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The aim of the chapter is to evaluate the corporate social responsibilities in the banking sector during
global financial crisis period. For this purpose, alternatives of corporate social responsibilities for
Turkish deposit banks are taken into the consideration. Within this framework, a set of criteria and
dimensions are defined by analyzing similar studies in the literature. Also, fuzzy DEMATEL approach
is used to weight these dimensions and criteria. On the other side, some alternatives for the corporate
social responsibilities is identified by supported literature. Moreover, fuzzy MOORA method is applied
to rank these alternatives. The findings show that the transparency is the most important factor in the
criterion set as. Another important conclusion is that environment has the best degree in the alternative
set. Thus, it is recommended that banks should be very transparent and mainly focus on environmental
issues especially in the crisis period to increase the image on the eyes of the consumers. Therefore, it
can be possible to increase the sales in this way.
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Yurdagiil Meral, Istanbul Medipol University, Turkey

In this chapter, the SWIFT, which is the financial communication system used by all financial institutions,
will be explained. Today, most of the countries and financial institutions take precautions to avoid
money-laundering and financial crimes. The SWIFT system will be examined in relation with financial
communication, compliance, money laundering, know your customer, and sanctions. Public became
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aware of the sanctions when HSBC has agreed to pay $1.92 billion dollars to state authorities in 2012
for transfering dollars illegally into US. Banks apply “Know Your Customer” procedures to avoid such
risks. In relation with sanctions, precautions of SWIFT system will be defined. SWIFT has started a new
application namely KYC Registry which enables to have necessary information about the customers in
international trade, through cross borders. The reasons why this applicatiion must be used, how risk will
be mitigated, by sharing information with maximum transparency and SWIFT’s new KYC application
will be defined.

Chapter 3
The Importance of Customer Loyalty With Corporate Governance in the Telecommunication
Sector: A Case of the TelecoOmMmUNICAtION SECLOT ........cecuieiieriieieeieeie ettt et 50
Hilal Celik, Beykent University, Turkey
Murat Giiler, Republic of Turkey Ministry of Transport, Maritime, and Communications,
Turkey

The telecommunication sector is a sector which is open for development. It is important to analyze the
strengths and weaknesses of organizations by using different strategic management techniques. The
purpose of this chapter is to emphasize the importance of customer loyalty and to bring forth the key
factors to create customer loyalty in communication sector and to understand the corporate actions of
organizations apply when creating loyalty. At the same time to test the factors that create loyalty from
the customers’ perspective, investigation of the strategies applied for loyalty and the effects of customer
loyalty programs. Therefore, the questionnaire study was made with 200 participants. T-test, anova,
correlation, and regression analyses were applied to the data. This survey has the purpose of determining
and investigating the dynamics and the factors that create customer loyalty in corporate governance. The
results show that customer protection is crucial for companies. The most important factor of customer
protection, which is loyalty, is shown to be linked with corporate actions.

Chapter 4
The Role of Effective Communication on Economic Development: The Effects of Political and
Economic Crisis on the Performance of Turkish Economy...........cccccoociniiniiiniiniiniccieeeee, 74
Hasan Dinger, Istanbul Medipol University, Turkey
Emrecan Araci, Istanbul Medipol University, Turkey

The process of financial liberalization draws attention as a process that took place after the 1980s and
led by the strong countries, in order to overcome the narrowing in the economies of the world countries
which have become polarized because of the Second World War and the Cold War period immediately
following the Second World War. In this chapter, firstly, the definition of the financial liberalization
period and the effects according to the countries are examined, while the risk and crisis issues are also
evaluated. Economic and political crises that have occurred in Turkey after the financial liberalization
process in ongoing part of the study also were assessed by considering the effects on the economy. In
this context, the economic and political crisis in Turkey are analyzed as to their effects on the country’s
economic performance. Accordingly, every 10 years, an economic and political crisis in Turkey took
place. The country’s economy is affected negatively in the macro-frame.
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Ipek Tamara Cetiner Oztiirk, Istanbul Medipol University, Turkey

As globalization becomes a necessity for organizations to continue their sustainability and existence in the
world, naturally their interdependencies to other economies also emerge. After the 2008 economic crisis,
TEMSA, a Turkish family-owned company operating in the transportation industry, decided to expand
its products and manufacturing plants to different regions. Egypt, for the time being, was geographically
a well strategic location for TEMSA’s long-term manufacturing plans. In 2011, when the Arab Spring
broke out, TEMSA found itself in the middle of chaos, challenged by external political and economic
decisions. This chapter focuses on the case study of TEMSA Global as they entered the Egyptian market
with a foreign direct investment and managing chaos between the years 2011-2012. An interview was
conducted with the management team on duty at the time to collect data. As a result, it was observed
that TEMSA potentially had a chance to continue its operations in the Egyptian market if the Arabian
Spring had not happened. Chaos is a potential enemy for FDIs as they seek stability.

Section 2

Chapter 6
Transparency in Financial Communication: Effect of Authentic Leadership........c.ccoccevvieieiiinnnne 110
Elif Baykal, Istanbul Medipol University, Turkey

Authentic leadership is considered a foundation of other positive leadership styles. In this leadership, the
leader is known for his openness and clarity. Authentic leaders are not hesitant in sharing information, and
they are accurate and clear in their communication manners. Moreover, they tend to give importance to
others’ ideas, and when necessary, they do not avoid revealing their own values, emotions, and thoughts.
They build integrity with their followers by creating an atmosphere congruent for open communication
that results in a realistic relational climate nourished by followers’ increased level of personal and social
identification. In this chapter, it is suggested that authenticity and tranperency of authentic leadership will
beimportant catalyzers for financial communication transperency. In this context, financial communication
refers to all kinds of financial messages conveyed from the organization to its stakeholders. And financial
communication transperency refers to the extent financial communication of an organization is open,
accurate, clear, satisfying, and relevant.

Chapter 7

The Role and Importance of Independent Audit and Annual Integrated Reports as Corporate

Tools in Communication With Stakeholders From the Investor Relations Perspectives: An

Examination Upon Turkish Banks .........cccoeiiiiiiiiiiiiieeeeeeeee e 127
Mustafa Tevfik Kartal, Borsa Istanbul, Turkey

Although there are globalization and digitalization trends affecting all companies, some things can never
be changed. Similarly, when speaking about investor relations, although there are new tools, annual
reports are the main communication tools with the stakeholders. One of the most important issues
with them is independent assurance and timely sharing with stakeholders. Also, there is a new trend
named as integrated report regarding annual reports. So, in this study, it is aimed at evaluating the role
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and importance of independent audit and annual integrated reports as corporate communication tools
from the point of view of investor relations. It is concluded that annual reports are still main corporate
communication tools with the stakeholders for companies although there are other instruments like web
site, social media and investor presentations. Integrated report trend is intensifying this role. Therefore,
independent audit has a substantially important role in providing assurance to stakeholders regarding
integrity of information in annual (integrated) reports.

Chapter 8
Determination of Factors Affecting the South East Asian Crisis of 1997 Probit-Logit Panel
Regression: The South East ASian CTiSIS ......ceouiiieiieiiiiieiieiieeie sttt st 148
Hakan Kalkavan, Istanbul Medipol Universty, Turkey
Irfan Ersin, Istanbul Medipol Universty, Turkey

The economic crisis is an important event that hurts societies. Communication between the market
and the authorities is an important factor in economic crisis situations. Because if the communication
is established in a healthy way, economic crises in the future may not be repeated. In this context, the
chapter deals with the economic crisis of 1997 in the Asian region as part of crisis communication. In
the study conducted with Logit method, data belonging to the period 1975-2006 were used. In addition,
the variables used frequently in the literature were considered as data set indicators. The results indicate
that economic growth, financial credit, and money supply are important indicators affecting the crisis.
Indeed, the emergence of the crisis with these variables reveals that there was a communication problem
in the Asian region. Considering this experience, it has been suggested that Asia and other countries
should care about the communication tools.

Chapter 9

Do Financial Investment Decisions Affect Economic Development? An Analysis on Mortgage

L0anS 10 TUTKEY ...ttt ettt st st s e st s aee s st 168
Serhat Yiiksel, Istanbul Medipol University, Turkey
Pinar Tugce Kavak, Istanbul Medipol University, Turkey

The purpose of this chapter is to determine whether mortgage loans have an influence on economic
growth in Turkey. In this context, as the variable of the mortgage, the ratio of the mortgage loans to the
total loans is taken into consideration. Also, the increase ratio in GDP is used as an economic growth
variable. In addition to this situation, quarterly data of these variables for the periods between 2005:1
and 2017:3 is examined. On the other hand, Engle-Granger cointegration analysis is considered in
this study in order to reach this objective. In the analysis process, firstly, the variables are subjected to
the ADF unit root test, and it is understood that both variables become stationary by taking first order
differences. It is identified that there is a long-term relationship between mortgage loans and economic
growth in Turkey. By considering these results, it is recommended to encourage mortgage loans in order
to increase economic growth.
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Chapter 10
Interpretation of the Value Relevance Indicator With(out) Dummies: Demeaning ........................... 192
Melik Ertugrul, Istinye University, Turkey

In the value relevance (VR) literature, the R2 figure of a regression is considered the VR indicator.
Furthermore, a financial reporting item is considered value relevant if its regression coefficient is
statistically significant. The variation across the variables of interest is named unobservable heterogeneity
(UH) which leads to biased estimators and generates incorrect inferences. The common approach of
eliminating UH is adding dummies into a regression. However, this method adds the explanatory power
of dummies to that of accounting items, and it eventually results in inflated R2 figures. Hence, R2 figures
become misleading with dummies since R2 figures do not purely explain the VR of accounting items.
This chapter suggests demeaning as an alternative methodology to deal with UH. Although demeaning
and adding dummies are the same methodology of mitigating UH, this chapter documents that adding
dummies inflates R2 figures while demeaning does not.

Section 3

Chapter 11
The Role of IMF-Turkey Relationship on Strategic Investment Decision ............ccecceeveeveeneenieeienne. 215
Secil Senel Uzunkaya, Istanbul Medipol University, Turkey

The International Money Fund was established as an intermediary to overcome the 1929 World
Economic Depression and economic destruction of World War II, balance payment problems, imbalance
of international monetary system, and shrinking international trade. However, the role of the IMF has
changed with the new developments in the world economy, and after 1980 with its applications called
“structural adjustment program,” IMF has increased its effectiveness, and it has become an important
authority on the crisis occurred with the globalization. In this chapter, the historical development of IMF
and Turkey’s relationship and its effects on the Turkish economy is discussed. The economic conditions
led Turkey to apply to the IMF and all of the agreements made between IMF and Turkey, and as a result
of those, the macroeconomic parameters of the Turkish economy are evaluated. The effects of the IMF
stability program on the Turkish economy, applied by Turkey as aresult of the agreements made with IMF,
are analyzed with VAR econometrical model. The effects of IMF loans on balance of payments, current
account deficits, economic growth, and inflation rates are analyzed. The macroeconomic parameters are
compared with t test to find out if there is any meaningful difference on those parameters between the
periods with agreements made with IMF and the periods without any agreements.

Chapter 12

Investment Decision Process in Oil Economy for Major Oil Exporting and Importing Countries .... 236
Hasan Kurtar, The Scientific and Technological Research Council of Turkey, Turkey
Ayhan Kapusuzoglu, Ankara Yildirim Beyazit University, Turkey
Nildag Basak Ceylan, Ankara Yildirim Beyazit University, Turkey

This chapter examines the economies of four major countries, which are Canada, Japan, Russia, and
the U.S., in which two of them are oil importers, Japan and Canada, and two of them are oil exporters,
Russia and the U.S. The effect of oil price changes differ owing to the country being an oil exporter or
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importer. Moreover, it should also be considered that the effect on economies of each country is different
as each of the countries has different economic and demographic characters specific to itself. Moreover,
it should also be considered in the process of investment analysis.

Chapter 13
The Use of Quantitative Methods in Investment Decisions: A Literature Review...............cccoe....... 256
Serkan Eti, Istanbul Medipol University, Turkey

Quantitative methods are mainly preferred in the literature. The main purpose of this chapter is to evaluate
the usage of quantitative methods in the subject of the investment decision. Within this framework, the
studies related to the investment decision in which quantitative methods are taken into consideration. As
for the quantitative methods, probit, logit, decision tree algorithms, artificial neural networks methods,
Monte Carlo simulation, and MARS approaches are taken into consideration. The findings show that
MARS methodology provides a more accurate results in comparison with other techniques. In addition to
this situation, it is also concluded that probit and logit methodologies were less preferred in comparison
with decision tree algorithms, artificial neural networks methods, and Monte Carlo simulation analysis,
especially in the last studies. Therefore, it is recommended that a new evaluation for investment analysis
can be performed with MARS method because it is understood that this approach provides better results.

Chapter 14

The Periods of Crisis in the Ownership of the Media of Large Enterprises in Turkey ...................... 276
Basak Gezmen, Istanbul Medipol University, Turkey
Ihsan Eken, Istanbul Medipol University, Turkey

Like every giant holding, large enterprises in the media may also face crisis in certain periods. This
chapter will evaluate Dogan-Group and its publications in the context of the media industry in Turkey
and will analyze the tax crisis the group in question experienced in 2009. In order to ensure an objective
perspective in the research, the authors chose to examine the publications of newspapers which are
thought to represent three different ideologies in Turkey. In this context, to ensure the objective approach
in this study the 42 news reports published between February 2009 and September 2009, newspapers
that are thought to have different viewpoints in Turkey, such as Sabah, Cumhuriyet, YeniSafak, and the
so-called “flagship” of the group, Hurriyet Newspapers, have been investigated using content analysis.
The time interval was chosen in accordance with the tax penalty. Content analysis method will be used
in this study, and in this context, how much space the newspapers allocated to the crisis, their ways of
handling the crisis, and the language they used when handling the crisis will be examined.

Chapter 15
Corporate Scandals and Systemic RiSK..........coccviiiiiriiiiniiecieceee ettt 316
Sinemis Zengin, TEB, Turkey

Corporate scandals are unpredictable misbehaviors of person/people that have engagement within corporate
ended by bankruptcy of corporate. In the global world, companies are related with each other, and one
bankruptcy triggers another company; moreover, it may cause a systemic risk depends on size of company
as occurred in 2008 economic crisis. Corporate scandals are unpredictable; however, experience from
history may guide regulators to avoid in the future by effective regulations. In this chapter, corporate
scandals will be studied carefully to classify subjects of scandals and their impact.
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Section 4

Chapter 16
A Comparative Analysis of Drivers of Secondary Market Liquidity in Financial Markets for
Investment Analysis: Evidence From Turkey ...........coocoiiiiiiiiiiiiiieeeeeee e 340
Hakki Karatas, Ministry of Treasury and Finance, Turkey
Nildag Basak Ceylan, Ankara Yildirim Beyazit University, Turkey
Ayhan Kapusuzoglu, Ankara Yildirim Beyazit University, Turkey

The purpose of this chapter is to examine the drivers of secondary bond market and stock market liquidity
for investment analysis after global financial crisis in Turkey. The literature in Turkey mainly focuses
only on the volatility of return for driving liquidity in both bond and stock markets. However, it is argued
that other types of volatilities including domestic and international volatilities have also a deteriorating
impact on secondary market liquidity in Turkey. In this context, it is empirically tested whether the
volatility and/or uncertainty that stem from the FED and ECB policies within the last 10 years had
a negative impact on liquidity both in government bond and stock markets. Moreover, the impact of
non-residents in bond and stock markets on secondary market liquidity is examined by including their
holdings in stock and bond market.

Chapter 17
A Review of the Literature on IFRS Adoption From the Perspective of the Value Relevance .......... 367
Melik Ertugrul, Istinye University, Turkey

International Financial Reporting Standards (IFRS)-based financial reporting has become widespread
all around the world especially after its mandatory adoption in the European Union in 2005. There are
several objectives of IFRS-based financial reporting, all of which depends on the idea of a single set of
high-quality standards as frequently highlighted by promoters of IFRS. This literature review depicts
a comprehensive picture of the archival research on the impact of IFRS-based reporting on capital
markets from the perspective of the value relevance (VR) concept. First, the VR concept, as well as
models employed to measure the VR, are described. Afterwards, selected studies of the archival research
are grouped, summarized, and discussed. Finally, archival research is methodologically analyzed by
considering different dimensions. All in all, this literature review provides information on IFRS adoption
from the perspective of the VR.

Chapter 18
Strategic Management of Finance and Role of Documentary Credit..........cccceevviveriieencieecieneieeenenn 395
Yurdagiil Meral, Istanbul Medipol University, Turkey

Financing is one of the most important aspects of trade. International trade, although seemingly not
different from local trade, differs from local trade because shipment/delivery takes longer, and different
documentation and legislation is due to different countries involved in international trade. Financing
also differs compared to local trade, and there are some specific methods used in international trade like
documentary credit, although there is no limitation for documentary credits to be used in local trade.
Documentary credit is a well-known method generally used in international trade. This chapter aims
to define the role of documentary credits in international trade finance. In this chapter along with other
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finance methods, documentary credits, types, process will be explained. It is aimed to help importers
and exporters how to mitigate the potential risks by using documentary credit. Furthermore, which type
of documentary credit is to be used depending on the situation is clarified.

Chapter 19
Quality in Labor Market and Labor Relations as a Strategical Administration Aim.............ccccucen.ee. 417
Mehmet Saim Asct, Istanbul Medipol University, Turkey

Nowadays, quality has become a concept not only used to evaluate the economic life but is also used to
assess social and corporate life. The need to adapt to qualitative changes in product and service markets
affects workforce market as much as quantitative changes. Workforce market is under quantitative effect
of workforce cost reduction pressure, which trivializes workforce in respect to funds, and qualitative
effect of the pressure to increase workforce quality, which increases related to creating innovations and
innovative thinking. In this context, it is known that the flexibility in payment and hour of work to increase
participation in workforce market and workforce productivity causes problems like wages inequality and
discrimination. Demands for increasing product and production process quality causes changes both in
the area of individual and collective work relations, and role of the government. It is observed all the
applications toward increasing quality of product and production process do not affect work-life quality
similarly so that it is vital to have a strategic management.

Chapter 20
Corporate Scandals Involving Social Media: Cases From Turkey ..........ccccceeveevenniniinicnicniceenee, 442
Aysen Akyiiz, Istanbul Medipol University, Turkey

The importance of public relations and crisis communication is undeniable for companies. In a corporate
scandal or crisis situation, the right messages have to be conveyed to the relevant audiences including
shareholders at the right time and in the right way. Today, social media is one of the most popular tools
of crisis communication. Including Turkey, the number of social media users all over the world is quite
high and continues to increase every day. In recent years, we observe that companies use social media
as an effective communication tool during their crisis periods. The aim of this chapter is to make an in-
depth review of the literature on crisis management and the use of social media and to reveal the position
of social media in communication efforts carried out during the company crises through various cases
that took place in Turkey.

Compilation of RefErencCes .................ooviiiiiiiiiiiiiiiiiieieeeeeee ettt ettt et seeseenee s 457
ADbout the COntIIDULOTS ............oociiiiiiieiee et st e et e st e sebessaesaaessnesane e 534
IIAE@X ...ttt ettt ettt e st e et e e bt e e hb e e s abe e sabe e et e e ebeeebeeeaaas 538
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xviii

Foreword

I have been making researches related to finance and macroeconomics for many different years. In this
process, I get an opportunity to evaluate many different studies in these topics. Most of these studies had
a focus on financial and macroeconomic issues by considering many different aspects. In this context,
financial crises, financial performance management, cost minimization and financial analysis. This
situation gives an information that there is need for a new study which evaluates financial issues with
a different aspect.

This book certainly satisfies this need of the literature due to many different reasons. First of all, it
focuses on financial subjects by considering different topics, such as communication, corporate social
responsibilities and corporate scandals. Therefore, it is obvious that this book can provide different
perspectives to the field of finance. Another important advantage of this book is that many different
qualified researchers have contributed to this book. These people have lots of different studies in their
subjects. Hence, this situation has a contributing effect on the quality of this book.

While considering the aspects emphasized above, it is believed that this book has a significant con-
tribution to the literature. In other words, many different academicians in various subjects can find an
important point which improve their studies. On the other hand, the results and recommendations of this
book can also provide significant perspectives to the top managers in this area. With the help of these
issues, they can develop many different strategies in order to improve their companies.

I would like to firstly congratulate the editors Prof. Hasan Dinger and Prof. Serhat Yiiksel for creating
a book of this quality. In addition, I would also like to congratulate all chapter authors who contributed
to the formation of the book. I hope that the readers of this book both enjoy and benefit from this book.

Imre Sabahat Ersoy
Marmara University, Turkey
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Xix

Preface

Especially after the globalization, there was an increase in the risks for the financial market. This situation
has many different negative effects on the performance of the companies. In addition to this situation,
globalization also caused to high competition which caused bankruptcy for lots of different companies.
Therefore, it is understood that companies should take necessary actions and develop appropriate strate-
gies in order to survive in such a competitive environment.

Providing effective communication with different shareholders is a significant way for this purpose.
Financial communication refers to the news, reports and information which the companies aim to share
with their shareholders. In some circumstance, the companies have to share this information with the
public according to the laws and regulations. In addition to this aspect, in some conditions, the companies
prefer to share these items although they do not have to. The main reason behind this situation is that
while sharing these items with the shareholders, the companies can increase their transparency. Owing
to this issue, investors can trust these companies and opt for making investment.

Financial communication is so significant concept that there is a department in most of the companies
for this purpose which can be named as “public relations” or “investor relations”. The personnel in these
departments aim to retain close relationship with the existing investors. In addition to this condition,
working up a connection with the potential customers in the market is also an important purpose of these
people. While providing transparency, they target to increase the image of the companies in a positive
manner on the eyes of the public. Because of this issue, it can be possible to attract the attention of the
customers and the investors.

The main purpose of this book is to define the significance of financial communication in competi-
tive environment. While making analysis for different concepts related to the financial communication,
such as investor relationship, audit, effective financial reporting, it can be possible to make qualified
recommendations for the companies to increase their competitive power. Therefore, it can be said that
this project makes a significant contribution to the literature by focusing on an important topic for the
companies.

Target Audience and potential users of this book are defined below.

Researchers

Academicians

Policy Makers

Government Officials

Upright Students in the concerned fields
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e  Members of Chambers of Commerce and Industry
e  Top managers of the companies

This book consists of four different sections. In Section 1, there are four different chapters. In Chapter
1, it is aimed to evaluate the corporate social responsibilities in the banking sector during global finan-
cial crisis period. In this context, Turkish banking sector is taken into consideration. Additionally, fuzzy
DEMATEL and fuzzy MOORA approaches are used so as to reach this objective. Chapter 2 explains
SWIFT which is a financial communication system is used by all financial institutions. In this framework,
the reasons why this application must be used, how risk will be mitigated, by sharing information with
maximum transparency and SWIFT’s new KYC application will be defined.

Chapter 3 examines the importance of customer loyalty with corporate governance in telecommuni-
cation sector. Therefore, the questionnaire study was made with 200 participants. Also, t- test, ANOVA,
correlation and regression analyses applied to the data. On the other side, Chapter 4 focused on the role
of effective communication on economic development. In this framework, Turkish economy is taken into
consideration. In this study, the definition of the financial liberalization period and the effects accord-
ing to the countries are examined, while the risk and crisis issues are also evaluated. Similarly, Chapter
5 evaluates the role of financial communication under the chaos environment. In order to achieve this
objective, an analysis is made for TEMSA company.

In addition to these chapters, Section 2 also includes five different chapters. Within this framework,
Chapter 6 underlines the importance of transparency in financial communication. In this study, it is sug-
gested that authenticity and transparency of authentic leadership will be important catalyzers for financial
communication transparency. Moreover, Chapter 7 evaluates the role and importance of independent
audit and annual integrated reports as corporate tools in communication with stakeholders from IR per-
spectives. It is aimed at evaluating the role and importance of independent audit and annual integrated
reports as corporate communication tools from the point of view of investor relations.

Chapter 8 examines the role of communication during financial crisis. In this context, South East
Asian Crisis of 1997 is taken into consideration. In the analysis process, panel logit method is used for
annual data between 1975 and 2006. Chapter 9 aims to understand the effects of financial investment
decisions on the economic development. In order to reach this purpose, Engle-Granger cointegration
analysis is considered. Additionally, Chapter 10 suggests demeaning as an alternative methodology to
deal with unobservable heterogeneity in financial reporting system.

Parallel to the previous sections, there are also five different chapters in Section 3. Chapter 11 ex-
amines the role of IMF-Turkey relationship on strategic investment decision. In this study, the historical
development of IMF and Turkey relationship and its effects on Turkish economy is discussed. Chapter
12 aims to examine the economies of four major countries which are Canada, Japan, Russia and the
U.S. in which two of them are oil importer, Japan and Canada and two of them are oil exporter, Russia
and the U.S.

Chapter 13 makes a literature review for the use of quantitative methods in investment decisions.
In this framework, different methodologies are taken into consideration, such as probit, logit, MARS.
Chapter 14 explains the periods of crisis in the ownership of the media of large enterprises in Turkey.
Dogan-Group and its publications in the context of the media industry in Turkey is analyzed in this
study. Chapter 15 concentrates on the corporate scandals and systemic risk. Within this scope, corporate
scandals are studied carefully to classify subjects of scandals and their impact.

XX
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Section 4 also has five different chapter in this subject. Chapter 16 makes a comparative analysis of
drivers of secondary market liquidity in financial markets for investment analysis. Within this context,
the purpose of this study is to examine the drivers of secondary bond market and stock market liquid-
ity for investment analysis after global financial crisis in Turkey. Chapter 17 includes a review of the
literature on IFRS adoption from the perspective of the value relevance.

Furthermore, Chapter 18 aims to define the role of documentary credits in international trade finance.
In this paper along with other finance methods, documentary credits, types, process will be explained.
Chapter 19 evaluates the quality in labor market and labor relations. Finally, Chapter 20 aims to make
an in-depth review of the literature on crisis management and the use of social media and to reveal the
position of social media in communication efforts carried out during the company crises through vari-
ous cases that took place in Turkey.

Some of the books related to the financial communication show that financial communication is a
very popular topic in the literature so that it attracted the attention of many different researchers and
publishers. Despite this situation, while analyzing the details of these books, it can be seen that all
of these studies mainly focus on the concept of investor relation regarding financial communication.
However, it is obvious that effective financial management can be provided by increasing the quality
in audit, internal control, corporate governance, transparency as well. The main difference of this book
is to consider these aspects in addition to the investor relations. Therefore, it is believed that this book
makes an important contribution to the literature and attracts the attentions of industry experts.

XXi
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ABSTRACT

The aim of the chapter is to evaluate the corporate social responsibilities in the banking sector during
global financial crisis period. For this purpose, alternatives of corporate social responsibilities for
Turkish deposit banks are taken into the consideration. Within this framework, a set of criteria and
dimensions are defined by analyzing similar studies in the literature. Also, fuzzy DEMATEL approach
is used to weight these dimensions and criteria. On the other side, some alternatives for the corporate
social responsibilities is identified by supported literature. Moreover, fuzzy MOORA method is applied
to rank these alternatives. The findings show that the transparency is the most important factor in the
criterion set as. Another important conclusion is that environment has the best degree in the alternative
set. Thus, it is recommended that banks should be very transparent and mainly focus on environmental
issues especially in the crisis period to increase the image on the eyes of the consumers. Therefore, it
can be possible to increase the sales in this way.
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Assessing Corporate Social Responsibilities in the Banking Sector

INTRODUCTION

Volatility in the market increased very much especially after the globalization. Because globalization
eliminates the barriers with respect to the financial issues between the countries, most of the countries
make international trade regarding American dollar. Therefore, any increase in this currency has a
negative effect on the economies. In other words, countries are subject to the currency risk due to the
globalization (Zengin & Yiiksel, 2016a,b). Additionally, sudden increase or decrease in interest rates can
also affect the economies negatively. If these risks cannot be managed effectively, it may cause financial
crisis (Yiiksel & Zengin, 2016a,b,c; Dincer, Hacioglu & Yiiksel, 2018a,b).

Financial crisis has a very destructive effect for many different parties (Yiiksel, 2016a,b,c). A lot of
companies went bankrupt and millions of people became unemployed (Yiiksel and Adali, 2017). In the
last years, many different financial crises were occurred (Oktar & Yiiksel, 2015a,b). Some of these crises
occurred only in one country. In spite of this situation, it was also seen that some crises also affected
other countries as well (Yiiksel, Zengin & Kartal, 2016a,b). In this circumstance, 1994 Turkey crisis had
negative effects on this country whereas 1998 South Asian crisis had a negative influence on 5 different
countries (Dincer, Yiiksel, Pinarbas1 & Cetiner, 2019). In addition to them, there are also some global
crises which affected a lot of different countries at the same time, such as 1929 Great Depression and
2008 Global Mortgage Crisis (Dinger, Yiiksel & Senel, 2018; Tunay et al., 2019).

Banks are one of the most significant institutions during financial crises due to some different as-
pects (Dincer & Yiiksel, 2018a; Yiiksel & Ozsarl, 2016; Yiiksel et al., 2018). The main reason behind
this situation is that banks have a very significant role for the economies (Ytiiksel, Dinger & Hacioglu,
2015). If banks have problems, this issue has a very destructive effects to the economies of the countries
because banks provide financial funds for the investment of the companies (Dinger, Yiiksel & Martinez,
2019). In other words, when financial crises affect the performance of the banks negatively, it can also
affect macroeconomic conditions of the countries in a very negative manner (Dinger, Yiiksel, Adali1 &
Aydin, 2019; Oktar & Yiiksel, 2016).

In the crisis period, banks have to take some actions in order to minimize the negative effects of the
financial crises. Within this framework, it is understood that focusing of corporate social responsibilities
and using effective communication channels are very significant in order to minimize the harmful effects
of the crisis (Yiiksel, 2017a,b,c; Yiiksel, Eroglu & Ozsari, 2016). While making these kinds of activities,
it can be possible to increase the trust of the people and countries for the banks (Yiiksel, Mukhtarov &
Mammadov, 2016; Yiiksel and Zengin, 2017). Hence, this situation can be very helpful for the banks
in the financial crisis period (Dinger, Yiiksel, Eti & Tula, 2019; Yiiksel, Candz & Ozsart, 2017). Thus,
it can also be an opportunity to prevent negative issues of the financial crises for the economies of the
countries.

In this study, it is aimed to evaluate the corporate social responsibilities in the banking sector during
global financial crisis period. In this circumstance, alternatives of corporate social responsibilities for
Turkish deposit banks are examined. In this scope, a set of criteria are selected with the help of similar
studies in the literature. Fuzzy DEMATEL approach is taken into consideration to measure the signifi-
cance of these criteria. In addition, fuzzy MOORA method is applied to rank the alternatives regard-
ing corporate social responsibilities. According to the analysis results, it can be possible to give some
recommendations for banking sector about the strategic communication priorities with the best tools of
corporate social responsibilities in the crisis period. Therefore, it is believed that this study makes an
important contribution to the literature by analyzing a significant subject with an original methodology.

2
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LITERATURE REVIEW

Communication for Financial Crisis has several contexts in previous studies. It is useful to examine dif-
ferent contexts for this subject to improve understanding of conceptual knowledge. Thus, selected studies
included in Table 1 with subject, scope, methodology and conclusion information.

Table 1 contains different studies /contexts related to communication and crisis including; new tech-
nologies and their affects, new formats for reporting (XBLR), investor relationships, central bank com-
munications, advertising campaigns and the effect of financial crisis. First theme about crisis literature
refers to technological advancements and their affects to communication concept. As the advancements
affect companies’ micro and macro scales, companies have new problems regarding to communication
concept. What strategy companies must follow? Which media channels must they use to catch digital
media trends? How the message must be changed regarding to new media? These are some of questions
rising from technological advancements. Degl’ Innocenti, Grant, Sevi¢ and Tzeremes (2018), Ozili (2018),
Diaz-Rainey, Ibikunle and Mention (2015).

Second theme includes the technical aspect of technological advancements. XBLR technology is
subject of many studies including; Felo, Kim and Lim (2018), Seele (2016), Alles and Debreceny (2012).
Third theme related to crisis literature investor relationships. As the technology and communication
strategies change, investor-company relationships are no longer same. So new questions rise regarding
to this bilaterial relation. Which channels can be added to this relationship? Must frequency or com-
munication format be changed regarding to new age/conditions? Do new investors need transparency
or opacity? These are questions rising from third theme. Chen and Lo (2018), Racca, Casarin, Dondio
and Squazzoni (2018), Shahzad, Pouw, Rubbaniy and El-Temtamy (2018), Merton and Thakor (2018),
Chiu, Chung, Ho and Wu (2018).

Fourth theme related to crisis communication refers to macro dimension of communication for
financial context. This macro state refers to central banks for financial context. Central banks, major
players of financial markets are important research area for this subject. Horvath, and JonaSova (2015),
Neuenkirch (2013), Blinder, Ehrmann, Fratzscher, De Haan and Jansen (2008). Last theme related to
this concept refers to advertising and public relation function of companies as the consumers and their
demands change. Which message must they transfer to consumers? Which coping strategy or public
relation approach must be followed by company? What must be the communication tones for new me-
dia? These are last questions regarding to this theme. Enwereuzor (2017), loannou, Boukas and Skoufari
(2014), Martin-Oliver and Salas-Fumas (2008).

METHODOLOGY
Fuzzy DEMATEL

The first letters of “The Decision Making Trial and Evaluation Laboratory” give information about DE-
MATEL (Dinger & Yiiksel, 2018b,c). Mainly, this approach aims to make decision when environment
is complex (Dinger, Yiiksel & Cetiner, 2019). In this approach, different criteria can be weighted based
on their importance (Dinger, Yiiksel & Pinarbagi, 2019). On the other side, interdependencies between
these factors can be calculated by using DEMATEL method (Yiiksel, Dinger & Emir, 2017; Dinger et
al., 2019). In the first step of the analysis process, the purpose is identified. Secondly, the fuzzy linguistic
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Table 1. Selected studies for brand communication
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Author Subject Scope Methodology Conclusion
Digital Channels It is found that Digital channels are used for public relations in strategic
Karsak et al. . . In-depth . . . . N
in Strategic Turkey . communication. But using digital channels is not primarily preferred as the
(2018) . Interview . .
Communication tendency to use it depends on target audience and strategy of brand.
Stratesic “Penny Bank”
e Advertising - The advertising campaign about penny bank is examined in this study. The
Ozdemir (2018) Communication and Campaign Qualitative study approved transferring of saving message through penny bank advertising
Advertisements of Is of Tiirkive I Text Analysis campaien
Bankasi (1928-1932) vels pagn:
Bankas1
Financial crisis history is examined in this study with effects on corporate crisis
Jin et al. (2018) Corporate Crisis Financial Interview communication. Following interviews with thirty-eight CCOs financial crisis
: Communication Corporates attribute is suggested and, clarity and accessibility are found top priorities for both
internal and external stakeholders communication.
The study inspects the effect of European Central Bank’s Governing Council
Gertler and Central Bank European Rearession intermeeting communication on financial market with employing high frequency
Horvath (2018) Communication Central Bank € data from 2008 to 2014. Public statements related to interest rates and stock market
have little effect or no impact on exchange rates.
Panel The effect of communication technology and financial development on developing
. . . economies of OPEC. The study uses panel-GMM type of growth model with data
Sepehrdoust ICT and Financial Generalized . e .
OPEC range from 2002 to 2015 and concludes that one percent increment in financial
(2018) Development Method of . R . N
development and ICT variables causes increasing of economic growth by .048 and
Moment
0.50 percent.
Blankespoor Communication . . Communication process and investor response are examined in this conceptual
Process and Investor Social Media Conceptual . . .
(2018) study with social media concept.
Response
Countrics Author examines bank-fund performance and willingness to communicate
Marchesi (2018) Ban}(— Fund related to IME OLS concepl§ together in lAhIS study, while bank—fum? Qmu}taneou} loan and recipient
Performance country’s growth variables are employed. Empirical foundation to encourage more
and World Bank X . . S . .
information sharing between institutions is provided.
. Frame Different frames related to two German banks’ press releases are identified and
Strauf3 and German Banking . . . e s R
. L Two German Analysis and negative correlations for specific frames’ presence on media and press releases are
Vliegenthart Crisis and . . . .
L Banks Time Series found. Therefore, the study argues that two German banks failed to communicate
(2017) Communication A " N . . R
Analysis frames to German financial media for period the study examined.
Doan and McKie . Previous Literature Thls study aims to research de_velopmem otf investor relaFlons W}lh studies in
Investor Relations . . literature. It is concluded that investor relations and public relations have limited
(2017) Literature Review . . .
interactions with each other.
Japanese The effect of global financial crisis and Great East Japan earthquake on cost of
Besstremyannaya | Costs of Japanese B:’nkin Quantile Japanese banks is focus of the study. Study concludes that impacts of profitability,
(2017) Banks & Regression non-performing loans and non-traditional activities related to two crisis are
Industry s S
different for high-cost and low-cost banks.
Coombs and Global Crisis Previous Literature F}lobal crisis management lO'pl‘C is examined with lltgrz}lure review melhodolog){
. . in terms of three stages of crisis management; pre-crisis, the crisis and post-crisis.
Laufer (2017) Management Literature Review
Future research areas are also suggested.
Authors examine 15650 Facebook and Twitter messages and conclude that
17 Large Australian organizations do not know potential of social media for crisis
Roshan et al. - - ? Content L L . . .
2016) Crisis Communication | Australian Analysis communication, when they respond crisis with social media. This study also
Organizations suggests six crisis response positions regarding to usage of social media for crisis
communication.
Kahveci and Monetary Pol}ce FED, ECB and Content Tone in monetary pohceAsta‘tements areAfocus.of this study which examines tones
Odabas (2016) Statements of Central CBRT Analysis in terms of certainty, optimism and reality. It is concluded that optimistic tone of
$ Banks Y FED decreased, while certainty tone increased in period study examined.
Aslan and Giiz ) Previous Conceptual This conceptual st}ldy emphaSIzesl on Brand 2.0 cqncept re(gardlr‘lg to Wel? 2'0.
Brand 2.0 Strategies . concept. Changes in brand strategies related to social media are included in this
(2015) Literature Paper
study.
.. Semio- Visual methapors in banking advertising is examined in this study with cognitive,
. L. Advertising . . X . . . .
Bargenda (2015) Banking Advertising Campaiens narrative affective and persuasive roles of them. Conclusions regarding to identity construct
paig Analysis and collective sense-making are included.
continued on following page
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Table 1. Continued

of Two Banks

Author Subject Scope Methodology Conclusion
Kara and Mobile This study examines consumers attitude towards mobile marketing and mobile
Hacihasanoglu Mobile Marketing Survey advertising with 400 participant survey. Negative attitude towards mobile
Consumers .. . . . .
(2015) advertising and differences regarding to demographic attributes are found.
The role of public relations on financial performance and public relations
Ozen and Kiling Public Relations and Corporate SEM and perception of companies are subject of this study. Popularity of business is affected
(2015) Financial Performance | Managers ANOVA positively by attaching importance to PR and financial performance is affected
positively by PR.
Comporative L . . . ST . R
. The effect of communication policy on financial stability is examined in this study
Tomuleasa (2015) Central B,ank, Four Central Analys'ls and which includes four central banks; BOJ, ECB, FED and NBR. Changes related to
Communication Banks Financial S e
X communication policies are concluded.
Modelling
They survey 550 financial market participants and study perception of central bank
Hayo and Financial communication and evaluation of central bank’s credibility, unorthodox measures
R Central Bank . . Lo o
Neuenkirch S Market Survey and independence. Perception of central bank communication is found positively
Communication .. P . . . .
(2015) Participants related to central bank credibility evaluation, satisfaction with unorthodox
measures and perceive level of central bank independence.
Masiukiewicz and Crisis Marketing Customers Survey They study crisis marketing v_vnh survey repgate(% in 2.008,'2010 and 2013. They
Howzan (2015) suggest banks to have marketing strategies for crisis situations.
Audio Corpus 77 helpdesk calls including 104 client questions are examined in this study in
Nell et al. (2015) Client Communication | Helpdesk Calls -Orpus context of financial communication. Authors conclude that helpdesk calls are not
Categorization . . . . P
used for financial advice, they are used for direct inquiries and problems.
Cohen et al. Icin(:?:zgfi[fl?u?i?f Audit Reports Review Communication and security challenges, relevant research issues regarding to
(2014) Repfcgarls ports independent assurance of financial statements in XBRL format is discussed.
Austin et al. .. Crisis . Definition of organizational crisis recovery is examined in this study with
Crisis Recovery - Interview . . . N L .
(2014) Communicatiors interviews. Conclusions about effective recovery communication are included.
. Information included in websites of companies listed in BIST are studied with
. . . . Websites of . . .
Kogyigit and Financial Public . Content content analysis methodology which employs eleven topics. Study concludes
. Companies . . . 4 . T
Salur (2014) Relations listed in BIST Analysis that the importance of financial public relations is not understood completely by
i companies.
Financial performance of companies in BIST are compared regarding to having
P - . . Lo Mann- . . . L R
Ozmen and Villi Social Media and Companies in Whitney U social media activity or not. Some performance indicators are found significantly
(2014) Financial Performance | BIST Test Y different. Authors comment that company size can be factor for social media
usage.
- Financial Previous . This study examines financial communication as a new communication field and
Gokgoz (2013) L . Review R .
Communication Studies conceptual background is discussed with several sources.
Financial Reporting . A . . . .
. Previous Conceptual The effect of new communication and technological changes on financial reporting
Esendemir (2012) | System — XBLR . X . o .
Format Studies Paper systems is examined in this study with XBLR format context.
Babii Tosun | Financial Publie | Previous Review elations soncep. Communteaion pans for iTrent gt goupe e suggescd
(2012) Relations Studies R p plans set groups sugges
in this study.
Karademirlidag . . Websites of Content Study examines two concepts; public relations and financial public relations. Study
and Yilmaz Financial PR . . . o L o . . .
(2010) Companies Analysis finds that only 2% of companies have distinction of two concepts in their websites.
. The importance of investor relationships is emphasized in this study, as it has a
Temizel and . . . . . . .
Investor Relationships | Conceptual Review connector role between companies and financial markets. Study also emphasizes
Coskun (2010) X . A . . .
the role of financial communication for investor relationships.
Websites of companies listed in IMKB are examined in this study with content
Temizel et al. . . . Content analysis methodology, regarding to investor relationships elements. Methodology
(2010) Investor Relationships | Websites Analysis includes 49 items for five categories and each item is considered as 1 point. It was
found that most of companies are weak in terms of elements.
. . Author examines media industry with advertising incomes in terms of 2001 crisis
Adpvertising Incomes Media . . Lo . S
Bulunmaz (2010) . . Descriptive in Turkey. Decrease of advertising income is detected and normalization took four
and 2001 Crisis Corporations years
Advertisements Advertisements of two banks are examined in this study regarding to corporate
Meral (2008) Corporate Advertising Review advertising concept. Corporate advertising is emphasized for service industry as

the industry has intangible nature.
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scale is defined based on five different evaluations (no, low, medium, high, very high. The third step
includes the evaluation of decision makes. In this framework, fuzzy matrix is created with the help of
the equations (1) and (2).

= ~1 72 up
;_Zele.aZ 1

Z=|: . )

X=|: " (3)
nl er
_ Z (1 m. U
X —_U|u 4 U 4)
Y rlr’r

r=max,__, [Euu] 3)

j=i

The fifth step includes the calculation of the total relation fuzzy matrix as in the equations (6)-(11).

- tu tm

T=|: " (6)
tnl T tnn

f = (i) o

-1
=X, x(1- X)) ®)
-1
mL/j/ = Xm X (1 B Xm) (9)
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W =X, x(1-X,) (10)
0 lllﬂ 0 mll'/l 0 1,”

X=[: oihx = i lx = o (11)
v 0 m! 0 o, 0

= — \def — — \def
In the last step, the values of (Dl. + R,l.) and (Di — R() are calculated. Within this scope, equation
(12) is obtained.

4 def 7 def
by,
Tl —| 1. (12)
7 def 7 def
tnl o tnn
Fuzzy MOORA

The term “Multi-Objective Optimization on the basis of Ratio Analysis” identifies MOORA (Dinger,
Hacioglu & Yiiksel, 2017a,b). It is a popular type of multicriteria decision-making model which aims
to rank different alternatives (Dinger, Hacioglu & Yiiksel, 2016a,b,c; Dingcer & Hacioglu, 2013). The
main benefit of MOORA approach in comparison with similar methods, such as TOPSIS and VIKOR
is that it also considers negative factors (Yiiksel, Dincer & Meral, 2019; Dinger, Yiiksel & Bozaykut-
Buk, 2018). In the first phase of this method, fuzzy decision matrix is constructed as in the equation
(13) (Dinger & Gorener, 2011; Dinger, 2015a,b).

1 m n l m n
(Xn’Xn ’Xu ) (X1n7X1n ’Xln )

X = : K : "
(X lX mox ”) (X IX " ann)

ml? " ml 77" ml mn " "mn

Additionally, the second step includes the normalization of this matrix. In this process, equations
(14)-(16) are considered.

X'
T'.l. = Y (14)
’ " 12 m\2 n\2
\/Zjl(XU) +(XU ) +(XU- )
X"
r’ = i "
’ " 1\2 m\2 n\2
\/Z,;‘l(Xii ) + (Xij ) + (XZ,], )
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X“'H,
= y (16)
\/Z . (X_,’)2 +(X Y+ (XY
j=1 Y K v
In the third step, alternatives are weighted based on the equations (17)-(19).
r l
v; =W, (a7)
v;."’ = I/I/'jnj"" (18)
=W, 9

After that, the ratings of beneficial and non-beneficial factors are identified with the help of equa-
tions (20)-(25).

+ ~. 1
S =3, (20)
Jj=1
+m __ : m
5=, 1)
j=1
+n __ n
S =", (22)
j=1
- _ l
S =", (23)
j=1
S=) " (24)
=
Si*’n — ,Uij!L (25)
j=1

The fifth step is related to the calculation of the overall performance index (Si) as in the equation (26).
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(505 )=k

In the final step, alternatives are ranked according to the weighted results.

(5= (s =) (5 -5 26)

i i i

AN APPLICATION ON TURKISH BANKING SECTOR
Criteria and Alternatives

In the analysis process, first of all, criteria are defined in order to evaluate the corporate social responsi-
bilities of the banks. For this purpose, similar studies in the literature are analyzed and the four different
criteria are selected. Table 2 gives information about the details of these criteria.

In addition to these criteria, four different alternatives are also defined for this purpose. The details
of these alternatives are demonstrated on Table 3.

Table 2. List of criteria

Proposed Criteria References

‘Waddock (2017); Schrempf-Stirling et al. (2016); Singh anc[ ‘Kaur (2016); Strauss (2017); Joseph et
al. (2016); Watts (2015); Dinger, Yiiksel and Adal1 (2018); Ozbay et al. (2011)

Ruggie (2017); Vallaster (2017); Deng__and Xu (2017); Yang et al. (2018); Grayson and Hodges
(2017); Cha et al. (2016); Yiiksel and Ozsar1 (2017a,b,c); Emir et al. (2012); Dinger et al. (2011)

Brunton et al. (2017); Spence et al. (2018); McQueen et al. (2017); Hung-Baesecke et al. (2016);
Grigore et al. (2018); Arato et al. (2016); Tunay and Yiiksel (2017)

Brejning (2016); Grayson and Hodges (2017); Husted (2015); Wu et al. (2015); Shamir (2017); Ait
Sidhoum and Serra (2018); Emir et al. (2016); Dinger et al. (2016)

Transparency

Speed

Face-to-face Communication

Appropriateness to the Purpose

Table 3. List of alternatives

Proposed Alternatives References

Arlikatti et al. (2019); Seté-Pamies and Papaoikonomou (2016); Asrar-ul-Haq et al. (2017); Branco and

Education Delgado (2016); Chan et al. (2018); Elobeid et al. (2016); Jamali and Karam (2018); Dinger (2018)

Peloza and Montford (2015); Font et al. (2016); Droppert and Bennett (2015); Herrick (2016); Moussu and

Health Ohana (2016); Dias et al. (2016); Grayson and Hodges (2017); Sen et al. (2016)

Environment Searcy et al. (2016); Kolk, A. (2016); Ni, A., & Van Wart, M. (2015); Bai, X., & Chang, J. (2015); Wei et al.
(2017); Xie et al. (2017); Boesso et al. (2015); Huda et al. (2018); Dinger and Hacioglu (2014)

Art Xia et al. (2018); Lund-Thomsen et al. (2016); McWilliams (2015); Tomaselli et. al. (2018); Lins et al. (2017);

Shamir (2017); Strand et al. (2015); Schipani et al. (2018)
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Calculating the Weights of Criteria With Fuzzy DEMATEL

Initially, linguistic evaluations from the decision makers are provided as seen in Table 4. According to
the results, transparency has the linguistic scale entitled “Very High” only while the criterion of appropri-
ateness the purpose has the most linguistic value of “Medium” in the evaluation set of decision makers.

In the following process, the linguistic evaluations have been converted into the triangular fuzzy
numbers to build the initial direct-relation matrix. Table 5 presents the fuzzy numbers of each criterion
and their impacts into the fuzzy set.

To provide the direct-relation matrix, the averaged values of the decision makers have been considered
and the results are defined in Table 6.

Table 4. Linguistic evaluations of decision makers for the criteria

Criterion/ C1 C2 C3 C4
Decision Makers DM1 | DM2 | DM3 | DM1 | DM2 | DM3 | DM1 | DM2 | DM3 | DM1 | DM2 | DM3
Transparency (C1) - - - VH VH H VH VH VH VH H VH
Speed (C2) M M M . . . H H H H H H
Face-to-face M M M H M M ) ) ) H M H

Communication (C3)

Appropriateness to the
Purpose (C4)

Table 5. Converted values into the fuzzy numbers for the criteria

c1 | 2 | C3 c4

Decision Maker 1

C1 0 0 0 0.75 1 1 0.75 1 1 0.75 1 1
C2 0.25 0.5 0.75 0 0 0 0.5 0.75 1 0.5 0.75 1
C3 0.25 0.5 0.75 0.5 0.75 1 0 0 0 0.5 0.75 1
C4 0.25 0.5 0.75 0.5 0.75 1 0.25 0.5 0.75 0 0 0
Decision Maker 2
C1 0 0 0 0.75 1 1 0.75 1 1 0.5 0.75 1
C2 0.25 0.5 0.75 0 0 0 0.5 0.75 1 0.5 0.75 1
C3 0.25 0.5 0.75 0.25 0.5 0.75 0 0 0 0.25 0.5 0.75
C4 0.25 0.5 0.75 0.25 0.5 0.75 0.25 0.5 0.75 0 0 0

Decision Maker 3

C1 0 0 0 0.5 0.75 1 0.75 1 1 0.75 1 1
Cc2 0.25 0.5 0.75 0 0 0 0.5 0.75 1 0.5 0.75 1
C3 0.25 0.5 0.75 0.25 0.5 0.75 0 0 0 0.5 0.75 1
C4 0.25 0.5 0.75 0.5 0.75 1 0.25 0.5 0.75 0 0 0
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The next step of the fuzzy DEMATEL method is to normalize the direct relation matrix. The nor-
malization procedure has been applied and the results are seen in Table 7.

Total relation matrix has been constructed to initiate the defuzzification process of direct relation
matrix. Table 8 shows the total relation matrix results of the criteria.

Defuzzification procedure has been applied to provide the values of f)id"'f and Rid"’f defining the
impact and relation map of criteria. The defuzzified relation matrix has been given in Table 9.

Table 10 shows the impact-relation degrees of each criterion and their weights.

Table 6. Averaged values for the direct relation matrix

Criterion C1 Cc2 C3 C4
C1 0.000 | 0.000 | 0.000 | 0.667 0.917 1.000 | 0.750 1.000 1.000 | 0.667 | 0917 1.000
C2 0.250 | 0.500 | 0.750 | 0.000 | 0.000 | 0.000 | 0.500 | 0.750 1.000 | 0.500 | 0.750 1.000
C3 0.250 | 0.500 | 0.750 | 0.333 0.583 0.833 0.000 | 0.000 | 0.000 | 0.417 0.667 0917
C4 0.250 | 0500 | 0.750 | 0.417 | 0.667 0.917 0.250 | 0.500 | 0.750 | 0.000 | 0.000 | 0.000

Table 7. Normalized values for the direct relation matrix

Criterion C1 Cc2 C3 C4
C1 0.000 | 0.000 | 0.000 |0.222 |[0.306 | 0.333 0.250 | 0.333 0.333 0.222 | 0.306 | 0.333
C2 0.083 0.167 0.250 | 0.000 | 0.000 | 0.000 | 0.167 0.250 | 0.333 0.167 | 0.250 | 0.333
C3 0.083 0.167 0.250 | 0.111 0.194 | 0.278 0.000 | 0.000 | 0.000 | 0.139 0.222 | 0.306
C4 0.083 0.167 0.250 | 0.139 | 0.222 | 0.306 | 0.083 0.167 | 0.250 | 0.000 | 0.000 | 0.000

Table 8. Total relation matrix

Criterion C1 Cc2 C3 C4
C1 0.086 0.385 1.680 0.329 0.749 2.210 0.355 0.780 2.206 0.345 0.784 2.304
C2 0.131 0.430 1.763 0.089 0.381 1.822 0.234 0.590 2.068 0.243 0.608 2.160
C3 0.121 0.402 1.656 0.175 0.508 1.915 0.077 0.353 1.694 0.206 0.550 2.013
C4 0.119 0.393 1.623 0.193 0.516 1.894 0.152 0.486 1.857 0.080 0.357 1.740

Table 9. Defuzzified values of the matrix

C1 Cc2 C3 C4
C1 0.602 0.958 0.981 0.996
Cc2 0.650 0.621 0.817 0.843
C3 0.608 0.727 0.576 0.772
C4 0.594 0.726 0.696 0.583
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Table 10. Impact-relation degrees of the criteria

Didef Ridef Didef _|_ Ridef Didef _ Ridef Weights
C1 3.537 2.454 5.991 1.083 0.255
Cc2 2.930 3.031 5.961 -0.102 0.254
C3 2.683 3.069 5.751 -0.386 0.245
C4 2.599 3.194 5.792 -0.595 0.247

According to the results, C1 (transparency) is the most important factor in the criterion set as C3 (face
to face communication) has the weakest importance among the criteria. C1 is also the most influencing
factor between the criteria while C4 (appropriateness to the purpose) is the most influenced criterion.

Ranking the Alternatives With Fuzzy MOORA

The fuzzy MOORA method has been used for ranking the alternatives. Accordingly, the linguistic
evaluations have been provided from the decision makers and the evaluations are seen in Table 11. The
alternative of Environment (alternative 3) has the most value of “Best”. However, Art (alternative 4) has
the most value of “Fair” into the linguistic evaluation set.

The converted values of the linguistic evaluations into the fuzzy numbers are presented in Table 12.

The fuzzy numbers obtained from 3 decision makers have been averaged to construct the final deci-
sion matrix and to apply the fuzzy MOORA method.

Similar to the fuzzy DEMATEL method, the normalization procedure has been applied and the
results are presented in Table 14.

The weighting results from the fuzzy DEMATEL method are used and multiplied with the values of
normalized decision matrix to understand the weighted effects of each criterion. Table 15 presents the
weighted normalized decision matrix.

At the final stage of the integrated decision-making model, the values of Si have been computed to
rank the alternatives. Table 16 illustrates the results of Si and ranking the alternatives.

The values of Si are ranked in the decreasing order. According to the results, Alternative 3 (envi-
ronment) has the best degree in the alternative set. However, Alternative 4 (art) is ranked in the worst

degree among the alternatives.

Table 11. Linguistic evaluations of decision makers for the alternatives

Criterion/ C1 2 c3 C4
Alternatives DM1 | DM2 | DM3 | DM1 (| DM2 | DM3 | DM1 | DM2 | DM3 | DM1 | DM2 | DM3
Education (A1) G F G G F G G G F B B B
Health (A2) G G G G F G B B G B B B
Environment (A3) B B B B B B B B B G G G
Art (A4) G F G F F F F F F G G F
12
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Table 12. Converted values into the fuzzy numbers for the alternatives

c1 | 2 | c3 c4

Decision Maker 1

Al 0.5 0.75 1 0.5 0.75 1 0.5 0.75 1 0.75 1 1
A2 0.5 0.75 1 0.5 0.75 1 0.75 1 1 0.75 1 1
A3 0.75 1 1 0.75 1 1 0.75 1 1 0.5 0.75 1
A4 0.5 0.75 1 0.25 0.5 0.75 0.25 0.5 0.75 0.5 0.75 1

Decision Maker 2

Al 0.25 0.5 0.75 0.25 0.5 0.75 0.5 0.75 1 0.75 1 1
A2 0.5 0.75 1 0.25 0.5 0.75 0.75 1 1 0.75 1 1
A3 0.75 1 1 0.75 1 1 0.75 1 1 0.5 0.75 1
A4 0.25 0.5 0.75 0.25 0.5 0.75 0.25 0.5 0.75 0.5 0.75 1

Decision Maker 3

Al 0.5 0.75 1 0.5 0.75 1 0.25 0.5 0.75 0.75 1 1
A2 0.5 0.75 1 0.5 0.75 1 0.5 0.75 1 0.75 1 1
A3 0.75 1 1 0.75 1 1 0.75 1 1 0.5 0.75 1
A4 0.5 0.75 1 0.25 0.5 0.75 0.25 0.5 0.75 0.25 0.5 0.75

Table 13. Averaged values for the decision matrix

Alternatves e = & e
Al 0.417 | 0.667 | 0917 | 0417 | 0.667 | 0917 | 0417 | 0.667 |0917 | 0.750 1.000 1.000
A2 0.500 | 0.750 1.000 | 0.417 | 0.667 | 0917 | 0.667 | 0917 1.000 | 0.750 1.000 1.000
A3 0.750 1.000 1.000 | 0.750 1.000 1.000 | 0.750 1.000 1.000 | 0.500 | 0.750 1.000
A4 0417 |0.667 | 0917 |0.250 | 0.500 | 0.750 | 0.250 | 0.500 | 0.750 | 0.417 | 0.667 | 0917

Table 14. Normalized values for the decision matrix

Aﬁ:;;e::;/es Sl 2 c C4
Al 0.154 | 0247 | 0339 |0.165 |0264 |0364 |0.155 |0.249 |[0.342 | 0259 |0.345 |0.345
A2 0.185 | 0278 |0.370 |0.165 | 0.264 |0.364 | 0249 |0.342 |[0.373 | 0259 |0.345 |0.345
A3 0.278 | 0370 |0.370 | 0298 |0.397 |0.397 |0280 |0.373 |[0373 |0.173 |0.259 | 0.345
A4 0.154 | 0247 |0.339 |0.099 |0.198 |0.298 |0.093 |0.187 |0.280 |0.144 |0.230 | 0.316
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Table 15. Weighted normalized values for the decision matrix

Alernatives e e & e
Al 0.039 | 0.063 | 0.087 |0.042 | 0.067 | 0.092 | 0.038 | 0.061 0.084 | 0.064 | 0.085 0.085
A2 0.047 | 0.071 0.094 | 0.042 | 0.067 | 0.092 | 0.061 0.084 | 0.091 0.064 | 0.085 | 0.085
A3 0.071 0.094 | 0.094 | 0.075 0.101 0.101 0.069 | 0.091 0.091 0.043 | 0.064 | 0.085
A4 0.039 | 0.063 | 0.087 | 0.025 0.050 | 0.075 0.023 | 0.046 | 0.069 | 0.035 | 0.057 |0.078

Table 16. The ranking of alternatives

Alternatives The Values of Si Ranking
Al 0.277 3
A2 0.301 2
A3 0.330 1
A4 0.229 4

SOLUTIONS AND RECOMMENDATIONS

The findings show that the transparency is the most important factor in the criterion set as. Another
important conclusion is that environment has the best degree in the alternative set. By looking at these
issues, it is strongly recommended that banks should be very transparent especially in the crisis period.
This situation has positive effects on the minds of the consumers. Therefore, it can be possible to increase
the sales in this way. Another important point is that banks should mainly focus on environmental issues
while making corporate social responsibility activities.

FUTURE RESEARCH DIRECTIONS

This study examines the corporate social responsibilities in the banking sector in the global financial
crisis period. In the analysis process, fuzzy DEMATEL and fuzzy MOORA methods are considered.
Therefore, by focusing on an essential topic by using original methodology, it is believed that it contrib-
utes to the literature. On the other hand, in the future studies, different approaches can be used in the
analysis process, such as interval type-2 fuzzy logic.

CONCLUSION

In this study, it is aimed to evaluate the corporate social responsibilities in the banking sector during
global financial crisis period. Within this framework, four different criteria are selected based on literature
review which are transparency, speed, face-to-face communication and appropriateness to the purpose. In
addition to them, four different alternatives are also defined for this purpose as well that are education,
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health, environment and art. Fuzzy DEMATEL approach is taken into consideration in order to weight
the criteria. On the other side, so as to rank four different alternatives, fuzzy MOORA method is used.

According to the results of fuzzy DEMATEL method, it is determined that the transparency is the
most important factor in the criterion set as. Furthermore, it is also concluded that the speed has the
second highest important in the criteria set. On the other hand, it is also found that face to face com-
munication has the weakest importance among the criteria. In addition to them, transparency is also the
most influencing factor between the criteria whereas the most influenced criterion is the appropriateness
to the purpose.

Moreover, regarding the analysis results of fuzzy MOORA approach, environment has the best degree
in the alternative set. In addition to this situation, the findings also show that health is the alternative that
has a second place in this set. Furthermore, education has the third highest significance. On the other
side, it is also identified that art is ranked in the worst degree among the alternatives while comparing
with other different alternatives.
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Chapter 2

Strategic Management to

Prevent Money Laundering:
The Role of Effective Communication

_ Yurdagiil Meral
Istanbul Medipol University, Turkey

ABSTRACT

In this chapter, the SWIFT, which is the financial communication system used by all financial institu-
tions, will be explained. Today, most of the countries and financial institutions take precautions to avoid
money-laundering and financial crimes. The SWIFT system will be examined in relation with financial
communication, compliance, money laundering, know your customer, and sanctions. Public became
aware of the sanctions when HSBC has agreed to pay $1.92 billion dollars to state authorities in 2012
for transfering dollars illegally into US. Banks apply “Know Your Customer” procedures to avoid such
risks. In relation with sanctions, precautions of SWIFT system will be defined. SWIFT has started a new
application namely KYC Registry which enables to have necessary information about the customers in
international trade, through cross borders. The reasons why this applicatiton must be used, how risk
will be mitigated, by sharing information with maximum transparency and SWIFT’s new KYC applica-
tion will be defined.

INTRODUCTION

Globalization has increased integration and interaction between countries and companies located in
different countries. Through integration the flow of goods has increased between different countries. In
other words, international trade has increased as well. As trade increased, international trade finance,
payment of goods, services between countries has increased, which required different currencies of pay-
ments to be transfered all over the world. Financial communication has increased as well. Along with the
advantages, international trade risks and financial communication volume has also increased. Globaliza-
tion has triggered money laundering activities through financial systems as well. This led international
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institutions, state officials and financial officials to take precautions to avoid money laundering, which
can be defined as anti-money laundering process.

This paper aims to investigate the financial communication system, which is named as SWIFT system
and the anti-money laundering procedure to avoid money laundering risks.

BACKGROUND
Society for Worldwide Interbank Financial Telecommunications (SWIFT)

The main system which is used by all financial institutions is called Society for Worldwide Interbank
Financial Telecommunications (SWIFT). SWIFT is a non-state organization in the form of a cooperative
serving financial sector for forty years, which enables a safe and secure system, where financial institutions
can communicate with each other, transmitting payment orders and issuing letter of guarantees, letter of
credits etc. via standardized SWIFT message types. SWIFT is a network, which is accepted as the most
secure and trusted network system all over the world used not only by banks, securities institutions and
by corporate customers as well (Scott, Zachariadis, 2017). Today SWIFT is an integral part of financial
system infrastructure. SWIFT has been established in 1973 toreplace the telex system. The telex/telegram
system was not automated and was not standardized. It required a lot of manuel work, considering the
ten thousand telex messages per day (Kuk, 2016) which is an average of 29.3 million FIN messages per
day as of August 2018 and with total of 7.1 billion messages in 2017 (Swift.com, 2018). SWIFT had
a large effect on profibitability and performance of banks (Scott, Van Reenen, & Zachariadis, 2017).

SWIFT has been established in 1973. In 1973 international trade volume increased to a total of 1
173 billion dollars. With total export volume 579 billion dollars and total import volume of 594 billion
dollars as per World Trade Organisation statistics (World Trade Organisation, 2017). International trade
volume was only 321 billion dollars in 1963. With total export volume 157 billion dollars and total import
volume 164 billion dollars. Total international trade volume is 31 263 billion dollars covering 15 464
billion dollars of export and 15 799 billion dollars of import as of 2016.

With the increase in international trade, financial communication between financial institutions has
increased accordingly. Along with the standardization of international trade rules set by international
organisations like ICC, like Incoterms, payment terms etc to facilitate international trade with standard
rules and to avoid risks like documentary risk in international trade (Meral, 2018). Globalization af-
fected international trade positively. With the increase in international volume, an automated, secure
system network which is in compliance with the international trade standard rules was a necessity for
financial institutions. SWIFT was an innovative solution to all. It is a nongovernmental institution, can
be defined as a cooperative of financial institutions, replaced the telex system which was previously
used. Establishment of SWIFT emerged from the increase in international trade, which forced the system
to replace it with a modern, innovated, automated, safe and secure system infrastructure. SWIFT has a
co-operative status, located in Belgium, working with membership of financial institutions, provides a
secure service system to financial institutions.

SWIFT, in complaince with the international trade rules has set standards for SWIFT messages as
well. SWIFT has categorized all message types used in financial communication by financial institutions
into 10 main categories as follows (Swift.com, 2018):
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Category 1: Customer Payments and Cheques

Category 2: Financial Institution Transfers

Category 3: Treasury Markets - Foreign Exchange, Money Markets and Derivatives
Category 4: Collections and Cash Letters

Category 5: Securities Markets

Category 6: Reference Data

Category 6: Treasury Markets - Commodities

Category 7: Documentary Credits and Guarantees/Standby Letters of Credit
Category 8: Travellers Cheques

Category 9: Cash Management and Customer Status

Category n: Common Group Messages

The categorized messages, for instance category 1 messages starting with 1, cover only customer
payments and related cheques messages, whereelse category 2 messages starting with 2 are used only in
bank to bank payments, in other words financial institution payments among each other. For example,
category 4 messages starting with 4 are about collections and cash letters only and messages created under
this category are automatically subject to ICC Uniform Rules for Collections, latest version, currenctly
ICC Publication No. 522E, 1995 Edition. Hence category 7 messages, starting with 7 messages cover
letter of credit (documentary credits), guarantees and standby letters of credit. They are automatically
subject to the latest version of ICC Uniform Customs and Practice for Documentary Credits, currently
UCP 600 ICC Publication No. 600E, 2006 Edition. SWIFT cooperates with International Chamber of
Commerce and other international organisations for applying new standard rules of international trade.

ANTI-MONEY LAUNDERING (AML)
Money Laundering

Money laundering can be defined as enabling illegal money to enter financial system by covering up the
illegal source. Although the term has been started to be recently used frequently, it is not a new process.
Chinese merchants have concealed their wealth from the emporers. Along with concealing they also
moved their wealth out of the country by investing in far cities or in other countries to avoid confisca-
tion (Seagrave, 1995).

According to US Senate, US$ 500 billion to US$ 1 trillion criminal income are laundered via banks
annually of which half of the amount is through American Banks (US Senate, Nov. 1999) and (US
Senate, 2001). Financial crime is increasing in UK financial institutions (Logic CMG Report, 2003).
For example, it is claimed that in Russia, 400 banks and 47 exchange bureau are controlled by criminal
groups. Russians worked with The Financial Action Task Force to apply effective international standard
regulations to prevent money laundering (Agarwal, 2004). The Financial Action Task Force has declared
that Mexican bank drafts, peso exchange market and electronic transfers were used as a technique to out
bound currency smuggling to launder dirty money (FATF, 1988).
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The word laundry comes from the ‘Dry Era’, the period of ‘Prohibition of Alcohol’ in United
States between the years of 1929-1933. During the ‘Dry Era’ period, labor union of laundry services
was controlled by bootleggers (Michigan History, 2016). For example, Detroit, a city with a border to
Canada, which has started the prohibition earlier than the other states, has learnt bootlegging earlier
than the other states. Al Capone, who claimed earning 100 million dollars annually from casinos and
speakies claimed himself as a ‘businessman’ was sentenced for tax evasion after killing Chicago rival
mafia members and died in prison (The Guardian, 2012). Al Capone owned a laundry services chain
company which worked with cash only. Dirty money from bootlegging and mafia were added to legal
income from laundry services. Illegal money was legalised through laundry services. This prohibition
of alcohol period, namely ‘Dry Era’ caused corruption with the illegal money from bootlegging (Lerner,
2018). Bootlegging created so much money that gangsters along with bootlegging, had other criminal
activities like narchotics, morphine, cocaine, heroine, gambling and organized crime of racket (Haller,
1990) and (Russo, 2001).

Mafia had so much income from illegal activities of organized crime, that it had a political and eco-
nomic destructive effect on social and corporate life. Money laundering can be defined as the entry of the
illegal, dirty money into the financial system as if it is earned legally. The amount of money laundered
differs in the literature. For example, Agarwal has estimated that one trillion US Dollar is laundered
annually (Agarwal, 2004), Stamp and Walker has estimated as 4.5 billion US dollars for Australia only
and estimated that money laundering total might be USS$ 3 trillion per annum since 2000 (Stamp, Walker,
2007). Unger estimated money laundered in Netherlands from 18 billion Euro to 25 billion Euro for
2004 and 2005 (Unger et al., 2006). Schneider’s estimate for 2016 is that organized crime value turnover
is US$ 790 billion (Schneider, 2008). However, Reuter has disagreed with estimates available due to
vagueness of such estimates although accepting laundery of hundred billions dollars per annum (Reuter,
2007). Baker has estimated illegal amount from US$ 1 trillion to 1.6 trillion per annum (Baker, 2007).

Such large amounts earned via illegal, criminal activities, including from terrorism, affects all coun-
tries, not only economically, security vise as well. It threatens the world. Criminal underworld activities
are found in all countries. Money laundering involves all the countries. Money laundering is defined as
transferring the illegal, criminal money into the legal financial system via money laundering by conceil-
ing the source which might be drugs, smuggling, gambling, racket, kidnapping, robbery, procurement
of women and children.

Money laundering can be defined as the entry of the illegal income usually cash namely black money,
dirty money, illicit money earned from illegal transactions into the financial system by concealing the
source of the income. Dirty money is different than grey-economy where there is tax evasion only. How-
ever with money laundering, dirty money, black money, illicit money from illegal activities is legalised.
The criminal, i.e. money launderer conceals, hides the illegal crime income from the authorities and
tries to legalise the dirty money by trying to show the origin different. With the money laundering, the
dirty money enters into the financial system. Once the entry to the financial system is succeeded then
the dirty money is legalised. The main reason of money laundering is to be able to use the illegal money
from criminal activities within the economic system.
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Money Laundering Methods

Money laundering methods can be summarized as smurfing method, structuring method, Shell banks,
off shore centers, fake or shell corporations, dummy companies (companies which use cash), loan back
(auto finance) system, exchange bureaus, casinos, false invoice/fictitious export and to move cash physi-
cally out of the country (Sekerbank, 2010).

Smurfing

In smurfing the dirty money is divided into small pieces, the aim is to lower the amount under the com-
pulsory declaration amount in countries where applicable. The divided small amounts are distributed to
a lot of people (smurf). People who received the small amounts after division deposit the cash into dif-
ferent branches of different banks. The distribution of money and spread into different parts are included
into the financial system by losing its trace.

Structuring

Structuring method resembles smurfing method. It may not be possible to find too many people after
dividing the large amount of money into smaller pieces. Then transactions numbers are increased. The
large sum is divided into pieces and deposited into different branches of different banks with many
transactions of small amounts.

Shell Banks

Shell banks are used for money laundering as well. Shell banks are banks without any service office in
a country. They are only web based banks with a web site. They are not subject to supervision of any
official authority or subject to official permission for registry for their banking transactions. Transactions
via these shell banks make it difficult to follow the trace like shell companies.

Off Shores

Off shores is another method of money laundering. Off shore banks are subject to the laws of the
countries where they are located. Other countries can not follow the partnership structure, organisation
and transactions of off shore banks. Therefore money laundering investigation can not go further than
reaching these countries. The off shore, tax havens provide confidentiality, politic stabilization, no taxa-
tion or very low taxation, freedom in capital movement, essential infrastructure for telecommunication,
transportation and accomodation), specialized personnel or institution (consultant, lawyer etc).
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Shell Companies

Shell companies are used to legalize dirty money by showing as if profit was made and by paying tax of
the fictitious income the dirty money could be laundered. Shell companies might by valuable or invalu-
able estate or paper and might show higher revaluation with deliberate speculation. The shell companies,
do not run any trade, production transactions. They are usually established off shore. They are not real
companies, companies only on paper. During layering process, the money transfers are made through
the shell companies. They are different than fictitious companies because the fictitious companies are
also established for money laundering purposes but although the main aim is to money launder, there is
a legal activity and a premise where it is located. However shell companies are only on paper. In other
words although there is no commercial activity, they are shown as if they drive profit and dirty money
from crime is injected into profit. After payment of income tax, the dirty money is transferred into the
financial system. Only a few hundred dollars is sufficient to establish an off shore center.

Fictitious Companies

Fictitious companies are preferred to be in sectors where there is intense cash flow is like hamburger
shop, gas station etc. Although a couple of legal transactions are done per week or per month, the dirty
money is deposited into the company’s cash account. With this methor the legal fund is mixed with the
illegal dirty money and dirty money is concealed. It is not important for the launderers to earn money
from these fictitious companies, in contrary it is prefer not to earn because as the companies legal earn-
ings increase the laundered amount of money percent will decrease. As it is difficult to detect to find out
how much sale was affected and accounting control is difficult in these sectors, it is possible to transfer
dirty money via mixing with legal money.

Loan-back (Auto Finance) Method

Loan-back is another method of money laundering, also named as auto finance. In this method, dirty
money which is already transferred to an off shore bank is used as collatarel. In other words, after having
transferred the dirty money to off shore banks, they apply to a bank for a loan by requesting the off shore
bank to guarantee repayment of the loan, by using dirty money as collatarel. After having received the
loan, does not repay the loan and the bank requests payment of collatarel from off shore bank. With this
way the dirty money layered and transferred to off shore bank is returned back to the country’s financial
system being laundered.

Foreign Exchange Office

Foreign exchange offices are also used for money laundering. Exchange offices can separate partially the
dirty money from its original source. Small amounts of cash can be converted into big amounts of cash
or other currencies. Some cash instruments like travellers cheques or personel cheques can be obtained
through these offices. In some countries, foreign exchange offices can transfer funds. By changing the
currency of the dirty money to another currency, the dirty money is moved away from the illegal origin.
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It is easier to entegrate it to the financial system with changed bank notes. Against cash, other money
instruments can be used. It is easier for exchange offices to transfer money. Exchange offices are not
subject to strict supervision, therefore they are preferred for money laundering.

Casinos

Casinos are authorized to disburse loans, to extend maturity dates, to provide safe deposit boxes and
endorse cheques etc. Money launders can place the dirty money into casinos and might request not to
declare. After this stage the dirty money can be withdrawn anytime through casion cheques or might
be transferred. The launderer buys tokens with dirty money. After gambling for a while, then returns
tokens and receives bank cheque from casino, with this method the source of the dirty money can be
shown as casinos.

Associations

Associations are another method of money laundering. Although they transfer large amounts of money,
because they collect money for donation, they are not questioned. It is difficult to find out the origin/
source of the fund. Donation transfers are not closely investigated as other transfers. Therefore it is easier
for them to conceal the source of the illegal money via associations established for donations.

Fake Invoice/Fictitious Export

To use this method of payment, the launderer must be able to control a few companies in different coun-
tries. One of the launderer’s company will buy product or service with exaggerated price from another
company of the launderer. With this transaction, the exaggerative price will be laundered. Overpriced
payment of transfers are used to conceal or to launder dirty money.

Funds Physically Transferred Out of the Country

The dirty money is physically transferred to other countries where there is not strict control. Money is
usually carried by special courriers with suitcases. Although it is subject to either declaration or limited
amount of cash is allowed to carry, illegally cash is carried with suitcases which are allowed in cabin
are used for carrying cash outside the country physically to launder dirty money.

Banks and Financial Institutions

Banks and financial institutions are used for money laundering. Although banks have precautions to
avoid money laundering, they are still used for money laundering. With the globalization and movement
of goods and services, money transfer, movement of money between countries has increased too. With
the technologic innovation, via swift system, it is much more easier to transfer money. In seventeen
seconds via swift system, the transfer message is sent to the bank in the other country. Therefore banks
are used for money laundering.
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In summary, with the above methods, dirty money laundery can be classified under three main phases
with an example of washing the dirty clothes with the washing machine example. First phase is place-
ment method (placing the dirty clothes into the washing machine). The dirty money is transferred by
placement, that is where money is inserted into the financial system, by all means like transfers, wire,
depozits etc. Second phase is layering (dirty clothes are washed in the washing machine). In other words
separating, or layering is where dirty money is concealed from its criminal source via many transactions.
Last phase of the laundering method is integration phase (the washed and cleaned clothes are taken out
of the washing machine to be used), where people find a reasonable explanation for dirty money to be
transferred into the financial system via investment/acquisition of goods or assets.

Effects of Money Laundering
Money laundering is harmful for all countries. Money laundering effect economy and society negatively.
Economic Effects

Money laundering is harmful for economies of countries. First of all money laundering creates incon-
sistincy of money demand in the country. Growth rate —especially in developing countries- is inconsistent.
Due to illegal, dirty money income, income distribution is not effected fairly. Income tax decreases and
creates other problems.

Effects on Banking Sector

Banks have liabilities to be in compliance with anti-money laundering regulations. Along with the legal
risks banks have reputation risks as well. Therefore money laundering has an important effect on bank-
ing sector. For example money laundering has an effect on deposit accounts, banks must forbit opening
accounts without identifications which might result in decrease of deposit accounts. Also off shore ac-
counts, known as anonymous accounts are also used for money laundering (Dogan, Er, 2016). For these
reasons banks must avoid such transactions to avoid money laundering.

Increase in Inflation

Money laundering increases inflation in countries. Budget deficits triggers inflation. As money launder-
ing transactions increase, it will also create budget deficits. As budget deficits increase, it will create
inflation rate increase. Money laundering increases inflation because it increases grey economy as well.
Furthermore for economic consistency and low inflation an effecient economic politics is required. If
money laundering is low an efficient money politics and management is possible however if money
laundering is high it is not possible to have an effective economic politics management. Therefore in
countries where money laundering is low it will be easier to manage economic politics effectly which
will lead to low inflation. However in countries where money laundering is high it will not be possible
to manage effective economic politics, therefore it will cause high inflation, along with inconsistency
(Us, 2004).
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Social Effects

Money laundering affects social structure negatively and lastly the financial institutions activities are
not effective or paused because of money laundering. As control on capital movements decrease, it will
make money laundering easier. Money laundering will have social effects as well. Large amounts of dirty
money from illegal activities will at the same cause corruption culture in the society. The society will
be used to illegal activities with dirty money. The interaction between corruption and money laundering
caused European Union, United Nations, World Bank etc to cooperate and to take necessary precautions
to prevent money laundering. The relationship between corruption in the society and the unfair large
income of dirty money from illegal activities have increased such organisations to increase their efforts
to avoid money laundering all over the world (Miynat and Duramaz, 2012).

Financing Terrorism

Corruption will increase and with corruption terrorism finance and drugs traffic will increase. The most
important effect of money laundering is that financing terrorism. Money laundering is used for terrorism
financing as well. The precautions for money laundering was not sufficient to stop money laundering
(Miynat and Duramaz, 2012). Only after September 11 terrorist attack, anti-money laundering efforts
have increased. After the interaction between illegal, dirty money created from illegal activities and
terrorism finance was realised. The sanctions, standard rules to avoid money laundering have been set.

International organisations like world bank, united nations, european union and all other related
organisations along with countries must try their best to avoid money laundering and must cooperative
with other countries for anti-money laundering processes.

Anti-Money Laundering

Following September 11,2001 terrorist attack, anti-money laundering precautions have increased against
money laundering. The dirty money which is earned viaillegal activities is laundered by different methods
as mentioned above. Money laundering is helping criminals to conceal their illegal source of income
knowing that the good or income is created by a criminal, illegal method (The Financial Action Task
Force, 2018). The dirty money is used in terrorist financing as well.

Anti-money laundering is very important for all countries. If money laundering can not be prevented,
then it will threaten the country. Anti-money laundering is very important in preventing drug smuggling
and crimes as well. The anti-money laundering preacautions can be grouped under four basic groups.1-
Know your customer 2- List of suspects 3-To identify the customer 4- Other obligations (banks, private
finance institutions, financing companies, leasing companies, joint ventures etc). Money laundering has
become a global problem related with terrorism and drugs smuggling. Therefore anti-money laundering
to combat with terorrism finance and illegal income from smuggling drugs etc has to be processed in
cooperation with all the countries.

Tax income is another important factor for countries welfare. With money laundering countries lose
theirincome tax as well. This is another reason for anti-money laundering. As money laundering increases,
income tax decreases. Income tax is collected from legal income. Illegal income from smuggling means
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decrease of income taxes, decrease of customs duties and import taxes as well. Anti-money laundering
success depends on cooperation between countries all over the world. International cooperation will
increase success of anti-money laundering.

Anti-money laundering includes official regulations in financial system covering all parties involved
including banks, financial institutions, securities dealers and all businesses which include money ser-
vices. Not in compliance with anti-money laundering legal requirements might end up with sanction and
punishments. The financial system had to pay large amounts of charges because they did not take the
necessary actions to prevent anti-money laundering. According to Association of Certified Anti-Money
Laundering Specialists (ACAMS), the charges has increased from $26.6 million dollars as of 2011 to
$3.5 billion as of 2012. Some of the charges paid for not in compliance of money laundering regulations
by the financial institutions are; MoneyGram Intl, $100 million in 2012, First Bank of Delaware, $15
million for violating AML laws in 2012. TD Bank NA was charged for $37.5 million in 2013, JP Morgan
Chase Bank, was charged for $461 million for violations and deficiencies of AML compliance programs
in 2014. Coutts & Company had to pay charges totaling £8.75 million between 2007 and 2010 (Bankers
Online, 2010). ING bank paid $619 million for violating U.S. sanctions in 2012 (Reuters, 2012).

HSBC Case

The London based HSBC declared in their annual report of 2018 that they might have to pay an amount
of exceeding $1.5 billion penalty again for Swiss private banking helping their customers to avoid taxes.
The bank has already paid French authorities $370 million dollars for charges of tax evasion, following $
100 million payment of charges to American Justice Department for currency transactions (Bloomberg,
2018). The bank has paid $1.92 billion punishment in U.S. for money laundering of drug money in 2012
(Reuters, 2012). Having paid all these charges, HSBC declared that they have taken the necessary precau-
tions by implementing global standards and with financial controls to protect the bank, they have invested
$1 billion in their IT infrastructure with the new systems to find out financial crime (Monroe, 2018).

MITIGATING ANTI-MONEY LAUNDERING RISK
De-Risking

De-risk is defined by Cambridge dictionary as ‘making something safer by reducing the possibility
that something bad will happen and that money will be lost (Cambridge Dictionary, 2018). The World
Bank defines ‘de-risking’ is termination of business relationships with small local banks and money
service businesses by global financial institutions. For example, HSBC, having paid $1.9 billion for not
in compliance of money laundering in 2012 has started de-risking program, and closed MSBs (money
service businesses) with 30 days prior notice.

Barclays Bank Plc, having paid $298 million in 2010 for violations of Iran, North Korea, Myanmar or
the sanctioned areas of Sudan (The Telegraph, 2010) and $2.5 million in 2016 for violations of Zimbabwe
sanctions (European Sanctions, 2016), has terminated relationships with money service businesses in
May 2013. The de-risking practise included Dahabshiil in Somalia as well. Somalia’s banking industry,
due to the civil war, was not functioning. Therefore annual transfer of $1 billion to $2 billion was effected
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via transfer kiosks. Dahabshiil had a long term 15 year account relationship with Barclays. They exited
for AML compliance from money transfer companies as de-risking practice (International Complaince
Training, 2014). However, Dahabshiil Transfer Services, stopped termination by an interim injunction
from High Court against Barclays. Dahabshiil’s request for a transation period to find an alternative ar-
rangement before ending the relationship with Barclays was accepted (Dahabshiil, 2013).

De-risking practices can be summarized as mass customer exit programs, global banks terminating
relationships or certain businesses to avoid money laundering. De-risking practices force local banks and
money service businesses out of the financial system. This practice might end up cutting off them from
access to financial services in some areas. For example Caribbean was one of the most severely affected
regions with 69 percent of decline in Correspondent Banking Relationship terminations (World Bank,
2015). The underlying reason of de-risking is avoiding risk and to comply with anti-money laundering
rules however it might result as forcing transactions of small banks and money service businesses from
regulated channels to unregulated channels (World Bank, 2016).

The Financial Action Task Force forty recommendations published in October 2016 cited supervisory
penalties, changes in banks’ financial risk appetites and anti-money laundering (AML) compliance costs
as key drivers of de-risking (The Financial Action Task Force, 2016). After having paid large amounts
of money fornon compliance with The Financial Action Task Force rules, global banks like HSBC, Bar-
clays have terminated their correspondent banking contracts with small countries. However these small
local banks of small countries do not have another option other then the legal system. The correspondent
banking relationship for them is very important to enable them to effect international payments.

Following the de-risking practices, the World Bank Group and Association of Certified Anti-Money
Laundering (ACAMS) published a report with the recommendations summarized as: greater clarity
and consistency about regulations, greater transparency on regulators dealing with noncompliance and
standard regulations for global compliance. Furthermore, they have proposed to have a direct commu-
nication between compliance departments of banks and that global banks should be transparent about
their reasons of terminating their correspondent banking relationships with local small banks and money
service businesses (World Bank, 2016).

However global banks had their own reasons to apply de-risking practices. The Financial Action Task
Force’s guidance published in October 2016 about Correspondent Banking Services, had severe penalties
for banks in anti-money laundering (AML) and compliance costs triggered de-risking practices (The
Financial Action Task Force, 2016). After publication of The Financial Action Task Force guidance in
October, the Basel Committee, revised a consultative document note, proposing revision on ‘Management
of Risks Related to Money Laundering and Financing of Terrorism’, where they warned that a decline
in correspondent banking with de-risking practices might affect international payments, which might
result by payments to be effected via underground (Basel Committee on Banking Supervision, 2016).

As a result, as per the World Bank and Basel Committee on Banking Supervision suggestions, it
can be said that mass de-risking practises, like customer exit programs for anti-money laundering are
not solving the problem. By termination of the correspondent banking or relationship the risk does not
disappear, only moves into alternative methods. So global banks must take into consideration of World
Bank and Basel Committee on Banking Supervision advices about de-risking practices and instead look
for alternative solutions like Risk-Based Approach and Know Your Customer.
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International Sanctions and Complaince
The Financial Action Task Force (FATF)

The Financial Action Task Force (FATF), has been established in 1989 within OECD organisation by
G-7 countries that is United States, Japan, Germany, France, United Kingdom, Italy and Canada, to pre-
vent money laundering globally. Following September 11, 2001 terrorist attack it has included to their
mission to combat against terrorism as well. The Financial Action Task Force is an international inter-
govermental institution which sets international anti-money laundering standards and counter-terrorist
financing measures. The Financial Action Task Force has 32 member countries as follows; Australia,
Australia, Austria, Belgium, Brazil, China, Denmark, Finland, France, Germany, Greece, Ireland, Neth-
erlands, Spain, Sweden, Switzerland, Italy, Iceland, Japan, Canada, Luxembourg, Switzerland, Mexico,
Norway, Portugal, Russia, Singapore, Turkey, New Zealand, Greece, the European Commission, the
Gulf Cooperation Council. The Financial Action Task Force periodically audits and evaluates member
countries for their moneylaundering and terrorism finance precautions systems. The Financial Action
Task Force (FATF) has set standard rules in financial crimes. The standards are known as the FATF
Forty Recommendations. The standard forty recommendation are accepted by all member countries.

The FATF Forty Recommendations: International Standards on Combating Money
Laundering and the Financing of Terrorism and Proliferation - The FATF Recommendations

The Financial Action Task Force has developed international standards to prevent money laundering
and finance terrorism publication, “International Standards on Combating Money Laundering and the
Financing of Terrorism & Proliferation - the FATF Recommendations”. The Financial Action Task Force
publication “The FATF Forty Recommendations” was first published in 1990 and revised from time to
time to update as per the progress, latest version is published in 2012 (The Financial Action Task Force,
2012). The first version was wublished in 1990 to cobat against drug money laundering. The revision
in 1996 covered international money laundering standards accepted more than 130 countries. The last
version covered counter-terrorist financing standard rules. Terrorism financing and money laundering
combat requires systems to be monitered regularly and evaluated as per the international standard rules
set by The Financial Action Task Force.

The ‘Forty Recommendations’ standards set by The Financial Action Task Force are universal, stan-
dard rules which are recommended to be applied all over the world. The Financial Action Task Force
periodically evaluates member countries’ systems for precautions of money laundering and terrorist
financing. The evaluation process generally covers; whether the member country’s system of combat-
ing money laundering and terrorism financing are in compliance with the Forty Recommendation and
AML (anti-money laundering) and CTF (counter-terrorist financing) standard rules. Following The
Financial Action Task Force’s regular site visit of the member country is followed up regularly. If any
non-compliance issues with the The Financial Action Task Force Forty Recommendation standard rules
are found during the regular visit and if the said country does not make the necessary amendments to
comply with the FATF Forty Recommendations compliance issues, the membership might be suspended
or even ended by FATF (Financial Action Task Force, 2018).

The Financial Action Task Force Forty Recommendations, Standard Rules are accepted globally,
have been recognized by IMF (International Monetary Fund) and the World Bank as well. The inter-
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national standards to combat money laundering and terrorism financing can be classified under four
main groups. 1. First group covers rules of Legal Systems; The Scope of Laundering Crime, Temporary
measures and confiscation. 2. Second group, coveres measures to be taken by financial institutions
and non-financial occupations; Customer Recognition and Storage of Records, Suspicious Transaction
Notice and Compliance, Laundering and Other Measures to Prevent Terrorism Financing, Measures
to be taken towards The Financial Action Task Force Recommendations (not enough), Regulation and
Control. 3. The third group, covering Corporate and Other Measures for Combating Money Laundering
and Terrorism Financing; Competent Authorities, Duties and Resources, Transparency of legal entities
and arrangements in this respect. 4. The last group of standard rules cover International Cooperation;
Mutual Legal Assistance and Return of Criminals, and other forms of cooperation. The revised version
covers the additional eight special recommendation about terrorist financing along with Forty Recom-
mendations of money laundering. The Forty Recommendations set standards for all countries, covering
all members to measure their criminal and regulations systems, to take the necessary actions to prevent
money laundering and terrorist financing. These precautions are to be taken by financial institutions,
other related businesses and international co-operation.

The Office of Foreign Assets Control (OFAC)

The Office of Foreign Assets Control (OFAC) has been established in 1950 in US Treasury. Previ-
ously named as Office of Foreign Funds Control (FFC) was established just prior to WWII in 1940
for preventing Nazis to use occupied countries’ belongings. The Office of Foreign Assets Control is
established to implement and manage economic sanctions against countries or groups identified as be-
ing in the traffic of terrorist or narcotic activities. These sanctions may vary from such as the blocking
of economic assets of these persons or countries and the application of restrictions on their trade. Many
countries and international organizations need to take various measures, in particular to control money
laundering and terrorist resources. They have also been in close cooperation in this field and have made
serious contributions.

Although The Office of Foreign Assets Control is US based, it must be considered it is based on
the framework of United Nations sanctions applications. Many countries that support these practices
are also monitoring the work that can be done with those who are included in this list. Traders will be
able to see what kind of applications are done if it is in the list of objectionable countries, persons or
institutions, by clicking on the sanctions section under the resource-center (The Financial Action Task
Force Treasury, 2018).

The Office of Foreign Assets Control (OFAC) Sanctions Lists

The Office of Foreign Assets Control (OFAC) publishes an updated list of Specially Designated Nationals
and Blocked Persons List (SDN) on the web page. The list consists of not only companies individuals
as well who are acting on behalf of targeted countries. The list covers not only the countries, terrorists
and narcotics smugglers as well. If detected, their assets are blocked. As per the TWEA (Trade with the
Enemy Act) Law, U.S. citizens are prohibited dealing with them. The sanctions list are mainly based on
United Nations and created with multinationally with allied governments.
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SWIFT and Sanctions Screening

Financial communication among financial institutions has increased so much that it is nearly impos-
sible to control millions of transactions per day manually. The SWIFT system has an online sanctions
screening service for all types of incoming and outgoing messages, cross checking with sanctions lists
including OFAC and European Union as well. Financial Conduct Authority has recommended compa-
nies to have procedures to customer due diligence and monitoring as well (Financial Conduct Author-
ity, 2018) and has advised the following factors to keep into consideration for anti-money laundering
precautions. First of all jurisdiction, The Financial Action Task Force (FATF) lists of jurisdictions with
weak money laundering controls and lists of territories where no national laws on combating money
laundering. These countries/territories are known as non-cooperative territories/regions. Second factor
is the political status, also is a potential high risk customer because they are potentially involve in cor-
ruption, covers their families and their colleagues as well. Also institutions frequently in media are also
potentially in higher risk for financial institutions. Third factor is the industry type, FATF forty recom-
mendations the industries of dealers in precious metals and stones, trust and company service providers,
embassies, money service businesses, casinos and internet-based payment services as potential money
laundering sectors. They must be considered as high risk customer by the banks. The forth and the last
factor is the product type, that is some products are also in high risk group and these clients dealing with
these products must be closely watched. The products with high risk are foreign correspondent bank-
ing, remote deposit capture, prepaid cards, electronic funds transfer and private banking. Swift offers
online sanctions screening (Society for Worldwide Interbank Financial Telecommunication, 2018) for
incoming and outgoing swift messages. Online sanctions screening covers 30 sanctions list, including
OFAC, United Nations, Europe etc.

Know Your Customer Regulation

Financial Service Authority (FSA) in their paper ‘Banks’ Management of High Money-Laundering Risk
Situations in June, 2011 (Financial Service Authority, 2011) stated the three main points as follows: First,
some banks did not want to exit profitable business relationships, some banks were willing to accept
money laundering risks. Second, half of the banks visited by Financial Service Authority (FSA) could
not provide identify/record information about customer, one third of them and some of the banks did
not have sufficient anti-money laundering risk assesments neither. As per Financial Service Authority
Report, financial institutions must know their customer to control money laundering. Financial Service
Authority advised the banks that the best way to control money laundering was that to know their cus-
tomer, by obtaining customer information and second advice was to assess products and services of their
customers’ to identify money laundering activities (Financial Service Authority, 2003).

Especially after September 11, terrorist attack, The Financial Action Task Force’s priority was to
prevent international money laundering and counter-terrorist financing. Banks were alarmed with the
reports and tried to prevent money laundering by using The Financial Action Task Force standard rules.
Financial institutions use SWIFT service for wire transfer messages, therefore The Financial Action
Task Force’s standard rules are important for transferring funds all over the world via SWIFT system as
well. Due to legal requirements of banking legislation like data protection acts etc it is not easy to have
access to information. Therefore access to communications always created a tension between telecoms
companies and intelligence communities (Diffie and Landau, 2010).
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SWIFT is an international cooperation establishment reflecting at the same time avoidance of de-
pendence on US power (Sinclair, 2012). With globalization, it is discussed that world organisations rule
our world and being and international organization SWIFT is also used as ‘the glue for capitalism and
the stick for sanctions enforcement’ (Weiss, 2013) and (Willke, 2007).

Following September 11, The Financial Action Task Force authorities wanted to cooperate with
SWIFT about money laundering of illegal money to find out illegal activities via financial communica-
tion through SWIFT messages. US officials requested to investigate track of funds transferred via SWIFT
under the Terrorist Finance Tracking Program (US Treasury, 2018) and (European Commission Home
Affairs, 2018), however although SWIFT had refused that they were not allowed to share bank data to
third parties, they had to share it when the data was requested with subpoenas from court. SWIFT news
sharing data was published on newspapers (New York Times, 2006), (Wall Street Journal, 2006), (Los
Angeles Times, 2006), and (Washington Post, 2006) dated 23 June 2006. Following this, SWIFT tried
hard and in 2007 succeeded with Safe Harbor status which was agreed between the US Department of
Commerce and the EU, for US organizations to comply with the EU Privacy Directive (US Department
of Commerce, 2018).

Furthermore, SWIFT by developing SWIFT’s global messaging infrastructure in 2007, for customer
contract transparency. Agreed the messaging infrastructure is to be divided into two different data zones,
enabeling messages for Euro zone only, for European swift centers, and the second one for US and Eu-
rope operationg center. With this method, messages within Europe never entered US Jurisdiction area
(Society for Worldwide Interbank Financial Telecommunication, 2007). By 2010, dual-zone messaging
implementation was completed as agreed in 2007 (Society for Worldwide Interbank Financial Telecom-
munication, 2010). At the end of November, 2010, the European Council of Ministers agreed an interim
arrangement to allow continuing transfer of European data to the US (Taylor, 2010) and (EU Council,
2009). However it was not accepted in European Parliament in February 2010 (European Parliament,
2010) and (The New York Times, 2010).

EU and US agreed on a revised EU-US Terrorist Finance Tracking Program (TFTP) Agreement, in
July 2010 (Society for Worldwide Interbank Financial Telecommunication, 2010). The revised agree-
ment which came into force as of 1 August 2010 (US Treasury, 2010) allowed Europol to review and
control the transfer of data, an EU representative in the US to monitor data processing, a prohibition
on data mining or the like, a right of redress for European citizens, and rules about data retention and
deletion (European Parliament, 2010).

SWIFT and Know Your Customer (KYC)

Dirty money is mainly laundered via banks. Anti-money laundering process must cover all financial
institutions and especially banks. Basel Committee on Banking Supervision (BCBS,) has advised all
banks the KYC standards and implementation in their report of 2001 (Basel Committee on Banking
Supervision, 2001). Banks must make the necessary arrangements for anti-money laundering. The must
important method as advised by Basel Committee on Banking Supervision is Know Your Customer
(KYC) standards and implementation of a systematic control in Banking System. Along with Basel
Committee on Banking Supervision, the Financial Conduct Authority, has also defined that ‘Know
Your Customer (KYC) procedures and ongoing monitoring application is the most effective way for
Anti-Money Laundering (Financial Conduct Authority, 2016).
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SWIFT has implemented a new application which enables banks to be able to use the system. The
SWIFT has implemented a Know Your Customer (KYC) Registry system. The system is run by SWIFT.
Anti-money laundering can be avoided by strict precautions in the financial system. Banks can upload a
standardized set of documents for due diligence. Due diligence is defined as “The detailed examination
of a company and its financial records, done before becoming involved in a business agreement with
it.” (Cambridge Dictionary, 2018). The information after being checked and validated by SWIFT the
information is shared with approved users. Currently the SWIFT KYC Registry system is used by the
majority of the banks, that is who create 70 percent of swift message. The system is sait to be mitigat-
ing financial crimes list with an affordable cost and work load (Bank of America, 2018). The SWIFT
KYC Registry system might be of assistance for correspondent banking relationships as well as after
September, 11 terrorist attack global banks had to terminate their correspondent banking contracts in
certain regions. However, this precaution might cause other problems like the conversion of the transfers
to other methods of which there is no control.

Solutions and Recommendations

Combating Money Laundering and the Financing of Terrorism and Proliferation is a not only the member
countries’ problem, there are more than two hundred countries and only 32 of them are members of The
Financial Task Force (FATF) member. All the countries must accept the FATF-forty Recommendations
to succeed in combating money laundering and terrorism finance. The necessary precautions including
the technical infrastructure investment and using SWIFT’s financial crime complaince applications will
help to reduce money laundering and terrorism finance.

FUTURE RESEARCH DIRECTIONS

Financial communication has increased with the international trade volume increase all over the world.
As technology faciliated movement of goods, services and money money laundering has also increased.
The amount of money laundered varies in the literature. With the precautions, compliance standard rules
and sanctions it is expected that the amount of money laundered will decrease. Future researches about
the effect of the precautions might help. Further research about the reasons of not applying international
standard rules of complaince in some reasons and countries will also help future researches.

CONCLUSION

Financial communication system used by financial institution is called SWIFT. As international or-
ganisations set standard rules to facilitate international trade to increase international trade volume,
financial communication has also increased withing the financial system. At the same time, international
organisations are trying hard to set standard rules for combating illegal, dirty money earned from il-
legal activities, to enter the financial system, that is money laundering and terrorist financing. To take
necessary actions for precautions and to comply with the international rules and to avoid sanctions is
very important for financial institutions. To avoid sanctions and high penalties of millions of dollars,
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global banks cancelled correspondent bank relationship contracts by mass exiting from certain areas,
to de-risk. However to cancel the correspondent banking contracts for anti-money laundering purposes
has a further risk of the fund transfers to be effected which is not controlled at all. Therefore the Basel
Committee, experts recommend all banks to apply international standart rules and precaution methods
like online sanctions screens, Know Your Customer Regulation to avoid anti money laundering and ter-
rorist finance. Therefore it is recommended that non member countries should also apply FATF Forty
Recommendations and financial institutions, especially banks and all other institutions dealing with
money transfers, goverments must invest for technologic infrastructure, including SWIFT sanctions
screening and to apply for Know Your Customer utility, to comply with sanctions and to be successful
in combating Anti-Money Laundering and Terrorist Financing. Furthermore international organisations
like World Bank financing such infrastructure, technical investments might help the countries which are
still not using these international standards.
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KEY TERMS AND DEFINITIONS

AML: Anti-money laundering are the precautions to avoid money laundering.

De-Risk: Global banks practices of mass exit or termination of correspondent banking services for
anti-money laundering purposes.

KYC: Know your customer regulation is the most important precaution method of anti-money
laundering, banks must know their customer very well, to justify the income and otherthings to avoid
money laundering.

OFAC: Office of Foreign Assets Control.

Sanctions: FATF lists countries with weak anti-money laundering regimes and identifies jurisdic-
tions to combat moneylaundering and terrorist financing.

SWIFT: Society for Worldwide Interbank Financial Telecommunication, financial communication
system used by financial system, all the banks, has a cooperative status, based in Belgium, sets interna-
tional swift message rules with related parties involved.
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ABSTRACT

The telecommunication sector is a sector which is open for development. It is important to analyze the
strengths and weaknesses of organizations by using different strategic management techniques. The
purpose of this chapter is to emphasize the importance of customer loyalty and to bring forth the key
factors to create customer loyalty in communication sector and to understand the corporate actions of
organizations apply when creating loyalty. At the same time to test the factors that create loyalty from
the customers’ perspective, investigation of the strategies applied for loyalty and the effects of customer
loyalty programs. Therefore, the questionnaire study was made with 200 participants. T-test, anova, cor-
relation, and regression analyses were applied to the data. This survey has the purpose of determining
and investigating the dynamics and the factors that create customer loyalty in corporate governance. The
results show that customer protection is crucial for companies. The most important factor of customer
protection, which is loyalty, is shown to be linked with corporate actions.
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INTRODUCTION

The company determines the goals that wish to achieve, sets some goals, determines the extent to which
they want to reach them, when they want to achieve them, and identifies the tools they need to use to
achieve it. Especially the telecommunication sector has developed rapidly.

According to Collier (2005) corporate governance is defined as ‘The system which companies are
directed and controlled. Corporate governance have to develop new strategies in order to be able to
survive and compete with other companies. Due to this fast-growing and rapidly changing sector, the
fastest adaption will bring success.

There are many factors that effects customer loyalty. Companies in telecommunication sector need to
be able to make a difference regarding their competitors with successful strategies. Customer relationship
management is an important factor in both allowing the firms to hold within the telecommunications
market and lead their direction of the strategies they are in.

Before defining what customer loyalty is one must first define what the customer is and how impor-
tant it is to a company. The customer can be defined as a person who buys the goods or services of the
companies, make up the revenues, allows the companies to remain in the market (Demirbag, 2004). For
companies, especially for Telecommunication companies, customers are the mostimportant stakeholders.
Many theories have been developed to influence customers because customer relationships are the most
important part of a company’s marketing system. In the competitive business environment, companies
need to be able to manage an advanced level of customer relationship management that can establish
and manage long-term relationships to achieve maximum performance (Demirbag, 2004).

Corporate actions like customer satisfaction plays an important role for companies in order to achieve
goals such as sales and profitability.

For this reason, CRM has emerged and became very important for companies (Ovali, 2014).

CRM is not a new concept, but lately it was successfully implemented with different strategies. CRM
systems also bring many advantages. Organizations through these systems can;

e  They can determine the best customers and their best options and protect good customers for years
to come

They can create the best model for customer needs

They can create profitable customers by specifying their properties

They can predict exactly when and what customers will receive

They can predict the products for the future.

Corporate companies controls two important factors for the company as a result of the right CRM
application; customer centric sustainability and change costs. Customer-centered companies attach
importance to customer ideas; they obtain the clearest, transparent information from the customers and
use the obtained data to shape their needs. It is safe to say that any company that is customer-centered
and who listens to the voice of its customers would definitely turn profitable (Odabasi, 2004). Keeping
existing customers is a more profitable process than trying to find new customers. The main purpose of
CRM is to establish long-term relationships with customers. The key outcome of CRM is to improve
performance through profitability and customer loyalty and satisfaction (Demir & Kirdar, 2000).
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Conversion Cost; The conclusion of relationship between a business and a client has negative con-
sequences for both parties. One of the most important ways to avoid negative results is to prevent the
customer from switching to a competitor firm. Conversion cost is the economic and psychological costs
due the transition from one option to another (Ozer & Aydin, 2010). Conversion cost can be explained
as follows; if a customer has a contract with a business and said person can not respond positively to the
offers from competitors, the company is said to avoiding the cost of the exchange. The conversion cost
can be analyzed in two ways; 1) theoretical, i1) practical. From a theoretical point of view, the conversion
cost is a very important opportunity for customer preservation prediction. From a practical point of view,
one of the most important strategic factors that mature the strategy of preservation among customer
loyalty programs is the conversion cost (Aydin, Ozer, & Arasil, 2005).

This study was derived from Murat Guler’s post graduate thesis which is accepted in 2015 in consul-
tancy of Asst. Prof. Hilal Celik at The Social Sciences Institute of Beykent University.

CUSTOMER LOYALTY
Definition of Customer Loyalty

In todays competitive economy CRM became the most important tool to result in customer loyalty. The
ease of access to information and fast dispersion of imitation products due to advancement in technology
has made it hard to present a unique sales recommendation. Since many properties that are the reason for
choosing a product also exist at the competitors, companies are looking for different ways of attracting
customers. It is of utmost importance to attract customers while keeping customers at hand (Demir &
Kirdar, 2000, pp. 293-308).

Customer Loyalty is the commitment to a company firm not to a sale nor a special offer. Customer
Loyalty can be conceptualised as a positive tendency of a customer to a product.(Giilcubuk, 2008).
Customer satisfaction is one of the concepts that guarantee loyalty in the competitve and hard business
world. In general, there are three types of customers in terms of customer loyalty. The first category
includes non-loyal customers. The second category is for customers who are forced to be loyal due to
some reasons. The third category is those who do not consider changing the firm in any circumstance,
who have positive feelings and thoughts towards the company and who have voluntarily selected the
company and positively advertises the company to others (Durukan & Bozaci, 2011).

Firms can not maintain success in the business world and in long-term relationships without keep-
ing the existing clients at hand. For this CRM has the highest level of importance for creating customer
loyalty. The main purpose of CRM is not just to attract new customers but to keep them at hand and turn
them into loyal customers (Onaran, Bulut, &Ozmen, 2013).
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Customer Retention and Concept of Loyalty

It requires more resources for a company to obtain new customers rather then keeping the ones they
have at hand. It is from 20% to 40% more costly to attract new customers, compared to low price focused
existing customers. At the same time price change is a less effective concept on loyal customers(Aksoy,
2012, s. 79-90). Another study that supports Aksoy’s work has found out that a 1% increase in customer
preservation increases the companies value by 5% (Erk, 2009).

Firms reduce the costs of acquiring new customers with relational marketing methods. These methods
allow both the client to stay connected with the company and stay in long-term relationships with them..
As a general perspective, customer preservation is the stepping stone of customer loyalty. It prevents
customer loss and creates the most important property for loyalty: therefore these two concepts are rather
linked (Abdolhossemi, Miremadi, & Aminilari, 2012).

Importance of Customer Loyalty In Organizations

The old business model is the traditional stocking model based on budgeting that focused on handling
the current operation on a daily basis and reducing costs, aiming profitability and resource manage-
ment. In todays world this model left its place to a model based on customer and demand, that seeks not
just profit but long term relationships. After creating a value from the customers perspective, both the
customer and the seller can benefit from long-term relationships (Christopher, Payne, & Ballantyne,
2002, pp. 4-16). From the client’s value, loyalty and profitability are two strongly linked concepts and
these can be calculated by the cash flow chart. For example, faithfulness depends on creation of value,
so it affects both cause and effect. Consequently, loyalty leads to some economic consequences that are
closely linked to business systems (Reichheld, 2001).These are as follows;

e  Because the best customers are directly involved with the business plans of the firms, they must be
more selective with their new customer obtaining and must be motivated for continuous improve-
ment. Thats why, loyalty is influential in market share and resource growth

e  Organizations can keep their best employees at hand through continuous growth. Also, businesses
can increase employee loyalty by using rewards and satisfaction events, which can affect custom-
ers by showing value at a higher level.

e It is useful for a long-term employee because long-term employees know how to keep customers
in the world for a long time, reduce costs the most and improve quality with superior productivity.

Even though the profitability is important this model is not based on profitability. It is a motivation
for the employees and investors to stay loyal. Therefore it is inevitable to create values for customers to
generate cash flow and increase profitability (Reichheld, 2001). Moreover customer loyalty is useful
concept in competitive advantage, increasing operating performance and reducing risks to a minimum.
Customer loyalty also affects profitability since loyal customers buy more often. The fact that these
customers are more collaborative in comparison with other customers gives mutual benefit to both the
customers and the businesses and increases the competitiveness and minimizes the transaction costs
and risks (Basok, 2003).
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Customer loyalty contributes assets to companies such as price elasticity, low relationship costs,
profitability with time, new customers through old customer recommendations, low sales and promo-
tions. On the other hand, not only companies but also customers benefit from loyalty, because loyalty
saves customers the trouble of conducting research in terms of promotions or financials (Durukan &
Bozaci, 2011).

While developing customer loyalty the first step is to differentiate customers with respect to their
profitability. By making this differentiation more valuable customer should receive more resources. For
example generally customers can be placed in these groups:

Golden Customer (Most valuable,Loyal customers),

Golden Candidate Customers (En fazla biiyiiyebilen siirekli miigteriler),
Customers,

Potential Customers.

The first two groups are the ones that can increase profitability the highest. Highest portion of mar-
keting budget should be spent towards them. Especially, crossselling applications and loyalty promising
services should be offered intensely to the gold candidate customers group. In the obtainment of customer
loyalty, it is necessary to examine the customers after purchase behavior and to understand the reasons
for their satisfaction. (Odabasi, 2004)

Corporate Governance With Customer Loyalty

There are some strategies that are crucial for companies to preserve, satisfy, prevent change, and provide
customer loyalty. Strategies and factors that are effective in creating customer loyalty in this sector;
relational marketing, implementing customer obtaining programs, giving importance to service quality,
trust and corporate image (Aydin, Ozer, & Arasil, 2005).

Structure of marketing depends on physical distance, competition, time and markets change and
these factors cause fundamental changes in marketing practice. Since the past, businesses have generally
used commodity marketing called 4P (product, price, place and promotion) (Erdogan, Tiltay, & Kim-
zan, 2011). In this marketing method, which is called Traditional Marketing, the concept of selling the
product is the main focus rather than customer loyalty and satisfaction. But in the last 20 years, this has
changed with the way companies turn their directions into relationships. As a result of this restructuring,
companies has left traditional marketings place to relational marketing. Relational marketing, supported
by modern enterprises, can be defined as a concept that enables long-term relationships with customers
and companies to make long-term plans (Erk, 2009).

Organizations trying to establish, develop and maintain relationships with customers achieve success
through relationalmarketingbecause it is long-term focused. The objective of relational marketing, which
promises long-term relationships and offers quality to its customers, is long-term satisfaction. For this
reason, relational marketing is a key factor in improving customer service quality and data aggregation
by making a commitment to buy a product again and then increasing communication to prevent custom-
ers from changing their minds. (Kulabas & Sezgin, 2010)
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LITERATURE REVIEW

It can be said that there are a lot of studies about customers loyalty and GSM sector.

Barutcu in his “Customer Loyalty in the GSM Industry (2007)” study, he noted that communication
quality, communication cost, cost of switching and service diversity are important influences on the
loyalty to GSM operators. (Barutcu S., 2007)

Dulgeroglu and Kurtuldu researches Telecommunication Sector in Turkey with Mobile Number
Portability in 2017. This research states that customer satisfaction is one of the important factors that
affect the formation of customer loyalty. They have stressed that businesses and brands must endeavor to
increase customer loyalty through marketing activities that enhance customer satisfaction. (Dulgeroglu
& Kurtuldu, 2017)

Another researcher Uzunkaya studied, Brand Loyalty’s Re-Intention Impact and work on the GSM
Sector in 2016. This study revealed that the brand loyalty has a positive effect on the intention to re-
purchase. It would be beneficial for companies to make their customers loyal by meeting their expecta-
tions and wishes. (Uzunkaya, 2016)

Another researcher Sahin studied “Role of Brand-Customer Relationship Quality in Brand Value: In
the Mobile Communication Sector study in 2014, the researcher mentioned that GSM operator brands
can realize brand values and brand-customer relationship qualities by increasing perceived value and
quality. (Sahin, 2014)

Tayyar and Isik, According to the results of “Structural Equation Model Analysis of the Relation-
ship Between Service Quality and Other Variables in GSM Sector” in 2013, state that it was seen that
customer satisfaction is the most effective tool on customer loyalty, it is followed by service quality,
perceived value, image and price. The highest impact on the perceived value is the price, followed by
service quality and image. According to these findings, GSM operators have to improve their service
quality and prices in order to have loyal customers. (Tayyar & Isik, 2013)

When the literature is searched, it has been determined that similar research results have been ob-
tained about the formation of customer loyalty in the GSM sector. The results of the research on the
mobile communication shows similarity to those in the literature. According to the analysis of the main
purpose of the research, customer satisfaction is directly related to satisfaction. There is a meaningful
and direct positive relationship between satisfaction and Satisfactory factors and brand loyalty. Service
Quality Corporate Image, Customer Value Perception, Price are determined as the main factors accord-
ing to the research results.

Organizational Strategy With Complaint Evaluation

Customer complaints can be explained as psychological movements and behaviors that cover factors such
as cause, motivation and direction of behavior. Companies that want to maintain long-term relationships
and customers at hand should feel valued for their customers. But no company can satisfy customers 100%
because there is always a reason for dissatisfaction (Zhang & Zheng, 2009).Long-term relationships with
customers influence their perception, and these customers tend to change their view of service quality
and complaints behavior. It may also be the case that the campaigns or the customer that triggers the
change process want to switch to a new product (Uzunoglu, 2007). But one of the key triggers to switch
from one operator to another is a high price. A research by Zhang and Zheng in 2009 showed that direct
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complaints increased by 1%, loyalty increased by 0.312%. However, if the direct complaint is reduced
by 1%, the loyalty is reduced by 0.490%.This research shows how important it is for customers to com-
plain to customers. As a result, direct complaints and customer satisfaction are interdependent in terms
of positive and communication firms must encourage customers to express their complaints in order to
improve the situation resulting in dissatisfaction because it is to create loyal customers by avoiding the
objective dissatisfaction of complaints management (Uzunoglu, 2007).

Information Technologies and Data Base Marketing

CRM is a mixture of people, technology and processes, and is a customer-focused concept. In literature
changes linked to information technology (IT) and organization have been frequently examined. Mass
marketing concept has changed into customer preservation-based approach due to the competition.

Databased marketing is a knowledge-based customer and future oriented marketing application. With
the advancement and increasing usage of computers that create the basis of this marketing model, it is
now possible to record and use personal data of millions. Data based marketing is firstly a process to
obtain enough information about customers at hand and usage of this information to encourage repetitive
sales and create a sustainable relationship (Rob & Poul, 1995).

Data Based Marketing has become an important application in todays market. Data based marketing
can be examined as a 5 step process (Hepkul &Kagnicio8lu,1992).

1. Identification of Customer Candidates: During the first stage of the database marketing process,
customers and prospective customers are identified. The business can collect customer names
from its internal resources such as guarantee documents, registration cards, accounting records
Advertisements in the media, such as magazines, newspapers, and the internet, can lead customers
to receive additional information via coupon, answer card, telephone, fax or e-mail.

2.  Creating Customer Databases: After identifying customers and candidates at this stage, the name,
address and other information must be uploaded to a database.

3. Analysis of the Data: At this stage we focus more on Customers and identify customer groups with
similar needs for different products. In this phase, the use of Data-Based Marketing makes more
precise segmentation and more specific targeting. It also allows customers to have full access to
the company’s contact information at any time (Stone, 1995). The database used at this stage can
provide significant benefits. For examplethe database can be used to identify the market target,
segmentation and target market selection.

4.  Coordinated Customer Communication: The way this phase works is as follows: The campaign
starts with planning. By defining the market interval with the help of the database, the needs of
the potential customers in the target market, the ways to communicate with them and the reactions
of the customers are investigated. The target market is divided into sub-divisions and the approach
suited to them is determined. These types of communication are suitable for telephone, fax, mail,
face-to-face communication, internet, catalogs or their customer groups.

5. Integrated Marketing Approach: At this last stage, customer database is used in harmony with
marketing and other lower departments. All units are automatically provided with information flow
in a closed loop and benefit from the data base. Each functional sub-system automatically receives
the necessary information from the other sub-systems, so that it is not possible for all functions to
take the necessary information directly.
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Innovation technology companies that provide internet and ease of use of these services supports
service delivery and value creation for customers. This way it benefits companies, employees and cus-
tomers. Companies that use simple technologies maintain customer loyalty by providing a continuous
quality, thus increasing customer loyalty. Customer loyalty and sustainable profitability can be achieved
as a result of using knowledge effectively. Knowledge can be transformed into a useful technology as a
result of successful implementations (Ekinci, 2004).

Information gathered from existing or potential customer data base forms the projects and market-
ing plans of the company. For marketing plans to compete and create loyalty, companies should receive
information about their customers (Bozkurt, 2004).

Database marketing and technology is now being used in many industries and banking in Turkey is
being implemented in many sectors such as retail or telecommunications.

For this reason, this concept is one of the most useful tools that can be used to improve quality and
long-term customer relationship for companies using IT-based marketing applications (Aydin, Ozer, &
Arasil, 2005).

Customer Satisfaction

Customer satisfaction in the literature; the purchasing stance and customer loyalty. Customer’s purchase
preference is a habit and satisfies that habit affects positively. Satisfaction can be conceptualized as a
general customer feeling felt by a service provider in the communications industry. Customers with a
high purchase rate are considered satisfied by the services. Customer satisfaction is an important factor
affecting customer loyalty. In addition, satisfaction is directly linked to commitment. It creates loyalty to
the brand and then emotions of trust emerge (Kurt & Hacioglu, 2008). According to Erdogan & Tiltay
& Kimzan (2011), satisfaction and commitment relation is weaker than satisfaction and trust relation,
whereas Ballester and Aleman’s (2001) claim is opposite; researchers argue that the satisfaction and
commitment relationship in this market is stronger. Besides, while there is a strong relationship between
perceived satisfaction in the communication sector and effective commitment and continuous commit-
ment, complaint affects satisfaction negatively. The high degree of commitment to the brand creates a
recapture attitude, followed by brand loyalty (Boohene & Agyapong, 2010). In addition, trust increases
positive thinking towards the brand, and then loyalty begins to emerge (Ballester & Aleman, 2001).In
this context, telecommunication companies; confidence, commitment and customer loyalty because cus-
tomer satisfaction is one of the most important factors of customer loyalty (Aydin, Ozer, & Arasil, 2005)

MANAGEMENT STRATEGY WITH CUSTOMER OBTAINING PROGRAMS
Loyalty Programs

Customer obtaining programs are another factor that needs to be applied succesfully for companies who
aims to create loyal customers and gives importance to the relationship between them and the customers.

The main objective of loyalty programs is to increase sales and profitability through loyal customers.
The strategy of long-lasting relationship and encouraging customers to take the product again is the basis
of increasing day-to-day marketing. The award-winning marketing strategy is not new, but it is becoming
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a common idea as a marketing approach in the business world. This approach focuses on preservering
existing customers and producing more specific products for them (Cabuk, Orel, & Giiler, 2006). Com-
panies long-term relationships reflect the difference between loyalty promotions and sales promotions.

If the sales promotions are over, the customer’s attitude can be changed to the previous one; thus
maintaining the targeted customers of the loyalty programs and at the same time providing loyalty pro-
grams to create loyal customers to the firm (Erk, 2009). As a result, anti-change barriers make companies
stronger in a competitive environment. Customer loyalty can be considered as a tool that increases brand
loyalty, reduces price sensitivity, prevents company change, grows customer base and increases sales
and prevents customer loss as a result of service failures (Cabuk, Orel, & Giiler, 2006).

The goal of businesses using loyalty cards is to preserve existing customers rather than acquiring new
customers. The most important increasing use of loyalty cards for businesses is to learn about customer
behavior in order to have a better analytic advantage. The customer information provided with these
cards also forms the basis for a healthy customer relationship (Erk, 2009). Thanks to the data obtained
from the cards, they have the opportunity to get to know the customers better and provide them with
customized prizes and incentives (Kulabas & Sezgin, 2010).

Customer Loyalty Clubs

The loyalty clubs are one of the most common programs. In U.S., about 90% of customers are involved
in a loyalty program and each customer has a membership of nearly 4 loyalty programs. Loyalty clubs
can be described as communities that are developed to communicate directly with customers and offer
high value packages to them and to help them build strong relationships. The goal of loyalty clubs is
to create an emotional connection to make customers more active and increase their loyalty to the firm
(Erk, 2009). In summary, loyalty cards and clubs, which offer a number of benefits to members, are a
step forward from their competitors by keeping their customers faithful.

Frequency Programs

As mentioned before it is cheaper maintaining the customers at hand then to acquiring new customers;
therefore companies develop various strategies to keep the customers at hand. Frequency programs are
customer satisfaction tools designed for existing customers. This program has become increasingly used
day by day as a means of advancing relations with customers and providing loyalty afterwards like other
strategic tools (Varinli & Acar, 2011).

The effectiveness of the frequency programs are linked with the points earned by the customers
while they are shopping and with the prizes that are given by the company. Customers do not want to
get another company’s product because they tend to lose their chance to win awards.From this point of
view, frequency programs are also an obstacle-changing tool (Varinli & Acar, 2011).

Prizing
Rewarding is the strategy created to ensure that customers are kept within the company (Kogel, 2007).

Since new customers are difficult and expensive to acquire, keeping customers is a very important
factor. But it is necessary to do some work to keep these customers. For example, individuals tend to
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repeat positive acts or motions they reward. For this reason, rewards and incentives have been raised by
businesses to influence customer behaviors. Such factors allow people to be directly connected to the
business. The awards should reflect the company’s thanks to the company. Small gifts, concerts or theater
invitations, flowers, calls on special occasions or cards are some of the examples that will be awarded.

Telecommunication Firms Service Quality

Especially when customers are making decisions service quality is an important factor. Because after
a while the customers will not be satisfied and the change will occur even if the low quality service is
cheap. Service quality; call quality, voice clarity, value-added services, network coverage and customer
support. Customer support also depends on the speed and skill of the support staff, the support system,
online support and the complaint process (Hotamli & Eleren, 2012).

The concept of loyalty has been the subject of many researchers. In the majority of these studies, the
concept of loyalty and the relationship between service quality model, image and satisfaction factors
are examined. This model is intended to reveal the difference between the quality expectations of the
intended customers and the quality of the service (Boohene & Agyapong, 2010).

Trust

Firms are trying to establish long term relationships based on mutual trust in order to positively effect
their customers attitudes. If these customers trust to the firm they become loyal (Sahin, 2003).

The trust and commitment has been widely examined in literature. Trust is a way of perceiving brand
integrity, confidentiality and high ethical values. The mutual commitment provides the basis for long-term
relationships. Building high-level mutual commitment between the client and the business increases the
likelihood of long-term relationships as it connects the two parties (Odabagi, 2004).

Management Strategy With Corporate Image

Another factor that creates customer loyalty is the corporate image. The corporate image can be concep-
tualized as the organizational perception that occurs in the mind of the client. Corporate image affects
the operating perception of the company. At the same time, corporate image, which is a striking effect,
also increases company values. Service quality, customer satisfaction and evaluation of value are also
influenced by corporate image. The customer wants to make a purchase from the brands that he / she
actually thinks are remaining and quality, and thus the corporate image that makes an impact in the pur-
chasing process affects the process of creating customer loyalty directly and indirectly (Peltekoglu, 2012).
While Boohene and Agyapong (2011) argue that corporate image is one of the most important factors to
enhance loyalty among customers, Yurdakul (2007) suggests that behavioral theorizing constitutes the
foundation of institutional image in service applications that increase memory value and positive effect
will certainly bring positive image. Aydin and Ozer (2005) argue that the quality of service represented
by customer experiences is a powerful influence on the corporate image. For example; if the firm has
left a positive impression on the customers, it reveals the satisfaction of the customer and as a result the
brand is perceived as a good quality for the customer.
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Importance of Customer Loyalty in Telecommunication Companies

It is not as easy to obtain new customers as it was due to the changes in business environment and tech-
nology. In today’s competitive market, institutions are investing heavily to survive and fight worldwide.
Because of he challenge of obtaining new customers, preservering the existing customers has become
a must for marketing. Thus, transforming the strategy from customer acquisition to customer protec-
tion has become especially important in the competitive telecommunication sector (Erk, 2009). With
a new customer-based approach, organizations aim to create more quality, inexpensive and valuable
products and a long-term customer relationship. For this reason, customer loyalty created by long-term
relationship has become the most important tool to improve performance and survive in the market
(Karachuha, Ozer, & Arasil, 2004).Customer satisfaction, change barriers and their relation to customer
loyalty will be examined in the next sections. Turkey also has quite rapid developments in this sector.
Although there is much more to the high level of indirect taxes and the purchasing power of developed
countries, Turkey has reached market maturity period. Decision-making process, services provided and
comparisons and are especially shaped by factors such as wages in this market, and customer loyalty
is influenced in parallel with the image of the provider in Turkey (Aydin, Ozer & Arasil, 2005). The
database marketing mentioned above shows the importance of data acquired from customer loyalty
programs. A better statistical analysis can only be performed as a result of consistent information from
customers. Database marketing is also a useful tool that creates change barriers as a result of the ef-
fective use of this information. At this point, developing new methods to prevent change has become
necessary in the telecommunications sector.One of the most used and most important is the analysis in
Turkey Churn Analysis (Gursoy & Oman, 2010). Churn analysis; can be described as a means used to
identify customers who tend to change their operator. This type of analysis provides the enterprise with
the necessary corporate privatization to preservere such customers. If a customer replaces an existing
service provider with another provider or terminates his membership, he is called a lost churn (Giirsoy
& Oman, 2010). Churn analysis is one of those methods that prevent customer losses and satisfy needs.
For example; a customer can easily change their mind and switch from one operator to another. The
reduction in calls may be a sign that you are not satisfied with the service provided by the customer’s
operator. Churn analysis is crucial for identifying customers that may be lost at this point and for creat-
ing loss prevention strategies (Abdolhossemi, Miremadi, & Aminilari, 2012). Access to customer data
is the first step of a churn analysis. Subsequently, the customer is classified as a change-pushing effect.

There are a number of factors that directly or indirectly change the customer. As seen in FIG. service
use, service fee, customer situation; dissatisfaction and customer linked changes. Once these factors are
identified, then customized marketing strategies are applied to the customers with the most tendency to
change (Giirsoy & Oman, 2010; Keramati & Ardabili, 2011). Turkish communications companies also
use data mining. Turkcell develop new campaigns and customer loyalty in order to create new tariffs
while getting information to reveal Vodafone Turkey especially in marketing, finance, and uses data min-
ing for use in attractions such as future forecasts (Turhan, Kocak, 2009). According to some information
obtained from Turk Telecommunication Sector, 48% of the customers have switched to another operator
for cheaper price while 19.4% have changed the operator due to wider service area. Only 9.5% of the
customers are due to low service quality has left its service provider and switched to other providers
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(Giirsoy & Oman, 2010). The concept of customer loss and the lack of customer loyalty are interlinked.
If the churn method is successfully applied with statistical analysis, it will undoubtedly be a very useful
method for companies with high customer loyalty targets.

History of the Turkish Telecommunication Sector

Telecommunication is information sharing from long distances. It acts as a bridge not just between hu-
mans but also between economies, cultures and countries. It has been corporate with everyones life all
over the world. In 2008 service revenue has reached 2 trillion $ and in 5 years this number is expected to
reach 3 Trillion $ . Also telecommunication revenues creates the 3% of Gross Domestic Product (Akram,
Faheem, Dost, & Abdullah, 2012). After supporting the liberalization and privatization of the telecom
sector is growing government sector in Turkey as well with quite an accelerating pace. In addition, the
interest in Turkey’s technological service to customers is another factor that encourages telecom services
market in Turkey (Aydin, Ozer & Arasil, 2005).

A study made four years ago (ReportLinker.com, 2011) states: In 2010, the potential prevalence of
the Turkish mobile market was around 85%. But the development of 3G technology will soon provide
important changes in this sector. According to the research; With the increasing competition between
competitors such as Turkcell, Avea and Vodafone, this sector is expected to grow by 8% until 2014 and
reach 108% of users by the end of 2014. Another study (Deloitte Turkey, 2014); The stable economic
development and GDP in Turkey, Information and Communication Technology (ICT), the correlation
between the data shows that there is a promising future of the IT industry. While a growth of 9.6% was
expected in the Middle East and Africa between 2012-2017, Turkish IT sector was predicted to grow by
7.4%. Microsoft, Intel, Hewlett-Packard have chosen Turkey as the geographic and demographic reasons
as a central base. Earnings in the mobile market in 2012 increased by 10.5%. The sector is growing day
by day with investments from abroad, both internal and external.

RESEARCH
Sample And Space Of The Study

The space of the study is formed by the customers of GSM dealers in Kiiclikcekmece County. 200 Custom-
ers have been selected randomly from this sample space with respect to equal number of operator usage.

Data Gathering Tools

Aim of the questionnaire are customers. The survey consists of 7 questions reflecting the client’s point of
view. The first 4 questions reflect the demographic information of the participants while the remaining
questions examine the dimensions of customer preferences and loyalty. In the final question, the basis
for the analysis of correlations is prepared using the subscale of 16 likert scale. As the sample grows, so
does the consistency of the research. For this reason, the survey study was applied to 200 participants.
This figure will be useful in terms of transmitting the perspective of the customers about the Turkish
communication sector in sufficient detail.
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Data Analyses Techniques

Data from the study has been analyzed with IBM SPSS statistics2.0 package program. Reliability analysis
was applied to the data in the SPSS program. Demographic statistics, t test, ANOVA test, correlation
and regression analysis were performed respectively. The results of the analysis are shown on the tables
and the results are explained and interpreted.

Analyses of the Data And Interpretation

Aim of the study is to determine the importance of customer loyalty and to determine the factors that create
customer loyalty in Turkish telecommunication sector. For this reason the hypothesizes are as follows:

H1: Customer acquisition programs are influential on loyalty.

H2: Relational marketing has a positive effect on customer loyalty.

H3: Improved service quality is influential on customer loyalty.

H4: The company builds trust on its customers and makes them loyal customers.
HS: A strong corporate image creates high customer loyalty.

Demographical Statistics

In the research process, the questionnaire was answered by 200 participants. 4 participants participated
in the interview process. While the demographic information of participants in the survey is shown in
Table 2 in detail, some important points are:

There are 200 participants in the survey. 52.5% of these participants were male and 47.5% were
females. While 39% is Turkcell users, this figure is followed by Vodafone users with 34%. 27% of the
participants are Avea users. The largest group with 52% is between 26 and 30 years of age. While 51%
of the participants are university graduates, 22.5% of them have graduate degrees. While the lowest-rated
participant group is secondary school graduates with 3.5%, 48.5% of the respondents work in a company.

According to the results, 77% of the participants see themselves as loyal to their companies and 9%
said they were impartial with respect to loyalty, while 14% said they were not loyal to their operators.

In addition to this, participants were asked whether they would recommend the operator to others,
65% of the participants stated that they would recommend it, 24.5% were undecided and 10.5% would
not recommend it.

One of the most important parts of the questionnaire is the comparison of the service quality with the
price asked by the customer. 72.5% of the users who participated in the survey stated that the price is an
important factor in choosing that operator. In another question, when participants were asked to choose
between service quality and price, 88.5% of participants said service quality was more important than
price, while only 4% indicated that price was more important than service quality.

In terms of Turkey the market price is always an important factor. Cheaper tariffs always attract cus-
tomers’ interest, but the price alone can not be the reason for a preference. As can be seen in the above
figures, the quality of the service offered by the operators as well as the price is very much influencing
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Table 1. Survey participant demographic information

Participant %

Male 105 52,5
Gender Female 95 47,5

Total 200 100

18-25 14 7

26-30 104 52

31-35 25 12,5
Age 36-40 24 12

41-50 19 9,5

51-60 14 7

Total 200 100

Middle school 7 3,5

High school 34 17

University 102 51
Education

Master 45 22,5

Phd 12 6

Total 200 100

I dont have job 3 1,5

I’'m employer 43 21,5

I’m employee 97 48,5
Occupation

I’m student 44 22

I’m retired 13 6,5

Total 200 100

Turkcell 78 39

Avea 54 27
Operator

Vodafone 68 34

Total 200 100

Table 2. Participants’ loyalty level
Loyalty Participant %

My loyalty level is very strong 73 36,5
My loyalty level is advanced 81 40,5
I’m neither loyal nor not 18 9
I’m almostly not loyal 18 9
I’m not loyal 10 5
Total 200 100
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Table 3. Service quality vs. price

Price Service Quality vs. Price
Participant % Participant %

Absolutely I agree 51 25,5 90 45
I agree 94 47 87 43,5
Neither agree nor not 35 17,5 15 7.5
I dont agree 18 9 6 3
Absolutely I dont agree 2 1 2 1
Total 200 100 200 100

the preference factor of the users. It is seen that 77% of the participants are loyal to their companies;
Due to this reason communication companies’ efforts on customer loyalty and their implementations
could be classified as succesful.

Correlation Analysis

Correlation, indicates the direction and power of a linear relationship between two random variables in
probability theory and statistics. It is between -1 and +1. The closer you get to -1 and +1, the greater
the power of your relationship. When you close to zero, the power of the relationship weakens. If it is
positive, it has a positive effect. If it is negative it affects the direction negatively. If it is neutral (zero)
it means that the variables have no effect on each other.

In Table 4, the correlation coefficient between loyalty and its factors is 0.695. Since this value is in
the range of 0.5<r <0.8, there is a positive correlation between these two variables. As a result, customer
loyalty programs implemented in Turkey creates loyalty by providing value to customers. H1 hypothesis
is accepted. Customer acquisition programs have an impact on loyalty.

According to Table 5, Cronbach’s Alpha value is quite high with 0.825. T-test results are also mean-
ingful (see Appendix 3). When we look at the correlation value between two variables, we see that r =
0.703. Thus, we can conclude that the evaluation of the complaint has an effect on loyalty.

The findings of the survey on customers indicate that the link between information technology and
loyalty is weak. Firstly, Cronbach’s Alpha value indicates that this data set is of low reliability. Also,
the correlation value between variables is quite low, r = 0,285 (See Table 10). It can not be said that
information technology has an effect on loyalty through considering these results. Accordingly, we can
conclude that Turkish GSM companies can not use information technologies effectively.

Table 4. Relationship between loyalty and acquisition programs

Loyalty Win.Prog.

Loyalty 1,000 ,695

Win.Prog ,695 1,000
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Table 5. Relationship between complaints assessment and loyalty

Loyalty Grievance
Loyalty 1,000 ,703
Grievance ,703 1,000
Table 6. Relationship between information technology and loyalty
Loyalty InfoTech
Loyalty 1,000 ,285
InfoTech 285 1,000
Table 7. Relationship between content and satisfaction
Loyalty Satisfaction
Loyalty 1,000 735
Satisfaction 735 1,000
Table 8. Relationship between relationship marketing and loyalty
Loyalty Reational Mar.
Loyalty 1,000 ,826
Relational Mar. ,826 1,000
Table 9. Relationship between service quality and loyalty
Loyalty ServQual
Loyalty 1,000 ,904
ServQual ,904 1,000
Table 10. Relationship between confidence and loyalty
Loyalty Trust
Loyalty 1,000 847
Trust 847 1,000
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The reliability test between these two variables indicates that this result is reliable, a = 0.843. In
addition, T-test results are significant and correlation between two variables is high, r = 0,735 In this
context, it can be said that higher level customer satisfaction brings higher level customer loyalty.

Survey results show that relational marketing is very effective on loyalty. 70% of respondents answered
positively about the question “Increasing loyalty by building good relationships with customers”. The
following data show the correlation between relational marketing and loyalty.

According to table 8, Cronbach’s Alpha value is 0.898 and this value is regarded as very reliable. The
T-test results are meaningful. The correlation value between loyalty and relational marketing is 0.826.
The bond between these two variables is quite strong. 