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1Faculty of Business, İstanbul Bilgi University, Istanbul; E-mail: deniz.nebioglu@bilgi.edu.tr
2Faculty of Economic, Administrative and Social Sciences (FEASS), MEF University, Istanbul; E-

mail: nazli.karamollaoglu@mef.edu.tr



Abstract

This study explores the impact of financial constraints on investment behavior in a high-inflation

economy, with a focus on Turkey’s post-2020 period of unconventional monetary policy. Utiliz-

ing industry-level data from the CBRT Company Sector Database (2009–2023, NACE-2 clas-

sification), we employ a fixed-effects panel regression model to examine how monetary policy,

financial ratios, and the prevalence of small firms influence investment dynamics. The results

indicate that the financial accelerator mechanism operates as expected, with more constrained

firms exhibiting stronger sensitivity to monetary conditions. For post-2020 period, we find that

the fundamental relationship between financial constraints and investment changed. While

reliance on short-term debt became less restrictive for investment—possibly due to liquidity

injections or policy support—industries with higher long-term debt exposure experienced a

decline in investment sensitivity, likely driven by heightened uncertainty and a shift toward

deleveraging. These findings suggest that expansionary monetary policy, when accompanied

by elevated risk, can lead to inefficiencies by distorting credit allocation towards riskier firms,

potentially undermining long-term output growth and financial stability.
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1 Introduction

In emerging markets, monetary policy operates under unique constraints, where central banks

must address the coincident and often conflicting pressures of price stability, output growth, and

financial stability. In addition, monetary transmission can be incomplete or delayed due to fac-

tors such as exchange rate volatility, risk premium fluctuations, and global financial conditions.

Finally, a lack of strong institutional structures may undermine the credibility or operational

independence of central banks, leading not only to shifts between different policy objectives but

also to unintended consequences of monetary policy.

Following the Global Financial Crisis, Turkey’s monetary policy trajectory increasingly di-

verged from the conventional framework, with its most drastic shift occurring after 2021. In-

creased global liquidity weakened the trade-off between financial and price stability, prompting

the central bank to devise an unconventional policy mix that later evolved into a tool for the

government to influence the monetary stance. Over time, monetary policy became increasingly

discretionary, shaped by political interventions and a preference for procyclical easing. This

trend accelerated after 2013, when the central bank faced growing political pressure to main-

tain low interest rates, leading to repeated credibility shocks (Gürkaynak et al., 2015). The

post-pandemic period marked the most extreme phase of this trajectory: between 2021 and

2023, Turkey actively lowered interest rates despite surging inflation. Although intended to

stimulate growth, this policy paradoxically fueled macroeconomic instability, rapid currency

depreciation, and soaring inflation (Gürkaynak et al., 2023). During this period, expansionary

monetary policy heightened macroeconomic uncertainty, leading to a sharp depreciation of the

Turkish lira and a substantial rise in the country’s risk premium. This surge further isolated

the economy from international financial markets, exacerbating the disconnect between the pol-

icy rate and market rates (Kara and Sarıkaya, 2024). Therefore, this policy shift provides a

natural experiment to examine how expansionary monetary policy interacts with rising risk

premiums, shaping firm- and industry-level financial conditions and their consequences on firm

performance indicators.

The seminal work of Gertler and Gilchrist (1994) highlights how credit channel through

financial constraints shape firm responses to monetary policy. Small firms, reliant on bank

loans and with limited access to capital markets, face sharper declines in sales, inventories, and

short-term debt following monetary tightening, while large firms mitigate shocks through greater

financial flexibility. The effects of monetary policy at the industry level have also been studied,

revealing significant heterogeneity in sectoral responses over time. Dedola and Lippi (2005)

analyze industry-level data from five OECD countries and find that sectoral output responses
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to monetary policy shocks are systematically related to characteristics such as output durability,

financing requirements, and firm size, emphasizing the role of financial frictions. Peersman and

Smets (2005) extend this analysis to the euro area, showing that monetary policy effects are

stronger during recessions, particularly in industries with higher financial leverage and short-

term debt dependence. More recently, Choi et al. (2024) examine a broader dataset covering 102

countries and 22 industries, confirming that monetary contractions disproportionately impact

industries with assets that are difficult to collateralize and those composed of smaller firms.

These findings collectively highlight the importance of industry characteristics in shaping the

transmission of monetary policy.

Changing risk preferences is an additional channel through which monetary policy influences

economic activity, typically moving in the same direction under credible and conventional policy

frameworks. In advanced economies, easing monetary policy can boost risk appetite by improv-

ing economic and financial conditions by enhancing the economic outlook, reducing uncertainty,

and strengthening balance sheets for both borrowers and lenders (Bauer et al., 2023). However,

in emerging markets, the relationship between monetary policy and risk perception is far more

complex, as it is shaped by additional factors such as external financial conditions, institutional

credibility, and macroeconomic stability. In these economies, expansionary monetary policy

may fail to stimulate risk appetite or even work in the opposite direction if it amplifies existing

vulnerabilities, such as rising country risk premiums or currency depreciation.

Rising risk premiums can tighten financial conditions across all firms, narrowing the gap

between small and large firms while reshaping credit allocation across industries. When mon-

etary policy amplifies risk premiums, it weakens the credit channel by increasing uncertainty,

undermining investor confidence, and potentially negating its intended stimulus effects. Rather

than uniformly easing financial constraints, expansionary monetary policy in high-risk environ-

ments may disproportionately channel financing into weaker firms, which increase their reliance

on both short-term and long-term debt to sustain operations. Meanwhile, industries dependent

on long-term financing may deleverage in response to rising risk premiums, effectively being

crowded out of the credit market. This adverse selection in credit allocation highlights the

distortionary effects of weak monetary policy transmission in high-risk settings, where expan-

sionary policy can reinforce financial fragility rather than support investment.

In this paper, we examine how financial constraints and industry characteristics shape in-

vestment behavior by estimating a fixed-effects panel regression model using sectoral data from

the CBRT Company Sector Database for the period 2009–2023, with a particular focus on the

post-COVID period during which expansionary monetary policy was coupled with rising risk
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premiums. In addition, we test the existence of credit channel for monetary policy by using real

interest rate as our monetary policy stance.

Our results confirm that financial constraints play a critical role in shaping investment

decisions at the industry level. High leverage is consistently associated with lower investment

intensity, particularly in industries reliant on short-term financing. In particular, we find that

while long-term debt positively influences investment, short-term debt constrain firms’ ability

to allocate resources toward capital formation. We also find that industries dominated by small

firms exhibit lower investment intensity, reinforcing the notion that credit market frictions

disproportionately impact smaller firms. In addition, our findings demonstrate that monetary

policy interacts with the financial structure of industries, confirming that the credit channel

remains operative, consistent with the existing literature.

A key contribution of our study is the analysis of the post-2020 period, marked by an un-

conventional monetary policy regime in Turkey. We find that the fundamental relationship

between financial constraints and investment changed during this period. While reliance on

short-term debt became less restrictive for investment—possibly due to liquidity injections or

policy support—industries with higher long-term debt exposure experienced a decline in invest-

ment sensitivity, likely driven by heightened uncertainty and a shift toward deleveraging. These

findings suggest that expansionary monetary policy, when accompanied by elevated risk, can

lead to inefficiencies by distorting credit allocation towards riskier firms, potentially undermin-

ing long-term output growth financial stability.

Our findings contribute to the growing literature on monetary policy transmission in emerg-

ing markets by pointing out how financial constraints and weak monetary policy shape in-

vestment decisions. By examining industry-level responses to monetary easing in a high-risk

environment, we provide some preliminary evidence on the potential unintended consequences

of expansionary policies in emerging markets such as reinforcing financial fragility rather than

stimulating investment. While we do not directly establish this interaction yet in this version,

our findings point to its relevance, and in future versions of this study, we aim to explore this

relationship in more depth.

Outline of the paper is as follows. Section 2 presents the data, Section 3 outlines the model

and presents the result, finally Section 4 concludes.

2 Data

We use sectoral data obtained from the CBRT Company Sector Database, covering the period

from 2009 to 2023 with a yearly frequency. The data originates from company accounts based
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on balance sheets and income statements of real sector enterprises, provided by the Revenue

Administration. These individual datasets are aggregated by sector and scale for each reporting

period.

The scale dimension categorizes firms into SMEs and large enterprises, based on the size

classification defined by the Ministry of Industry and Technology. The sector classification

follows the NACE Rev.2 economic activity classification system. The dataset represents a

balanced panel, disaggregated by sector, scale, and year.

To examine the role of financial constraints in shaping industry-level responses to monetary

policy, we incorporate several balance sheet indicators as proxies for the financial accelerator

mechanism. These include leverage (total debt over total assets), debt maturity structure (short-

term over total debt and long-term debt over total assets), working capital requirements, and

the ability to cover financial costs (cash flow over interest payments).

Financial leverage captures the extent to which firms rely on external financing. While

highly leveraged firms may face greater financing constraints. leverage can also signal borrowing

capacity, allowing firms to access credit on better terms, potentially making them less sensitive

to monetary policy shocks.

The short-term debt ratio (short-term over total debt) measures the extent to which firms

rely on short-term financing rather than long-term loans. In the presence of credit frictions,

firms with a greater reliance on short-term debt are expected to be more sensitive to monetary

policy changes, particularly in a recession.

The long-term debt ratio (long-term debt over total assets) captures the extent to which

firms have access to stable, long-term financing. Industries with higher long-term debt ratios

may be less affected by monetary tightening, as long-term debt provides financial stability and

reduces firms’ exposure to short-term credit fluctuations.

Firms’ liquidity positions affect their ability to undertake investments as well. The working

capital ratio is computed as the difference between current assets and short-term liabilities

divided by total liabilities. This ratio indicates a firm’s capacity to cover short-term obligations

and maintain financial flexibility. A higher working capital ratio suggests a stronger liquidity

position, which may facilitate investment decisions.

Our dependent variable is investment to capital share. This variable defined as the ratio

of investment to total fixed assets. Investment is calculated as the difference in fixed assets

between two consecutive periods for firms with the same industry code and scale. This variable

has been used as proxy for investment intensity by taking the proportion of newly acquired

fixed assets relative to the existing stock of fixed assets.
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Table 1 provides summary statistics for key financial ratios across different firm sizes (Large,

Medium, Small, Micro). Short-term debt ratios tend to be lower for large firms compared to

micro and small firms, implying that smaller firms rely more on short-term financing. The

long-term debt to assets ratio is higher for larger firms, reflecting their greater access to long-

term financing. Short-term trade credit is higher for smaller firms, suggesting that they rely

more on supplier financing due to limited access to traditional credit markets. Leverage is

generally higher for large firms, indicating a greater reliance on external financing. Larger firms

tend to have better credit access and lower borrowing costs, allowing them to sustain higher

leverage. Conversely, smaller firms may face higher interest rates and borrowing constraints,

limiting their ability to take on additional debt. This aligns with the composition of short- and

long-term financing at different firm size levels. Working capital is significantly lower for micro

and small firms, with some firms even displaying negative working capital values. This suggests

greater liquidity constraints and cash flow challenges, making them more vulnerable to financial

shocks. In contrast, larger firms have higher working capital levels, providing them with greater

financial flexibility.

Figures 1 and 2 illustrate key financial ratios across firms of different sizes over time. Larger

firms consistently exhibit greater access to long-term debt, and stronger working capital posi-

tions, reflecting their financial stability and easier access to credit markets. In contrast, micro

and small firms rely more on short-term debt, trade credit, and have persistently lower or even

negative working capital, signaling greater financial fragility and borrowing constraints. During

Post-2020 period, one notable trend is the decline in leverage and long-term debt ratios for some

firms, which may indicate a flight to safety amid rising uncertainty. While expansionary poli-

cies were intended to stimulate investment and credit growth, the simultaneous increase in risk

premiums and macroeconomic instability seems to have discouraged long-term commitments,

pushing firms toward short-term liquidity management rather than expansionary investment.

This is particularly visible in smaller firms, where persistent working capital constraints sug-

gest that monetary easing failed to provide sufficient financial relief, potentially due to higher

inflation eroding real borrowing benefits.

As a measure for monetary policy stance we use real interest rate which is the difference

between average cost of funding minus the inflation expectations. The average cost of funding

refers to the average interest rate at which the central bank provides funds to the market,

primarily through various liquidity facilities. This measure includes the cost of borrowing from

the central bank’s discount window and other short-term funding mechanisms, such as overnight

or repo operations. Unlike the policy rate, which is a benchmark rate officially set by the
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central bank, the average cost of funding reflects the actual borrowing costs incurred by financial

institutions in the market. The central bank can influence this cost without adjusting the policy

rate, particularly during periods of unconventional monetary policy, by altering the availability

and conditions of liquidity through the discount window. This allows the central bank to

raise borrowing costs in the market effectively, managing liquidity and controlling inflationary

pressures, even when the official policy rate remains unchanged.
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Figure 1: Financial Ratios (Part 1)
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Figure 2: Financial Ratios (Part 2)

3 Empirical Model and Results

In this section, we first present the baseline specification, followed by an analysis of the inter-

action between monetary policy and financial constraints. Finally, we examine how investment

dynamics evolved in the post-2020 period under unconventional monetary policy.

3.1 Baseline Specification

To analyze the determinants of investment intensity, we estimate a fixed-effects panel regression

model. The dependent variable, Investment-to-Capital Share, represents investment intensity,
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calculated as the ratio of investment to total fixed assets. The independent variables include

industry level financial ratios, macroeconomic factors, and demand conditions. The general

specification of our regression model is as follows:

Inv to Cap Sharei,t = β0 + β1Ratioi,t + β2Leveragei,t + β3MacroV art

+ β4 ln IndustrySizei,t + β5GDP Growtht + αi + εi,t (1)

Investment intensity, denoted as Inv to Cap Sharei,t, represents the ratio of investment to total

fixed assets for sector and scale i in year t. The term Ratioi,t includes financial indicators such as

short-term debt to total debt ratio (STD Ratio), long-term debt to assets ratio (LTdebt Asset),

short-term trade debt ratio (STT Ratio), sectoral financial intensity (SFI Sales), and working

capital ratio (Working Capital). The leverage variable, Leveragei,t, measures the proportion

of a firm’s assets that are financed through debt.

Macroeconomic indicators, represented by MacroV art, include the credit default swap

spread (CDShigh), the market volatility index (V IXclose), and exchange rate volatility (FXV ol).

The variable ln IndustrySizei,t represents the natural logarithm of total sectoral sales, reflecting

industry size. The term GDP Growtht accounts for global GDP growth, capturing macroeco-

nomic conditions. In some specifications, as an alternative measure to industry-level sales, we

rely on domestic real GDP growth to account for local demand conditions. Firm-specific fixed

effects are denoted by αi, controlling for unobserved heterogeneity, while εi,t is the error term.

Table 2 presents the correlation matrix of the main variables used in the regression, with

highly correlated variables highlighted to identify potential collinearity concerns. In particular,

macro volatility measures—including CDS spreads and FX volatility—exhibit strong correla-

tions. Additionally, leverage and working capital, as well as long-term debt and short-term

debt, are highly correlated. Therefore, in our regressions, we use these variables separately.

Baseline regression results are presented in Table 3 and Table 4.1 The results show that

leverage is negative and significant in all specifications, indicating that highly leveraged indus-

tries are constrained in making investments. Debt maturity dynamics further support these

findings, as long-term debt positively influences investment intensity, while short-term debt has

the opposite effect, limiting industries’ capacity to invest. The working capital measure is in-

significant. Additionally, the small firm intensity measure indicates that industries dominated

by small firms are less likely to make investments. The results are confirmed in alternative spec-

ifications, where we use other macroeconomic measures such as exchange rate volatility and the

1These tables use domestic GDP growth and industry-level sales measures interchangeably to address potential

collinearity issues stemming from the high correlation between CDS measures and industry sales.
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CBOE VIX as a global volatility measure. These alternative specifications are presented in the

appendix.

These findings suggest that, during the period under investigation, financial constraints

operated in line with theoretical expectations. Industries facing higher leverage were more

restricted in their ability to allocate resources toward investment. The maturity structure

of debt played a critical role, with long-term financing supporting investment, while short-

term debt increase liquidity pressures and reduce investment capacity. The negative impact

of working capital suggests that industries requiring significant short-term liquidity are more

focused on maintaining operational stability rather than expanding investment. Similarly, the

lower investment propensity in small firm-dominated industries aligns with existing evidence on

credit market frictions, where smaller firms typically face higher borrowing costs and limited

access to external financing. Taken together, these results confirm that credit constraints were

a key determinant of investment dynamics, shaping industry-level responses to macroeconomic

conditions.
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Table 1: Summary Statistics by Firm Scale

Scale STD Ratio LTdebt/Assets STT Ratio Working Capital Leverage

Large

Min 0.18 0.05 0.03 -0.20 0.28

P10 0.41 0.10 0.09 0.02 0.47

P25 0.56 0.14 0.15 0.10 0.56

Mean 0.64 0.23 0.24 0.17 0.64

P50 0.69 0.19 0.24 0.18 0.64

P75 0.77 0.29 0.32 0.25 0.73

P90 0.83 0.41 0.41 0.33 0.82

Max 0.95 1.36 0.65 0.53 1.60

N 780 780 780 780 780

Medium

Min 0.31 0.04 0.05 -0.24 0.33

P10 0.52 0.07 0.13 -0.05 0.54

P25 0.69 0.11 0.22 0.04 0.61

Mean 0.74 0.18 0.30 0.12 0.67

P50 0.77 0.14 0.32 0.14 0.67

P75 0.83 0.20 0.38 0.21 0.75

P90 0.89 0.33 0.45 0.27 0.83

Max 0.98 0.68 0.65 0.48 1.13

N 990 990 990 990 990

Small

Min 0.34 0.03 0.07 -0.30 0.36

P10 0.64 0.06 0.16 -0.10 0.54

P25 0.76 0.09 0.24 0.01 0.64

Mean 0.79 0.14 0.30 0.09 0.71

P50 0.83 0.12 0.35 0.11 0.71

P75 0.87 0.17 0.41 0.17 0.76

P90 0.90 0.25 0.46 0.22 0.83

Max 0.97 0.62 0.67 0.38 1.44

N 1110 1110 1110 1110 1110

Micro

Min 0.18 0.02 0.06 -0.40 0.22

P10 0.56 0.06 0.12 -0.17 0.46

P25 0.72 0.08 0.19 -0.05 0.60

Mean 0.78 0.14 0.28 0.09 0.69

P50 0.83 0.12 0.27 0.04 0.70

P75 0.88 0.19 0.36 0.11 0.78

P90 0.91 0.30 0.41 0.19 0.89

Max 0.98 1.61 0.74 0.79 2.72

N 1110 1110 1110 1110 1110
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Table 3: Regression Results for the Baseline Model with CDS

VARIABLES (1) (2) (3) (4) (5)

STD ratio -0.386***

(0.107)

LTD/Assets 0.511***

(0.152)

STT ratio -0.498***

(0.160)

SFI/Sales 0.157

(0.375)

Working capital -0.0359

(0.0964)

Leverage -0.308*** -0.466*** -0.287***

(0.0785) (0.116) (0.0732)

ln(Industry size) 0.0718*** 0.0727*** 0.0705*** 0.0660*** 0.0543***

(0.0129) (0.0132) (0.0130) (0.0137) (0.0114)

CDS 0.000171*** 0.000166*** 0.000170*** 0.000175** 0.000194***

(6.06e-05) (6.14e-05) (6.24e-05) (6.78e-05) (6.21e-05)

World GDP growth 0.00374*** 0.00356*** 0.00353*** 0.00337*** 0.00361***

(0.00109) (0.00110) (0.00111) (0.00110) -0.0011

Observations 3,724 3,724 3,724 3,724 3,724

R-squared 0.071 0.072 0.070 0.065 0.069

Number of panels 266 266 266 266 266

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Year Fixed Effects: No, Panel Fixed Effects: Yes

3.2 Interaction with Monetary Policy

In this section, we examine how the real interest rate interacts with key financial ratios to

influence investment dynamics. In this analysis, we use the real interest rate because changes

in the policy interest rate— proxied by the average cost of funding is not informative for

monetary policy stance over the whole sample. The post-2020 period has been characterized by

accelerating inflation expectations, leading to a negative real interest rate environment. The real
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Table 4: Regression Results for the Baseline Model with CDS

VARIABLES (1) (2) (3) (4) (5)

STD ratio -0.397***

(0.109)

LTD/Assets 0.499***

(0.151)

STT ratio -0.462***

(0.157)

SFI/Sales -0.120

(0.394)

Working capital -0.0823

(0.101)

Leverage -0.206*** -0.358*** -0.186** -0.149**

(0.0754) (0.108) (0.0728) (0.0744)

CDS 0.000493*** 0.000493*** 0.000489*** 0.000475*** 0.000446***

(3.59e-05) (3.65e-05) (3.54e-05) (3.53e-05) (2.87e-05)

World GDP growth 0.00124 0.00120 0.00143 0.00160 0.00321

(0.00111) (0.00112) (0.00110) (0.00111) (0.000632)

Domestic GDP growth 0.00346*** 0.00333*** 0.00306*** 0.0144 0.00275***

(0.000722) (0.000700) (0.000691) (0.000653) (0.0136)

Observations 3,724 3,724 3,724 3,724 3,724

R-squared 0.068 0.068 0.066 0.062 0.060

Number of panels 266 266 266 266 266

Robust standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Year Fixed Effects: No, Panel Fixed Effects: Yes
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interest rate is calculated as the difference between the average cost of funding and household

inflation expectations. 2

The specification of our regression model is as follows:

Inv to Cap Sharei,t = β0 + β1Ratioi,t + β2RealInterestRatet + β3Leveragei,t

+ β4MacroV art + β5(Ratioi,t ×RealInterestRatet) + β6 ln IndustrySizei,t

+ β7GDP Growtht + αi + εi,t (2)

where RealInterestRatet is the real interest rate at time t, Ratioi,t ×RealInterestRatet is

an interaction term capturing the differential effect of financial ratios in response to changes in

real interest rates.

This model enables us to evaluate how real interest rates interact with financial ratios in

determining investment intensity. The interaction term (Ratioi,t × RealInterestRatet) allows

us to analyze whether the effect of a given financial ratio on investment behavior is amplified

or mitigated by real interest rate movements. A positive coefficient on this term would suggest

that the relationship between financial ratios and investment intensity strengthens when real

interest rates rise (monetary tightening), while a negative coefficient would indicate the opposite

effect. To ensure robustness, we employ panel fixed effects (αi) and cluster standard errors at

the panel level to account for within-panel correlation.

Table 5 presents regression results examining how real interest rate interactions with key

financial ratios influence investment intensity. The interaction terms in this model measure

whether firms’ financial characteristics amplify or mitigate the effects of monetary tightening

(higher real interest rates) on investment.

The coefficient on the real interest rate is consistently negative and significant, implying that

higher real interest rates reduce investment intensity across all specifications. This supports the

idea that monetary tightening constrains firm investments by increasing borrowing costs and

reducing credit availability. The leverage coefficient remains negative and significant, indicating

that highly leveraged firms face stronger constraints in making investments. This suggests that

firms with higher debt burdens are more vulnerable to rising interest rates consistent with the

financial accelerator mechanism.

The interaction term for short-term debt ratio and real interest rate is negative but statis-

tically insignificant, suggesting that short-term debt exposure does not significantly alter firms’

2Although inflation expectations data have been available since 2013, sectoral-level expectations are only

available from 2015 onward. Therefore, we rely on household inflation expectations to calculate the real interest

rate to avoid losing additional data points.
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sensitivity to changes in real interest rates. However, the interaction term for long-term debt

to assets ratio and real interest rate is positive and significant, implying that firms with higher

long-term debt are less negatively affected by monetary tightening. This may be because long-

term financing protects firms from immediate interest rate fluctuations. The interaction term

for short-term trade credit ratio and real interest rate is negative but insignificant, indicating

that reliance on trade credit does not significantly alter investment sensitivity to interest rate

changes. The coefficient on working capital remains negative and significant only at the 10%

level, suggesting that firms with greater liquidity hold back on investments during periods of

monetary tightening.

These findings align with the existing literature, which highlights the role of financial struc-

ture in shaping monetary policy transmission. Consistent with studies emphasizing the stabiliz-

ing effect of long-term debt, our results suggest that industries with higher long-term financing

are less affected by interest rate increases. In contrast, firms reliant on short-term financing and

working capital face greater constraints, reinforcing the view that financial frictions amplify the

impact of monetary tightening on investment decisions.

3.3 Post-2020 Investment Behavior

The results discussed so far corresponds the entire period covered in our analysis. However, the

post-2020 period, marked by unconventional monetary policies, represents a sharp departure

from traditional monetary transmission dynamics. Between 2021 and 2023, interest rates were

lowered despite high inflation, leading to heightened macroeconomic uncertainty, currency de-

preciation, and a sharp rise in risk premiums. In this context, we specifically investigate if the

fundamental relationship between investment behavior and debt structure has evolved, assessing

whether changes in financial conditions and risk perceptions have influenced firms’ investment

decisions differently compared to earlier periods. The post-2020 monetary environment, charac-

terized by heightened uncertainty and shifting credit conditions, offers a unique setting to assess

whether traditional investment dynamics still apply or if rising financial risks have altered the

relationship between monetary policy, leverage, debt composition, and investment decisions.

To examine potential changes in investment dynamics, we introduce an interaction term

with a post-2020 period dummy variable in our baseline regression. This approach allows us to

assess whether the relationship between financial structure and investment behavior has shifted

in response to the unique economic conditions of the post-pandemic period. By incorporating a

dummy variable, we can capture these dynamics without relying on a specific proxy for monetary

policy stance.
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The regression specification we employed is given below:

Inv to Cap Sharei,t = β0 + β1Ratioi,t + β2Post2020t + β3Leveragei,t

+ β4MacroV art + β5(Ratioi,t × Post2020t) + β6 ln IndustrySizei,t

+ β7World GDP Growtht + αi + εi,t (3)

where Post2020t is a dummy variable indicating the post-2020 period, and Ratioi,t ×

Post2020t is an interaction term capturing the differential effect of financial ratios in the post-

2020 period. All other terms have been defined in previous discussions. The interaction term

(Ratioi,t × Post2020t) measures whether the relationship between financial ratios and invest-

ment intensity changed after 2020. A positive coefficient would imply that the effect of financial

ratios on investment has strengthened in the post-2020 period.

Table 6 presents regression results analyzing how investment behavior changed in the post-

2020 period. The coefficient on the post-2020 dummy is negative and significant, confirming

that investment intensity declined in the post-pandemic period. The leverage effect remains

consistently negative, reinforcing that highly indebted firms are more constrained in making

investments, particularly in the post-2020 period.

The results suggest that the post-2020 monetary environment affected the relationship be-

tween financial structure and investment behavior at the industry level. The positive and

significant interaction term for short-term debt indicates that industries relying more on short-

term financing became less sensitive to its negative effects on investment, likely due to liquidity

injections or policy support that temporarily eased short-term financial pressures. In contrast,

the negative and significant interaction term for long-term debt suggests that industries with

higher long-term leverage experienced a decline in investment sensitivity to debt levels. This

could be attributed to rising macroeconomic uncertainty, policy unpredictability, and elevated

risk premiums, which may have led industries to deleverage rather than expand investment. As

a result, while short-term liquidity measures may have influenced financing dynamics, industries

with higher long-term debt exposure may have responded by reducing leverage rather than in-

creasing investment, reflecting a shift in financial decision-making under heightened uncertainty.

We conducted the same analysis using alternative measures that differentiate industries

based on their reliance on external financing. The interaction term for short-term trade credit

ratio and post-2020 is positive and significant, suggesting that industries more dependent on

trade credit became less sensitive to its effects on investment, possibly due to improved supplier

credit conditions. Similarly, the interaction term for small firm intensity and post-2020 is

17



positive and significant, indicating that industries with a higher share of small firms exhibited

reduced sensitivity in their investment decisions after 2020. In contrast, the interaction term for

working capital and post-2020 is negative but statistically insignificant, implying that the role

of working capital in shaping investment behavior remained largely unchanged in the post-2020

period.
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4 Conclusion

Our study examines the relationship between financial constraints, monetary policy, and invest-

ment behavior at the industry level in Turkey, with a particular focus on the post-2020 period

of unconventional monetary policy. Our findings confirm that financial constraints, particularly

leverage and debt composition, play a crucial role in shaping investment decisions. Industries

with higher short-term debt reliance and working capital needs face greater investment limita-

tions, whereas those with long-term financing benefit from greater flexibility. Additionally, the

interaction between monetary policy and financial structure highlights heterogeneity of industry

responses to monetary policy.

The post-2020 period, characterized by expansionary monetary policy despite rising inflation

and heightened risk premiums, reveals a shift in investment dynamics. While firms relying on

short-term financing became less constrained—potentially due to liquidity injections—industries

with high long-term debt exposure saw a decline in investment sensitivity, reflecting increased

uncertainty and a shift toward deleveraging. These findings suggest that in a high-risk envi-

ronment, expansionary monetary policy may create inefficiencies by distorting credit allocation

toward riskier firms rather than fostering productive investment.

Governments in emerging markets often face multiple, conflicting objectives and sometimes

prioritize policies that maximize short-term benefits of the their electorates. Firms reliant

on domestic borrowing, such as many SMEs, initially benefit from low interest rates, even

when they are inflationary, as they prioritize reduced borrowing costs over the risks posed by

inflation. However, these perceived benefits are often short-lived as rising input costs, wage

pressures, and financing constraints associated with unanchored inflation erode these gains,

leaving SMEs highly vulnerable. In contrast, larger, financially integrated firms are sensitive to

macroeconomic stability and global competitiveness and they are less tolerant of inflationary

pressures and prefer stable financial conditions. This divergence in firm preferences underscores

the political economy dynamics of monetary policy in emerging markets, where the uneven

impact of monetary easing creates pressures on the government to prioritize short-term relief for

financially constrained firms. The post-2020 experiment was a result of such a pressure, aiming

to improve the performance of small firms by maintaining artificially low interest rates. However,

such policies have significant long-term side effects in addition to short-term macroeconomic

instability, as they crowd out large and stable firms from the credit markets, weaken the long-

term investment environment, and ultimately harming long-run economic growth.
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