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1.Introduction
General View of SMEs in Türkiye
SMEs constitute the backbone of the Turkish economy, employment and trade activities. Currently, Turkey has an estimated 3.93 million active SMEs, representing 99.8% of all registered entities in the country (TOBB, 2025). 
According to latest available data published in December 2025, SMEs constituted 99.6 % of total enterprises, 68.5 % of total employment, 43.5 % of personnel expenses, 44.1 % of total turnover, 39.8 % of production value and 41.2 % of value added in terms of factor cost in 2024.
35.1 % of SMEs operated in wholesale and retail trade, motor vehicle and motorcycle repair sectors, while 15.3 % operated in transport and storage sector, and 12.1 % operated in manufacturing sector. 
SMEs in the manufacturing sector accounted for 25.4 % of employment by SMEs, 33.5 % of personnel cost, 25.5 % of turnover, 34.9 % of value added and 41.2 % of production value.
Value added per employee in SMEs increased from 26 thousand TL in 2015 to 479 thousand TL in 2024. Personnel cost per employee increased from 17 thousand TL in 2015 to 253 thousand TL in 2024.
Technology Segments of SMEs
3,790 SMEs engaged in high tech production in 2024. 54.8 % of SMEs operated in low technology segment, while 32.1 % operated in low-medium, 12.3 % in medium high and 0.8 % in high technlogy segments. A dissection of SMEs in terms of micro, small and medium sized SMEs reveal that 56.2 % of micro enterprises operated in low technology segment while 48.3 % of small enterprises and 47.7 % of medium sized enterprises operated in low tech segment. Only 0.7 % of micro enterprises, 1.1 % of small enterprises and 1.5 of medium enterpirses  operated in high technology segment. Finally, 32.1 % and 11.0 % of micro enterprises, 32.7 % and 17.9 % of small enterprises, and 31.0 % and 19.8 % of medium-sized enterprises operated in low medium amd medium high segments respectively. Overall, more than half of all SMEs were situated in low tech segment while around 45 % of SMEs were in low to high technology segments. 
Table 1: Comparison of SMEs and Large Enterprises in the manufacturing industry in terms of level of technology
	Size 
	Low tech
	Low medium
	Medium high
	High tech


	SME total

-Micro
-Small
-Medium
	54.8

56.2
48.3
47.7

	32.1

32.1
32.7
31.0
	12.3

11.0
17.9
19.8
	0.8

0.7
1.1
1.5

	Large
	41.5

	31.7
	23.9
	2.9


TUİK, Turkish Statistics Institute
Export and Imports by SMEs
SMEs conducted nearly 30 % of Türkiye’s exports and nearly 16 % of Türkiye’s imports in 2024. 90 % of SME exports and 94 % of SME imports were conducted by small and medium sized enterprises. 59.4 % of SME exports and 65.6 % of imports were conducted in wholesale and retail trade sector while 34.3 % of exports and 25.8 % of imports were in manufacturing sector. 
Table 2: Share of SMEs and Large Enterprises in Exports and Imports, %, 2024
	Size
	Exports
	Imports


	SME total

-Micro
-Small
-Medium
	29.6

2.4
10.7
16.5

	15.9

0.9
5.2
9.8

	Large
	70.4

	84.1


TUİK, Turkish Statistics Institute

48.0 % of SME exports were destined to Europe while 34.3 % were destined to Asia. 48.1 % of total imports originated from Europe while 42.9 % originated from Asia. 
Table 3: Major destinations and origins of SME exports and imports (Billion $)
	Region
	Export
	Import


	Europe
	36,381
	24,533

	Asia
	25,981
	21,881

	America
	5,980
	3,167

	Africa
	6,868
	1,350

	Other
	536
	93


TUİK, Turkish Statistics Institute
SME Classification
In 2025 SME definition has been revised via a Presidential decree amending the SME Regulation. One of the criteria required to qualify as an SME—the annual net sales revenue or financial balance sheet threshold—has been increased from TRY 250 million to TRY 1 billion (OJ 32979, 07.08.2025). 
These thresholds have been revised as follows:
· For Micro-sized Enterprises, number of employess less than 10, annual net sales revenue or financial balance sheet threshold up to TRY 10 million; 
· For Small-sized Enterprises, number of employess less than 50, annual net sales revenue or financial balance sheet threshold up to TRY 100 million; 
· For Medium-sized Enterprises, number of employess less than 250, annual net sales revenue or financial balance sheet threshold up to TRY 1 billion.
In addition, in calculating the number of employees in an enterprise, only individuals employed under an employment contract shall be taken into account. 
KOSGEB is the main public body responsible for the management, finance and support mechanisms for SMEs. The umbrella organization TOBB (The Union of Chambers and Commodity Exchanges of Türkiye) incorporates an SME Research and Consultancy Center division. Acting as the country's largest non-profit, non-governmental organization, TOBB unifies over 365 local chambers and commodity exchanges, representing more than 1.2 million businesses.
SMEs are important both socially and economically as a driving force of economic development and job creation. But they are also more fragile in times of economic slowdowns and disruptions due to jeopolitical crises and geoeconomic shocks. Compared to other economies of similar size, SMEs in Turkiye still seem to be more resilient because of cultural factors, demographics, and public and private support mechanisms in hard times.  (Akgiray et al. 2022). 
2. Challenges Encountered by SMEs
SMEs operate in an increasingly complex environment shaped by global uncertainties, digital and green transitions, and demographic transformations. Geopolitical risks and geoeconomic competition increasingly determine the environment SMEs operate in. While the flexibility and adaptiveness of SMEs create opportunities for them to be more resilient in times of change and transformation, several factors should be taken into account in assessing SME resilience such as access to finance, ability to adapt to digitalisation, decarbonisation, skills-based employment ability to withstand regulatory pressure, and step up competitivenes in terms of business practises and standards.
Structural weaknesses may hinder SME development. Fragmented policy frameworks, limited progress in greening practices, uneven levels of digital adoption, and persistent skills shortages constrain firms’ resilience and capacity to adapt to evolving economic conditions. In this context, policy interventions should move beyond a narrow focus on growth promotion and instead foster the long-term resilience of enterprises. This requires strengthening SMEs’ ability to anticipate and absorb shocks, adjust to shifting market dynamics, and sustain competitiveness and performance over time. SMEs face several systemic challenges, predominantly driven by limited access to finance, inflationary pressures, and managerial limitations. These hurdles restrict their growth, innovation, and ability to compete internationally.
SMEs often face inadequate access to affordable bank loans and alternative market financing, which is compounded by high collateral requirements and restrictive lending practices during economic tightening. Surging operational costs, fluctuating exchange rates, and soaring energy and raw material prices severely compress profit margins and disrupt working capital.
SMEs have inadequate and suboptimal access to bank finance. Their share in total bank credit is markedly lower than their share in total production and sales in the country. Furthermore, SMEs’ access to market-based financing is in need of imporvement. This results not only in high exposure to financial risks during economic slowdowns but also in poor corporate governance and its repercussions. (Akgiray et al. 2022) SMEs are increasingly using capital markets amid robust growth in private equity and venture capital (OECD 2026).
According to an OECD study, weak expansion in SME credit is putting pressure on firms’ liquidity and limiting their investment capacity, which in turn affects competitiveness. Alternative financing channels such as factoring and leasing are showing uneven trends, while the recovery in equity financing has been driven mainly by a small number of large artificial intelligence deals. Against this backdrop, fintech-based solutions and non-bank financing are becoming increasingly important within the overall SME funding landscape. (OECD 2026).
Policy frameworks are not sufficiently equipped to support SME resilience across the full business lifecycle.  Gaps in early risk identification, limited use of data, and insufficient co-ordination across institutions reduce the ability to anticipate and manage emerging pressures Around 20% of SMEs in the Western Balkans and Türkiye are credit-constrained, limiting their ability to invest and manage risk. Recent crises have further increased pressure: 77% of businesses reporting rising costs, and nearly 50% identify access to finance as a major or moderate obstacle in 2024. While banking systems are relatively developed, lending conditions remain restrictive. Credit guarantee scheme and other risk-sharing instruments exist but are limited in scale and effectiveness, while alternative finance sources – such as capital markets and early-stage funding – remain shallow. In this context, rising input and energy costs are further tightening liquidity, reducing firms’ scope to adjust, invest in upgrading and strengthen long-term viability. (OECD SME Policy Index, 2026).
A large majority of SMEs operate as family-run, individual companies lacking institutional structure. This makes their sustainability highly dependent on the personal skills of the founder and limits formal corporate governance. Skills shortages and mismatches continue to constrain productivity and firms’ respond to evolving market demands. Many SMEs struggle to find workers with the right skills: one-third report that available skills do not meet their needs, and nearly two-thirds identify shortages as a barrier to growth (OECD SME Policy Index, 2026).

3.Adaptation to Twin Transitions
Compared to large corporations, many SMEs lack the technical knowledge, awareness, and funds to integrate Industry 4.0 technologies (like robotics and AI) into their manufacturing and supply chains. SME upgrading is not keeping pace with the demands of digital and green transitions, limiting both competitiveness and resilience. Although adoption of digital tools and green practices is increasing — with most SMEs in the region using at least one digital tool and around 40% offering green products or services — it remains largely concentrated in basic applications. Business investment in research and development is low, at just 0.28% of GDP, and innovation capacities remain limited. As a result, productivity levels are weak, export diversification is constrained, and convergence with the European Union remains slow. At the same time, SMEs face mounting pressures to comply with evolving EU standards, particularly in areas such as decarbonisation. This challenge is compounded by the region’s relatively low level of readiness for the climate transition despite higher vulnerability to its impacts, and as a result, firms remain relatively carbon-intensive.
Artificial Intelligence (AI) has become a powerful catalyst for the transformation of SMEs, creating new opportunities to improve efficiency, strengthen customer relationships, and enhance competitiveness by automating routine activities, improving supply chain operations, and generating valuable insights through predictive analytics. The use of AI-driven technologies—including chatbots, sentiment analysis tools, and machine learning applications in marketing—enables SMEs to optimize processes, lower operational costs, and offer more personalized customer experiences (Pal et al. 2026).
Despite these advantages, the uptake of AI among SMEs remains limited due to several obstacles, such as financial limitations, insufficient technical expertise, and ethical considerations. high deployment costs, shortages of skilled personnel, and complex regulatory environments. practical solutions such as government support through subsidies and tax incentives, workforce development initiatives, and partnerships with academic institutions to enhance AI literacy.

Table 4: SME Policy Index for Western Balkans and Türkiye: economies’ score performance  across dimensions OECD
	Dimensions
	TUR
	AV for WBT 2026

	1.Entrepreneuırial learning and women’s entrepreneurship
	4.42
	3.72

	2.Banruptcy and second chance for SMEs
	3.30
	2.97

	3.Institutional and regulatory framework
	3.89
	3.77

	4.Operational environment for SMEs
	4.09
	3.75

	5a.Support services for SMEs and startups
	4.63 (highest in WBT region)
	4.07

	5b.Public procurement
	3.83 
	4.05

	6.Access to finance
	3.76 (highest in WBT region)
	3.21

	7.Standards and technical regulations
	4.65 (highest in WBT region)
	4.05

	8a. Enterprise skills
	4.07 (highest in WBT region)
	3.44

	8b.Innovation policy for SMEs
	4.19(highest in WBT region)
	3.27

	9.SMEs in a green economy
	4.31 (highest in WBT region)
	3.16

	10.Internationalisation of SMEs
	4.86 (highest in WBT region)
	3.76

	11.Digital transformation of SMEs
	3.57 (highest in WBT region)
	3.00 




4.SMEs and Türkiye-EU Relations
Türkiye is a candidate country for the EU since 1999 and a Customs Union partner since 1996. While the EU is Türkiye’s primary trade partner, Türkiye is the 5th trade partner for the EU. In 2025, 43 % of türkiye’s exports were destined to the EU while 32 % of imports originated from the Union. Since 1995, value of Türkiye’s exports to the EU increased from 11 billion $ to 117 billion $ while value of imports from the EU also increased from 15.5 billion $ to 116 billion $. The EU also continued to be a significant source of FDI flows with 70 % of  a total of 287 billion $ worth FDI inflows between 2003 and 2025 originating from EU countries. The EU’s share of foreign value added integrated in Turkey’s final demand is 16%, according to the World Bank’s Turkey Economic Monitor (November 2025), drawing on OECD TiVA statistics (: https://world-economic.com/turkiye-as-a-regional-hub-logistics-investment-regimes-and-u-s-trade-policy-impacts.html

The process of globalization, trade liberalization, and the increase in FDI have contributed to the restructuring of Türkiye’s production framework and industrial policies to align with GVCs. Türkiye’s total GVC participation has increased from 20.5 percent in 1995 to 38.7 percent in 2020, while participation in the manufacturing sector rose from 19.3 percent to 40.1 percent (Trade in Value Added (TiVA)-2023). This upward trend has been particularly driven by Türkiye’s export-oriented industrial policies, research and development incentives, international trade agreements, and investment support programs. (Özdamarlar, Wigley 2025).
Turkish SMEs have been important actors in the CU relationship due to their role in manufacturing, transport, services and subcontracting processes. They are deeply embedded in Global Value Chains primarily as tier-1 and tier-2 suppliers in the automotive, textile/clothing, and electrical/machinery sectors. Their integration thrives on manufacturing capabilities and geographic proximity to the EU, though many remain stuck in low-value sub-contracting rather than capturing higher-value intellectual property or design.
The Customs Union between the European Union and Turkey provides tariff-free trade in industrial goods, creating both significant market access opportunities and increased global competitive pressure for SMEs. Success within this system depends on digitalization, compliance with standards, and the establishment of strong supply chains.
The key dynamics of the Customs Union and the position of SMEs within this framework can be summarized as follows:
· Easier Market Access: The elimination of customs duties and quotas on exports of industrial goods to EU countries reduces the cost of entering international markets for small businesses. 
· Competitive Pressure: The removal of trade barriers for foreign products entering the Turkish market compels local SMEs to improve product quality and achieve greater cost efficiency. 
· Regulations and Standards: Compliance with EU standards (such as CE marking) is mandatory for overcoming technical barriers to trade and accessing the EU market. 
Updating (Modernizing) the Customs Union. A Wider and Deeper Economic Integration
The Customs Union has been in need of a major revision and modernization since 2016. In 2016 the European Commission asked for a mandate to start negotiations for a modernization of the Customs Union which has not been provided by the Council of the EU since then due to political disagreements and obstacles. However the need to modernize the Customs union is still on the agenda due to problems in the functionnig of the trade relationship and the need to upgrade it in line with current economic and commercial changes. The current agreement primarily covers industrial goods and the industrial component of processed agricultural products. The modernization of the Customs Unino aims to extend its scope to include agriculture, public procurement, and services. This modernization process will require SMEs to integrate with EU standards in areas such as e-commerce, the European Green Deal, and digital transformation.
The customs union, in effect since 1996, underpins this integration. It does not, however, cover services, agriculture, or public procurement — sectors accounting for more than half of Turkey’s GDP. Additionally, there are limitations arising from trade irritants and protective practises. 
One of the main issues about the Customs Union stems from its asymmetric nature. Since Turkey is not an EU member, it cannot get involved in decision-making and policy-making procedures. However, Turkey must adopt and implement decisions related to the functioning of the Customs Union such as the common commercial policy and common external tariff of the EU. Moreover, bilateral trade relations of the EU have significantly increased through numerous extensive FTAs since the early 2000s, especially following the new trade policy the European Commission introduced in 2006 in response to a slowdown in the liberalisation of the multilateral trading rules within the World Trade Organisation (WTO) (Usta 2026)
While, within the scope of free trade, goods from the third countries having FTA with the EU can have access to the Turkish market without customs duties or quota restrictions, Turkish goods can not benefit from the same privileges of those third country goods. Having trade agreements with the EU, third countries such as South Africa, Mexico, Algeria, Japan, and Vietnam are unwilling to have an equivalent FTA with Turkey since these countries can asymmetrically access the Turkish market via the EU. However, Turkey cannot reach these countries' markets freely because Turkey does not have an FTA with these countries as the EU does (Nas 2026)
Other problems that need to be resolved include transport quotas applied by EU Member states to Turkish trucks, need for improved consultation and dispute settlement mechanisms and relief of trade irritants that hinder the proper functioning of the Customs Union. An upgraded Customs Union will also benefit SME’s since it will expand the basis of trade and investment relations and imporve competitveness of SMEs in the EU market. 
The upgrading of the customs union would bring about multiple benefits for Turkey-EU relations by integrating the Turkish economy further into the Single Market, stepping up legislative harmonization and accelerating relations towards a common goal. Without a modernization process, it would be more and more difficult to continue the customs union relationship due to the design flaws and problems encountered in its functioning. Hence, a revision and upgrading of the customs union would improve the situation by resolving problems outlined above. In addition to its revision, its expansion to include new sectors such as services, agriculture and public procurement -an area which has become a focal point due to the industrial accelerator act and Made in Europe approach- is expected to reap the potential of the Association Agreement and bring further dynamism to the bilateral trade relationship. The adaptation of the Customs Union to the green, digital and competitiveness agendas of the EU necessitate further aligment in terms of sustainability and climate goals, digitalization and regulatory harmonization. A successful overhaul and modernization of the customs union also promises to recalibrate Turkey’s alignment to the EU acquis, and improve adaptation to EU standard and norms in related policy areas.
Visa as a Barrier to Business Relations
The last issue which also creates problems in people-to-people contact is the visa issue. According to 2025 data, Türkiye followed China with approximately 1.25 million Schengen visa applications, while India ranked third with 1.15 million applications. However, when these figures are adjusted for population size, a very interesting picture emerges. The frequency of visa applications relative to population in Turkey was 11.5 times higher than in China and a striking 19 times higher than in India, which ranked third in total applications.
Considering that Turkey is an EU candidate country, a Customs Union partner, and geographically and culturally close to the EU, the high demand for visas is entirely natural. In fact, travel by Turkish citizens to the EU for tourism, education, or business purposes is something that EU countries should encourage. Yet, on the contrary, we are witnessing increasing difficulties and grievances in visa application procedures.
Recent complaints particularly point to difficulties in securing visa appointments and allegations that appointments are being sold by bots and intermediaries at prices far exceeding the standard fee of €90. There are also significant complaints from applicants who receive no response for extended periods, miss business meetings or busines fairs they were invited to attend, or face visa rejections despite having legitimate grounds for travel.
Looking at rejection rates, out of 1.25 million applications from Turkey, 1.07 million visas were issued. This translates into a rejection rate of approximately 14.6% for Turkey. Although there was no significant increase in visa rejection rate compared to the previous year, it is worth remembering that the rejection rate was much lower—only 4.4%—ten years ago. Rejections may result from incomplete documentation, but they can also stem from inadequate guidance by intermediary agencies. Furthermore, some of the requested documents, particularly in the case of businesspeople, appear to conflict with the principle of personal data privacy.
Under the Schengen Cascade system, visa validity periods now increase progressively with each application and can extend up to five years. However, granting visas of up to ten years to frequent travelers who have consistently complied with visa rules and regularly visit the Schengen area for especially business purposes would also help reduce excessive congestion in visa processing. 
Based on the standard visa application fee of €90, calculations show that Turkish applicants pay approximately €115 million annually in visa fees alone. Assuming application numbers remain constant at 2025 levels, this amount would reach €1.15 billion over a ten-year period. Moreover, the actual costs are considerably higher. Payments to intermediaries for securing appointments, VIP services intended to accelerate the process, fees for obtaining required documents from banks or notaries, and additional service charges paid to intermediary agencies suggest that the real economic burden is at least twice as high. Especially for SMEs who wish to conduct businees with their EU counterparts the visa fees constitute an extra burden in addition to the lenghthy and cumbersome visa application process. 
Turkey has been engaged in a visa liberalisation process with the EU since 2013—a process that remains incomplete after 13 years. Of the 72 benchmarks set by the EU, Turkey has fulfilled 66 but has yet to complete the remaining six. Finalising this process should be a priority.
As an EU candidate country that directs 43% of its exports to the EU and participates in EU programmes such as Erasmus and Horizon, Turkey should achieve visa liberalisation in order to prevent the grievances experienced by its citizens and to benefit more effectively from the rights and opportunities available within the EU.
5.Policy Recommendations
Policymakers need to modernise SME policy frameworks so they can tackle long-standing structural weaknesses while helping firms cope with growing uncertainty and the demands of the digital and green transitions. Key priorities include:
· Integrating resilience and foresight into SME policies. Policy approaches should move beyond reactive assistance and adopt preventive strategies that strengthen firms’ ability to withstand shocks. This entails greater use of data analytics, early warning systems, and robust second-chance mechanisms for businesses in difficulty. 
· Broadening access to finance for investment and growth. Efforts should focus on expanding and improving risk-sharing mechanisms while addressing persistent barriers in SME lending. In parallel, policymakers should promote alternative financing channels to support business upgrading and reduce excessive dependence on bank loans. 
· Addressing skills shortages to enhance competitiveness. Better alignment between education and training systems and SME needs is essential, alongside greater support for vocational training, lifelong learning, and capability-building in areas related to the digital and green transitions. Enabling decent work conditions in a macroeconomic environment challenged by high rates of inflation and high cost of living while SMEs aim to keep costs down and raise competitiveness is a major conundrum. Support to SMEs regarding social security costs and vocational training may be contemplated in order to contribute to registered employment as opposed to irregular employment. Vocational Education Centers (MESEM) are part of Türkiye’s vocational and technical education system in which students combine formal schooling with on-the-job training in workplaces. The program is run by the Ministry of National Education. The main aim of MESEM is to equip students with a profession and facilitate their smoother integration into the labour market with practical skills. In recent years, MESEM has been generally viewed positively for strengthening vocational education, but it has also faced criticism regarding child labour concerns, occupational safety, and education quality. In particular, working conditions in enterprises and the effectiveness of supervision mechanisms should be better scrutinized. 
· Advancing SME transformation for the twin transitions. Policies should encourage firms to progress beyond basic technology uptake toward comprehensive digitalisation and environmental sustainability, supported by stronger innovation ecosystems, technology diffusion, and compliance with EU standards. Realising green growth opportunities for SMEs requires not only well-designed policies but also effective implementation. This calls for stronger coordination among ministries and stakeholders, better alignment of support programmes, and a balanced combination of financial and non-financial instruments, supported by a more robust framework for sustainable finance. Advancing the digital transformation of SMEs also necessitates moving beyond the simple adoption of basic technologies toward their meaningful integration into business operations and productive use. To address these gaps, policy measures should combine accessible, demand-led instruments that encourage initial adoption with targeted support for scaling up, integration, organisational change, and the development of digital skills and capabilities. Moreover, addressing labour and skills shortages is essential for maintaining competitiveness and enabling SMEs to successfully navigate the green and digital transitions.
· Providing consistent support throughout the SME lifecycle. Improved coordination and sequencing of policy measures can help address critical gaps at different stages of business development, enabling SMEs to scale up, innovate, and expand internationally more effectively.
· Enhancing SME resilience and competitiveness as a means to bolster Türkiye’s integration to the EU Single Market. SMEs play a very important role in the trade and economic relationship encompassing the EU-Türkiye Customs Union. Modernizing the Customs Union to include trade in services, extension of agricultural trade, mutual access to public procurement markets, alignment of climate and sustainability criteria, e-trade and digital data transfers, as well as other regulatory issues will lead to a deeper integration to the EU. As Türkiye is a candidate to join the EU, this gradual integration will lay the background for further integration and will facilitate full integration when macro-level circumstances allow. Progressing on the road of visa liberalisation with visa facilitation measures in the process will also enhance company-level exchanges, sharing of knowledge and best practises and people-to-people contacts. 
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