate more efficiently and effectively.

c. Legal and Regulatory Environment: States can create a fair and transparent legal and
regulatory environment for SMEs. This can help SMEs operate and grow more easily.

d. Training and Development: States can offer training and development programs to SME
employees and entrepreneurs. This can help SMEs improve their skills and knowledge.

e. SME Support Organizations: States can establish or support SME support organizations
that provide services such as consultancy and export support to SMEs.

Negative Effects:
a. Taxation: High tax rates and complex taxation systems can be a burden for SME:s.

b. Bureaucracy: Excessive bureaucracy and complex regulations can cause SMEs to waste
time and resources.

c. Competition: Competing with large companies can be difficult for SME:s.

d. Difficulty of Access: Accessing government supports and services can be difficult for
SMEs.

Generally speaking, government policies have a significant impact on SMEs. States can make
significant contributions to economic development and employment by implementing the
right policies to support SMEs.

Some Examples:

In Turkey, KOSGEB is a government organization that offers various supports to SMEs.
KOSGEB provides services such as loans, grants, consultancy and training to SMEs.

The European Union runs various programs to support SMEs. These programs provide
services such as financing, training and marketing support to SMEs.

7.1 Financial Impacts of Government Policies on SMEs

Government policies can affect SMEs in many financial aspects. These effects can be
short-term and long-term.



Short Term Effects:

a. Interest Rates: The government may try to stimulate or cool the economy by raising or
lowering interest rates. This may affect SMEs' borrowing costs and investment decisions.

b. Exchange Rate: The government may intervene to keep the exchange rate constant or
allow it to fluctuate. This may affect SMEs that export or are import-dependent.

c. Inflation: The government can implement various policies to control inflation. These
policies can affect SMEs' costs and profitability.

d. Taxes: The government may attempt to increase revenues or stimulate the economy by
increasing or decreasing taxes. This may affect SMEs' tax burden and profitability.

Long Term Effects:

a. Education and Infrastructure Investments: The government can help SMEs improve their
human resources and productivity by investing in education and infrastructure.

b. R&D Support: The government can help SMEs innovate and develop new products by
providing support to their R&D activities.

c¢. SME Support Programs: The government can implement SME support programs that
provide services such as loans, grants and consultancy to SMEs. These programs can help
SMEs invest, grow and create new jobs.

Some Decisions That the State May Affect SMEs Financially:
a. Minimum Wage: Increasing the minimum wage may increase labor costs for SMEs.

b. Labor Law: Amendments to the Labor Law may increase the obligations and costs of
SMEs as employers.

c.Environmental Legislation: Changes in environmental legislation may increase
environmental compliance costs for SMEs.

d. Tax Legislation: Changes in tax legislation may increase the tax burden and compliance
costs of SME:s.

7.2 Government Support for SMEs

State support for SMEs in Bulgaria, Romania and Turkey has many things in common. These
common points are:

Financial Supports:

a. Loan and Grant Programs: Interest-free or low-interest loans and grants are offered to
SME:s in all three countries. These loans and grants can be used to invest, develop businesses
and create new jobs.

b. Entrepreneurship Support Programs: There are special grant and loan programs for young
entrepreneurs and women entrepreneurs.

c. Consultancy Services: Free consultancy services are offered to SMEs on business plan
preparation, marketing, financing and other issues.



d. Tax Advantages:

i. Tax Deductions for Newly Established Businesses: Tax deductions are applied to
newly established businesses in the first years.

ii. Investment Incentives: Incentives such as tax deductions and exemptions are
offered to SMEs that invest.

Infrastructure Support:

a. Technology Parks and Incubation Centers: There are technology parks and incubation
centers that offer modern infrastructure and office facilities to SMEs.

b. Industrial Zones: There are industrial zones with suitable infrastructure for SMEs to
invest.

c. Additionally:

e Export support and marketing support is offered to SMEs in all three countries.

e Regional development agencies also offer various supports for SMEs.

e Many non-governmental organizations and private sector organizations also provide
consultancy and mentoring services to SMEs.

In order for SMEs to make the most of these supports:

They need to get information about the support programs and eligibility criteria in detail.
They must prepare the necessary documents completely and on time.

They should not hesitate to seek counseling services.

These supports offered by the state will help SMEs play a more important role in the
economies of Bulgaria, Romania and Turkey and produce more added value.



8. SUSTAINABLE BUSINESS PRACTICES FOR SMEs

Sustainable business practices are practices that enable SMEs to be environmentally, socially
and economically profitable and successful in the long term. These practices include elements
such as reducing environmental impact, using resources efficiently, improving employee
welfare and business ethics, contributing to local communities and adopting a transparent
management approach.

The importance of sustainable business practices for SMEs:
a. Cost savings: Practices such as saving energy and water help reduce operating costs.

b. Access to new markets: As the demand for sustainable products and services increases,
SMEs can gain access to new markets by innovating in this field.

¢. Brand reputation: Adherence to sustainability principles increases SMEs' brand reputation
and customer loyalty.

d. Employee loyalty: A work environment that is sensitive to the environment and society
increases employee motivation and loyalty.

e. Risk management: Creating a business structure that is resilient to global risks such as
climate change and resource scarcity ensures the long-term success of SMEs.

Some examples of sustainable business practices for SMEs:

a. Energy efficiency: Using energy-saving devices, insulating buildings and turning to
renewable energy sources.

b. Waste management: Reducing the amount of waste, encouraging recycling and installing
wastewater treatment systems.

c. Sustainable supply chain: Working with suppliers that comply with environmental and
social responsibility principles.

d. Employee well-being: Providing a healthy and safe working environment, supporting
work-life balance and providing employees with opportunities for training and development.

e. Contribution to local communities: Supporting social development projects and
contributing to the local economy.

f- Transparent management: Measuring and reporting the sustainability performance of the
business.

8.1. Energy Efficiency and Renewable Energy Use

By reducing energy consumption and switching to renewable energy sources, businesses can
both reduce their costs and reduce their environmental impact.

Applications:

Energy Efficiency: Using energy-saving lighting and devices, improving building insulation.



Renewable energy: Investing in renewable energy sources such as solar panels or wind
turbines.

Example:

Ikea: Tt reduces energy costs by increasing energy efficiency in its stores and using renewable
energy sources.

8.2. Waste Management and Recycling

By implementing waste management strategies and increasing recycling rates, environmental
impacts can be reduced and raw material costs reduced.

Applications:
Recycling Programs: To encourage the recycling of materials such as paper, plastic and metal.

Waste Reduction: To reduce the use of disposable products and ensure waste minimization in
production processes.

Example:
Patagonia: It produces its products using recycled materials and accepts old products for
recycling.

8.3. Sustainable Supply Chain Management

It is possible to fulfill environmental and social responsibilities by adopting sustainable
practices in the supply chain.

Applications:

Green Supply Chain: Using environmentally friendly raw materials and working with
suppliers that minimize environmental impacts.

Ethical Trade: Doing business with suppliers that protect employee rights, provide fair wages
and respect human rights.

Example:

Unilever: Reduces its environmental impact by promoting sustainable agricultural practices
and collaborating with its suppliers.

8.4. Eco-Friendly Product Design

To develop more sustainable and environmentally friendly products by considering
environmental impacts in product design.

Applications:

Eco-Design: Designing products to minimize their environmental impact throughout their life
cycle.

Reuse and Repairability: Ensuring that products are easily repairable and reusable.



Example:

Apple: 1t uses recycled materials in its products and encourages the recycling of products.

8.5. Employee Welfare

Employee well-being is the practices implemented to improve the physical, mental and social
health of employees. Improving employee well-being increases employee motivation,
productivity and loyalty, while reducing turnover rates.

Applications:

Health and Safety Programs: Implementing health and safety programs to ensure that
employees work in a safe and healthy environment at work.

Flexible Working Hours: Supporting work-life balance by offering flexible working hours to
employees.

Development and Training Opportunities: Providing training and development programs to
support the career development of employees.

Example:

Google: 1t is known for the extensive health services, sports opportunities and personal
development opportunities it provides to its employees.

Zappos: It organizes various social events and development programs to increase employee
satisfaction and welfare.

8. 6. Contribution to Local Communities

Contribution to local communities are social responsibility projects carried out by businesses
to support and develop the communities in which they operate. These contributions increase
the social reputation of the business and create a long-term social impact.

Applications:
Volunteer Programs: Encouraging employees to volunteer on local community projects.

Education and Employment Opportunities: Providing education and employment
opportunities to individuals in local communities.

Donations and Sponsorships.: Providing financial support to local organizations and projects.
Example:

Patagonia: Actively contributes to environmental projects and local communities, and
encourages its employees to work voluntarily in these projects.

Ben & Jerry's: Supports and takes an active role in various local projects on social justice and
equality.

8.7. Transparent Management



Transparent management refers to communicating openly and honestly in business
management, sharing decision-making processes and financial information with stakeholders.
This increases the reliability and accountability of the business.

Applications:

Open Communication: Creating a culture of open and honest communication within and
outside the business.

Financial Reporting: Sharing the financial situation with stakeholders by providing regular
and detailed financial reports.

Decision Making Processes: Involving employees and other stakeholders in decision making
processes.

Example:

Unilever: Provides detailed information to its stakeholders through transparency policies and
sustainability reports.

The Body Shop: Committed to being open to consumers and stakeholders by transparently
managing its business processes and supply chain.

8.8. Social Responsibility and Social Contribution

To fulfill social responsibilities by participating in projects that will increase the welfare of
the society.

Applications:

Community Projects: To support social projects in areas such as education, health and social
services.

Employee Rights: Improving employee welfare by providing fair wages, safe working
conditions and training opportunities.

Example:

Ben & Jerry's: Contributes to society by supporting various social justice projects and
adopting ethical business practices.

8.9 EU Supports

The European Union (EU) offers various programs and funds to encourage SMEs to adopt
sustainable business practices. Through these programs and funds, financial support,
consultancy services and training opportunities are provided to SMEs.

To get information about the EU's sustainability support for SMEs:

You can visit the European Commission's website: https://commission.europa.cu/index_en


https://commission.europa.eu/index_en

You can get information about KOSGEB's EU programs:
https://www.kosgeb.gov.tr/site/tr/genel/liste/19/ab-ile-ilgili-proje-duyurulari

You can consult regional development agencies.

As a result, sustainable business practices are critical to the long-term success of SMEs. The
supports offered by the EU provide an important opportunity for SMEs to accelerate their
work in this field and contribute to a more sustainable future.


https://www.kosgeb.gov.tr/site/tr/genel/liste/19/ab-ile-ilgili-proje-duyurulari

9. FORECASTING, PLANNING AND DECISION-MAKING
PROCESSES IN SMEs

Forecasts for Small and Medium Enterprises (SMEs) helps the business predict future
performance, market trends and economic conditions. These forecasts are critical for making
strategic decisions, financial planning, and risk management. Here are some basic steps and
methods of doing economic forecasting in SMEs:

a. Data Collection and Analysis

Accurate and up-to-date data is needed to make economic forecasts. Important data sources
for SME:s are:

Financial Data: Financial statements such as income, expenses, profit, cash flow.
Market Data: Sales figures, customer data, market share.

Economic Indicators: Interest rates, inflation, unemployment rates, exchange rates.
Industry Data: Sectoral growth rates, competitor analysis.

b. Analysis of Historical Data

Analysis of historical data is an important step in predicting future trends. This analysis helps
determine how lessons learned from historical data can be used in the future.

Trend Analysis: Identify general trends (trends) in the data.

Seasonality Analysis: Analyze (seasonal) changes in specific periods.

Cyclical Analysis: Examine the effects of economic cycles.

c. Estimation Methods

SMEs can use a variety of forecasting methods. Here are some commonly used methods:
i. Time Based Methods

Moving Average: Used for short-term forecasts. It predicts the future by taking the average of
certain past periods.

Exponential Smoothing: Makes predictions by giving weight to the data. It pays more
attention to recent past data.

ARIMA (Autoregressive Itegrated Moving Average): It is a more advanced and complex time
series model. It is used to model non-stationary time series.

ii. Causal Methods

Regression Analysis: Analyzes the effect of a dependent variable (e.g. sales) on independent
variables (e.g. advertising expenditures, economic indicators).

Econometric Models: These are statistical models that examine the relationships between
economic variables.



d. Evaluating and Adjusting Forecasts

It is important to evaluate the accuracy of the predictions and make adjustments if necessary.
For this:

Error Analysis: Comparing predictions with historical data and calculating errors. Error
measures such as Mean Absolute Error (MAE) and Mean Square Error (MSE) are used.

Forecast Update: Regular updating of forecasts as new data becomes available.

e. Scenario Analysis and Risk Assessment

Evaluate future uncertainties and risks by creating different scenarios:

Best Case Scenario: The situation of the business under the most favorable conditions.
Worst Case Scenario: The situation of the business under the most adverse conditions.
Possible Case Scenarios: The situation of the business under possible conditions.

f. Use of Technology

Modern software and tools can make the forecasting process more efficient:

Excel: Can be used for basic forecasting models and data analysis.

ERP Systems (Enterprise Resource Planning): Integrated business management software can
assist in data collection and analysis.

Specialty Forecasting Software: Advanced analysis and forecasting tools such as SPSS, SAS,
Tableau.

g. Expert Opinions and Consultancy

Opinions from experts and consultants can improve the accuracy of forecasts. Industry
experts, economists and financial advisors can provide valuable input in this process.

Economic forecasting in SMEs relies on the ability to collect and analyze accurate data. The
methods and technologies used in this process are important to increase the accuracy of
forecasts and make it easier for the business to make strategic decisions.

9.1 Organizing decision-making processes and shaping the business plan according to
economic forecast results

Economic forecasting is critical to increase the success of the business. Here is a guide on
how you can perform these processes step by step:

a. Analysis and Interpretation of Forecast Results

Understanding and interpreting forecast results is the first step in integrating this data into the
decision-making process.

Data Review: Review the accuracy and reliability of predictions. Determine for which periods
and conditions the forecasts are valid.



Identifying Trends: Identify which trends are prominent going forward and how these trends
may impact your business.

Error Analysis: Examine how well predictions match historical data and possible errors.
b. Determining Strategic Decisions
Making strategic decisions based on forecast results determines the direction of your business.

Assessing Market Opportunities: Determine which new markets or products have growth
potential. Allocate resources to seize these opportunities.

Risk Management: 1dentify possible risks and plan measures to be taken against these risks.
Develop alternative scenarios to minimize risks.

Resource Allocation: Determine how you should allocate financial and human resources
based on forecasts. For example, invest more in areas where growth is projected.

c. Operational Planning

Applying forecast results at an operational level enables daily business processes to be
optimized.

Production Planning: Adjust production quantities based on demand forecasts. Optimize
stock levels and improve supply chain management.

Sales and Marketing Strategies: Set sales targets and plan marketing campaigns based on
market forecasts. Determine which products and regions are priority.

Budgeting and Financial Planning: Make budget planning based on income and expense
forecasts. Monitor cash flow regularly and make necessary financial arrangements.

d. Updating the Business Plan
The business plan should be updated regularly based on forecast results.

Goals and Performance Indicators: Update your strategic goals based on forecast results.
Identify performance indicators and measure them regularly.

Business Development and Innovations: Include new product development, technological
innovations and market expansion strategies in your plan.

Sustainability and Long-Term Planning: Re-evaluate your long-term strategies based on
forecasts. Integrate sustainability goals and environmental impacts into your business plan.

e. Communication and Application

It is important that forecast results and new plans are effectively communicated to the entire
organization.

Training and Information: Inform your employees about forecast results and new strategies.
Ensure that the entire team works harmoniously by providing the necessary training.

Feedback Mechanisms: Obtain regular feedback from employees and customers. Use this
feedback to update your plans.



Implementation Tracking: Regularly monitor how effective the decisions made and plans
made are. Make necessary adjustments based on performance measurements.

f. Technology Use and Tools
Modern technology and software enable effective execution of predictions and decisions.

ERP Systems: Integrated business management software supports data collection, analysis and
decision-making processes.

Forecasting Software: Get more accurate results by using advanced analysis and forecasting
tools such as SPSS, SAS, Tableau .

Data Analytics: Better understand customer behavior, market trends, and operational
efficiency with big data analytics tools.

Economic forecasts are a critical tool for SMEs to gain competitive advantage and achieve
sustainable growth. Correct interpretation of these forecasts and their integration into strategic
decision-making processes will determine the future success of the business.

9.2 SME Financing and Decision Making Processes in Crisis and Inflation Periods

a. Credit and Bank Loans

SMEs can get loans from banks to meet their financing needs. However, in times of crisis and
inflation, interest rates may rise and the cost of obtaining a loan may increase.

b. Government Supports and Incentives

During times of crisis, governments often offer support packages and incentives to SMEs.
These incentives may take the form of low-interest loans, grants or tax deductions.

¢. Use of Equity Resources

SMEs can raise financing using their own resources (for example, by reinvesting profits). This
method can be preferred in times of crisis because it does not increase the debt burden.

d. Alternative Financing Methods

Factoring: They can sell their receivables and obtain cash.

Leasing: They can balance cash flow by renting equipment and machines.
Crowdfunding: They can raise small amounts of capital from communities.
e. The Role of the Futures Market

The futures market is not a means of obtaining financing for SMEs , it is an important tool in
managing financial risks and hedging against future price fluctuations. The role of the futures
market in this process can be summarized as follows:

i. Hedging

SMEs can hedge against future price fluctuations by using futures contracts. For example:



Protection against Foreign Exchange Risk: SMEs that import or export can enter into forward
foreign exchange contracts to avoid being affected by exchange rate fluctuations.

Hedging Against Commodity Prices: They can use commodity futures contracts to hedge
against price fluctuations of raw materials. For example, a food producer may purchase wheat
futures contracts against the risk of an increase in wheat prices.

ii. Budget Planning and Price Fixing

Futures contracts help in budget planning by making future cash flows more predictable. They
can keep their costs under control by making agreements on fixed prices.

iii. Speculation and Investment

Some SMEs may aim to generate additional income by making speculative transactions in
futures markets. However, since this strategy involves high risks, it is an area that requires
caution and knowledge.

SMEs can develop various strategies for financing and risk management in times of crisis or
inflation. The futures market is an effective tool, especially in reducing financial risks and
stabilizing costs. However, when trading in the futures market, it is important to understand
the market dynamics well and develop the right strategies. Getting professional consultancy in
this process may also be beneficial for SMEs.

A futures market is a financial market that allows assets such as a specific commodity,
financial instrument or currency to be bought and sold at a specific date in the future and at a
predetermined price. Contracts traded in these markets can be used for hedging or speculation
against future uncertainties.

9.3 Futures Market

The futures market is a market where contracts that promise to buy or sell assets at a certain
price on a certain date are bought and sold. There are two basic types of transactions in this
market:

a. Futures Contracts:

Hedging Purposes: Used for risk protection. For example, a farmer can protect himself
against price fluctuations by entering into a futures contract to sell the wheat he will harvest at
a certain price at a future date.

Speculative Purposes: It is used to make profits from price movements. For example,
investors may buy today thinking that the price will rise in the future.

b. Option Contracts:

These contracts involve purchasing at a certain price on a certain date. It gives the right, but
not the obligation, to make an option or put option.

c. Hedging Against Interest Rate Risk

To avoid being affected by changes in interest rates, SMEs can lock in future interest costs
using interest rate futures contracts.



d. Budget Planning and Cash Flow Management:
Cash Flow Predictability:

They can make future cash flows more predictable by using futures. For example, they can
keep their costs under control with the guarantee of purchasing a certain raw material at a
certain price.

Issues That SMEs Should Pay Attention to in the Futures Market
Market Knowledge and Experience:

The futures market is complex and requires in-depth knowledge. SMEs must gain the
necessary knowledge and experience before operating in this market.

Risk management:

Futures are used to manage financial risks, however this market itself brings risks as well.
Therefore, SMEs should carefully plan their risk management strategies.

Professional Consulting:

Getting support from professional advisors in the futures market can help SMEs make more
informed and effective decisions.

e. What kind of transactions can SMEs carry out in the Futures Market?

SMEs can manage their financial risks by making various transactions in the futures market.
Here are some of these processes:

i. Hedging Against Foreign Exchange Risk:
SMEs that import and export:

An importing SME can hedge against exchange rate risk by using forward foreign exchange
contracts for future payments in foreign currency.

If the exporter is an SME, he can fix his future foreign currency income at a certain exchange
rate.

ii. Hedging Against Commodity Prices
iii. Raw Material Usage:

SMEs that use certain raw materials (e.g. wheat, cotton, oil) in their production processes may
use futures contracts to hedge against fluctuations in the prices of these raw materials.

9.4 Luxury and Necessity Concepts for SMEs and Their Place in Planning

Interpreting the concepts of luxury and necessity within the framework of financial literacy in
SME:s is of great importance for businesses to use their resources more effectively, keep costs
under control and ensure their long-term sustainability.



9.4.1 Concepts of Luxury and Need

9.4.1.1 Needs
Needs are goods and services that are essential for a business to continue its operations. This
covers the business's core operations, production processes and customer service.

a. Basic Expenses: Basic expenses such as rent, salaries, raw material costs, electricity, water.
b. Operational Equipment: Production machines, computers, software, tools, etc.

c. Legal and Regulatory Requirements: Mandatory payments such as taxes, insurance,
licenses and permits.

d. Marketing and Sales: Basic marketing and sales activities, customer relationship
management.

9.4.1.2 Luxuries

Luxuries are goods and services that are not essential for the survival of the business, but
increase the comfort or prestige of the business. These are generally expenses that are not
critical to the short-term success of the business but can add value in the long term.

a. Luxury Office Decoration: Modern furniture, works of art, expensive interior decoration.
b. High-End Vehicles: Luxury vehicles that are not required for business.
c. Luxury Events: High-cost seminars, conferences and social events.

d. High Cost Technological Tools: Latest technological devices that are not required for the
basic functions of the business.

9.4.2. Evaluation within the Framework of Financial Literacy

Financial literacy means that a business owner or manager knows how to manage their
financial resources and can make informed budgeting, investment and spending decisions.
Here is how the concepts of luxury and need should be evaluated in this context:

a. Budgeting and Spending Planning

Prioritizing Needs: Determine the basic needs of the business and allocate sufficient budget
for these needs. Ensuring that essential expenses are paid is critical for the business to survive
and continue its daily operations.

Reviewing Luxury Expenditures: Carefully evaluate the benefits of luxury expenditures to the
business. Analyze what kind of contributions these expenses will make to the business in the
short and long term.

b. Cost-Benefit Analysis

Return on Investment (ROI): Calculate the return on each expenditure. Requirements often
contribute directly to operational efficiency, so return on investments may be more significant.
Evaluating the return on luxury spending may be more complex, but the long-term strategic
benefits should be considered.



Alternative Solutions: Instead of luxury expenses, look for more cost-effective alternatives.
For example, functional and more economical solutions may be preferred instead of luxury
office furniture.

c. Cash Flow Management

Cash Flow Control: Consumer spending ensures that the cash flow of the business is stable
and predictable. These expenses can be planned and budgeted in advance.

Impact of Luxury Spending: Analyze how luxury spending will affect cash flow. Such
expenses can disrupt cash flow and put the financial health of the business at risk.

d. Risk management

Financial Flexibility: By keeping necessity expenses under control and minimizing luxury
expenses, a business can increase its financial flexibility. This makes you more resilient in the
face of unexpected financial difficulties.

Strategic Expenditures: Some luxury expenditures may be strategically necessary. For
example, high-tech investments to gain competitive advantage or certain marketing expenses
to increase brand prestige.

e. Long Term Planning

Sustainability: Balancing spending on needs and luxuries ensures the long-term sustainability
of the business. By avoiding unnecessary luxury expenses for the sake of short-term gains, the
future growth and development potential of the business is preserved.

Innovation and Growth: Luxury spending can spur innovation and growth. However, it is
necessary to carefully evaluate the opportunity costs of such expenses and the real value they
will provide to the business.

f. Conclusion

Correctly evaluating the concepts of luxury and necessity in SMEs within the framework of
financial literacy is vital to protect the financial health and sustainability of the business.
Correctly identifying and prioritizing needs ensures the basic operations and survival of the
business. Careful analysis and strategic direction of luxury spending can increase the
long-term growth and competitiveness of the business. This balanced approach helps SMEs
both cope with short-term challenges and thrive in the long term.



10. GLOBALIZATION, INTEGRATION AND SMEs

Globalization is the process of the world economy becoming more integrated, and it creates
significant and multifaceted effects on SMEs. These impacts emerge as both opportunities and
challenges.

10.1 Effects of Globalization on SMEs

a. New Market Opportunities
Globalization offers SMEs the opportunity to access new markets around the world.

Expanding Markets: SMEs can expand their customer base by expanding from the local
market to the international market. This is a huge opportunity for growth and revenue growth.

Digital Commerce: Thanks to e-commerce platforms and digital marketing tools, SMEs can
reach global markets more easily.

b. Increasing Competition
Globalization means more competition for SMEs.

International Competition: SMEs have to compete not only with local competitors but also
with international companies. This puts pressure on quality, price and innovation.

Standards and Regulations: Operating in international markets requires adapting to the
standards and regulations of different countries, which means additional costs and effort.

c. Resource and Technology Access
Globalization provides SMEs with greater access to resources and technology.

Advanced Technologies: Thanks to global supply chains and information networks, SMEs
have access to advanced production and information technologies.

More Cost-Effective Sources: The global market enables more cost-effective raw materials
and components to be sourced, which can reduce costs.

d. Supply chain management
Globalization leads to significant changes in SMEs' supply chain management.

Diversified Supply Chains: SMEs can diversify their supply sources and reduce supply risks
by using global supply chains.

Supply Chain Complexity: Global supply chains can involve longer and more complex
logistics processes. This can increase management and coordination challenges.

e. Comments in Terms of Trade and Supply Chain
In terms of trade

Export and Import Opportunities: Globalization increases the export opportunities of SMEs.
It also provides opportunities to source low-cost import products and components.



Trade Agreements: Free trade agreements and economic blocs can make it easier for SMEs to
trade internationally. However, it is also important to comply with the regulations imposed by
these agreements.

Exchange Rates and Economic Fluctuations: Global trade is affected by exchange rates and
international economic fluctuations. This can impact SMEs' cost and pricing strategies.

In Terms of Supply Chain

Logistics and Distribution: Global supply chains can increase efficiency in logistics and
distribution processes. However, the length and complexity of the supply chain can create
uncertainties in timing and costs.

Flexibility and Adaptation: SMEs must be able to quickly adapt to changes in global supply
chains. This requires finding alternative suppliers and developing flexible logistics solutions.

Risk Management: Global supply chains are vulnerable to external risks such as natural
disasters, political instability and trade wars. To manage these risks, it is important for SMEs
to develop strategic planning and risk management mechanisms.

In conclusion, while globalization offers great opportunities for SMEs, it also brings various
challenges and risks. SMEs must develop strategic planning, flexibility and innovative
approaches to make the most of the opportunities offered by global markets and overcome the
challenges they face. By understanding the impacts of globalization and adapting business
strategies accordingly, SMEs can succeed in international competition and achieve sustainable
growth.

10.2 Effects of the European Union Integration process on SMEs in new and old
member countries

The European Union (EU) integration process has had significant impacts on SMEs in both
new and old member countries. These effects manifest themselves in various areas, including
economic, commercial, legal and structural. Here is a detailed analysis of the effects of the
EU integration process on SMEs in new and old member countries:

10.2.1 Impacts on SMEs in New Member States
a. Market Access and Trading Opportunities

Expanding Markets: SMEs in new member countries gain access to the EU's large internal
market. This provides the opportunity to offer their products and services to a wider customer
base.

Free Trade: Being a member of the EU allows SMEs of new member countries to trade
duty-free and without tariff barriers. This reduces export and import costs.

b. Funding and Support Programs

EU Funds and Grants: SMEs in new member countries have access to various funding and
grant programs provided by the EU. These funds provide support in areas such as business
development, innovation, technology investments and training.



Regional Development: The EU provides significant financial support to new member states
with the aim of reducing regional inequalities. This encourages the development of SMEs.

c. Legal and Regulatory Compliance

Compliance with EU Standards: SMEs in new member countries must comply with the EU's
legal and regulatory standards. This may impose some initial costs and compliance
challenges, but in the long run it improves quality and competitiveness.

Institutional Development: EU membership contributes to the improvement of institutional
structures and the business environment in new member countries. This helps SMEs achieve a
more robust and sustainable business structure.

d. Increasing Competition

Increased Competition: SMEs in new member states are forced to compete with larger and
more experienced companies within the EU. This leads to increased competition and the need
for businesses to increase their efficiency.

Innovation and Adaptation: Increasing competition forces SMEs to be more innovative and
flexible. This causes businesses to make improvements in product development, marketing
and customer service.

10.2.2 Impacts on SMEs in Former Member States
a. New Market Opportunities

New Markets: SMEs in old member countries can benefit from new market opportunities
emerging in new member countries. This increases the potential to export its products and
services to new member countries.

Supply Chain and Collaboration: SMEs from old member countries can expand their supply
chains and gain cost advantages by establishing collaborations and partnerships with
businesses in new member countries.

b. Competitive Advantages and Innovation

Innovation and R&D: The EU's innovation and research and development programs help
SMEs in former member countries increase their innovation capacity. This increases their
competitiveness in global markets.

Technological Developments: SMEs in former member countries can modernize their
business processes and increase their efficiency by taking advantage of the EU's technological
development and digitalization programs.

¢. Funds and Support Programs

Continuous Support: SMEs in former member states continue to benefit from ongoing
funding and support programs provided by the EU. These supports ensure sustainable growth
and development of businesses.

Cooperation and Networking: The EU's various cooperation programs and networks enable
SMEs in former member states to carry out joint projects and share knowledge with
businesses in other EU countries.



d. Regulatory Environment and Compliance

Regulatory Stability: SMEs in former member states can conduct their business more safely
and predictably by benefiting from the EU's robust regulatory environment.

Quality Standards: Compliance with the EU's high quality and safety standards increases
customer satisfaction and loyalty by improving the product and service quality of SMEs in
former member countries.

10.2.3 General Results

The EU integration process presents significant opportunities and challenges for SMEs in
both new and old member countries. While SMEs in new member countries face expanding
markets, funding and support programs, increasing competition and regulatory compliance
processes, SMEs in old member countries face challenges such as new market opportunities,
innovation and R&D opportunities, continuous funding supports and regulatory stability. can
benefit from the advantages. To be successful in this process, SMEs need to improve their
strategic planning, flexibility, innovation and collaboration abilities.

This project has been funded with support from the European Commission under the
Erasmus+ Programme. This publication reflects the views only of the author, and the
Commission cannot be held responsible for any use which may be made of the

information contained therein.
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