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» The indicators released in the second half of 2009 point out that the economic activity
both in advanced countries and emerging markets is increasing.

» The rise in risk appetite in line with the positive expectations about the economy
supported the uptrend in international financial markets.

» As a result of the improvement in economic conditions and the stability gained in
financial markets, debates over the exit strategies from the extraordinary monetary and
fiscal policies implemented during the crisis weighed on the markets.

» Some central banks have already started raising the interest rates considering the robust
signs of recovery. Indeed, following Bank of Israel, Reserve Bank of Australia (RBA) has
been the first G-20 country to raise the interest rates.

» Financial markets of Turkey also benefited from the rise in global risk appetite. In
October, risk premiums of Turkish eurobonds continued to narrow, market interest rates
declined to historic low levels while the stock market reached the highest level of the year.

» On the other hand, recovery in the global economy will be slow and gradual. Indeed, the
weak course of industrial production and capacity utilization ratio, the decline in both real

sector and consumer confidence indices, and high unemployment rate also confirmed the
gradual recovery in the Turkish economy.
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OVERVIEW

Expectations for growth are The indicators released in the second half of 2009 point out that the economic

positive. activity both in advanced countries and emerging markets is increasing. The rise in
risk appetite in line with the positive expectations about the economy supported the
uptrend in financial markets.

Exit strategies have been ~ As a result of the improvement in economic conditions and the stability gained in

discussed. financial markets, debates over exit strategies from the unconventional monetary
and fiscal policies implemented during the crisis weighed on the markets. Although
the exit strategies would vary across countries, while implementing them it is critical
to aim at a smooth transition in a globally coordinated manner and to focus a strong
but also a sustainable growth in global economy. On the other hand, the
fundamental risk regarding the exit strategies and global growth is “timing”.
Withdrawing the fiscal and monetary support before a clear recovery in economic
activity and stability in the financial markets might halt growth process. On the other
hand, keeping the fiscal and monetary support for an extended period might raise
concerns about the solvency of the public sector.

In addition, in the second half of 2009 financial asset and property prices
accelerated remarkably fueled partly by the fact that the central banks worldwide
has kept the interest rates at historic low levels and provided significant amount of
liquidity into the markets. This acceleration in asset prices led to concerns that the
prices do not reflect economic fundamentals and a new “speculative bubble” has
been inflating.

Australia has been the first  On the other hand, some central banks have already started raising the interest

G-20 country to raise the rates considering the robust signs of recovery. Indeed, Reserve Bank of Australia

interest rates. (RBA) has been the first G-20 country to raise the interest rates after the Bank of
Israel. RBA also cited the rapid rise in real estate prices as a reason for raising
interest rates. Central Bank of Norway, which previously warned that property prices
were rising excessively, also raised the interest rates in October. Besides, Central
Bank of India, even though did not raise the rates, took the first step towards
withdrawing its monetary stimulus via increasing the banks’ statutory liquidity ratio.

Rise in global risk appetite  Financial markets of Turkey also benefited from the rise in global risk appetite. In

also benefits Turkey. October, risk premiums of Turkish eurobonds continued to narrow, market interest
rates declined to a historic low level while the stock market reached the highest level
of the year. On the other hand, market interest rates tended to increase again after
the uncertainty created by the Constitutional Court’'s decision that foreign investors
should pay withholding tax on profits from bonds. Also, the high borrowing
requirement of the Treasury continued to put upward pressure on interest rates.

Recovery will be slow and  In the second quarter, as a result of the enlivening in some sectors mainly stemming

gradual. from the tax cuts, private consumption expenditures increased and thus the
contraction in the economy slowed down. In the third quarter, however, the private
consumption expenditures’ support to recovery faded remarkably. Besides, Turkey’s
exports were also affected negatively by the slow recovery in global economic
activity. Thus, the recovery in the Turkish economy will also be slow and gradual.
Indeed, the weak course of industrial production and capacity utilization ratio, the
decline in both real sector and consumer confidence indices, and high
unemployment rate confirmed the slow recovery in growth.



. Economic Research Division

TURKIYE $BANKASI November 2009

TURKISH ECONOMY

Gradual recovery in

In August industrial production contracted by 6.3% compared to the same month of
industrial production...

the previous year and by 5.7% compared to the previous month. Seasonal and
calendar adjusted index also contracted by 0.1% compared to the previous month.
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In August, production in manufacturing industry dropped by 7.2% annually. In this
period, manufacture of other transport equipment (-37%), coke and refined
petroleum products (-29.8%), radio, TV and communication apparatus (-22.8%)
were the most rapidly contracting sub-groups in manufacturing industry. On the
other hand, when compared to the previous month, it is seen that the number of
sectors which showed an annual increase in production was higher. This shows that

the recovery in manufacturing industry is spreading among subgroups though
gradually.

Youth unemployment rate  According to the Household Labor Force Survey of July, the unemployment rate

rose to 23.2%. rose by 2.9 points to 12.8% compared to the same month of the previous year. In
this period, non-agricultural unemployment rate also rose by 3.8 points to 16.3%
while youth unemployment rate reached 23.2%. In July, the number of employed
persons increased by 50,000 persons to 22,213,000 while the number of
unemployed persons rose by 842,000 to 3,267,000.

Analysis of annual employment figures revealed that employment losses in industrial
sector have decreased recently while employment in services sector continued to

rise.
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In September, exports In September, compared to the same month of the previous year, exports

contracted faster than

decreased by 33.6% to $8.5 billion and imports contracted by 30.4% to $12.4 billion.
imports.

In this period, foreign trade deficit narrowed by 22.5% to $3.9 billion, while import
coverage ratio was realized as 68.3%.



. Economic Research Division

TURKIYE $BANKASI November 2009

In the first nine months of the year, exports and imports were realized as $73 billion
and $100 billion, respectively. Compared to the same period of the previous year,
the decline in imports was faster than that of exports, consequently the foreign trade
deficit decreased by 53.7% to $27 billion.

September January-September
(% million) 2008 2009 (%) 2008 2009 (%)

Exports 12,793 8,501 -33.6 105,187 73,116  -30.5
Imports 17,885 12,449 -30.4 163,543 100,142 -38.8
Foreign Trade Balance -5,091 -3,948 -22.5 -58,356 27,026  -53.7
Coverage Ratio (%) 715 68.3 - 64.3 73.0 -

The numbers may not add to totals due to rounding.
Source: Turkstat

The decline in exports of  |n September, exports of all manufacturing sectors decreased on annual basis.

motor vehicles However, it is noteworthy that the decline in exports of motor vehicles has been

decelerated. decelerating since May 2009. On the other hand, export figures by country
subgroups revealed that the share of EU countries in total exports has exceeded
50% for the first time since May 2008.

In September, annual contraction in imports of intermediate and consumption goods
decelerated. The slowdown in annual decrease of consumption goods imports
stemmed from the imports of automobiles which increased by 55% on annual basis.
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In August current In August, current account balance posted a surplus on monthly basis for the

account balance posted  gecond consecutive month. Thanks to the $127 million of surplus in August,

asurplus in contrastto  annyalized current account deficit decreased to $13.3 billion.

the expectations.
In the first eight months of the year, current account deficit shrank by 81.2% mainly
as a result of the 66.9% contraction in foreign trade deficit. In the same period, the
surplus in services balance increased by 1.5% to $11.3 billion. In this development,
the limited decline in tourism revenues despite the global financial crisis was
effective.
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In August, the long-term
debt roll-over ratio of the
non-bank sector
decreased to 48%.

In the first nine months of
the year, the budget deficit
reached TRY40.8 billion.

($ million)

Current Account Balance
Foreign Trade Balance
Services Balance

Tourism Revenues (net)

Income Balance

Current Transfers

Capital and Financial Accounts

Direct Investments (net)
Portfolio Investments (net)
Equity Securities
Debt Securities
Other Investments (net)

Loans

Banking Sector
Non-Bank Sectors

Reserve Assets

(net)

Net Errors and Omissions

September 2008-
August 2009
-13,328
-25,214
17,683
17,623

-7,787

1,990

413

10,006

-4,543

214

-2,392

-9,413
-11,782
-8,976

-3,437

4,363

12,915
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January -August

2008 2009
-34,935 -6,574
-41,628 -13,799
11,101 11,271
12,108 11,286

-5,660 -5,282

1,252 1,236
36,840 857
10,789 4,995

1,317 1,820

2,341 1,839

-603 1,491
27,402 -6,596
30,570 -11,320

6,182 -5,841
20,878 -6,196

-2,668 638
-1,905 5,717

November 2009

Source: CBRT

Analyzing the capital and financial accounts, it is seen that the portfolio investments
continued to register inflows in August following July. In August, the inflow of $563
million out of $725 million in portfolio investments was originated from equity
securities. On the other hand, the Constitutional Court’'s decision upon abolishment
of zero percent withholding tax applied to foreign investors created uncertainties
about the course of portfolio investments in the next period.

In August, both banks and the non-bank sector have continued to be net debt
payers. In the same period, the long-term debt roll-over ratio of the non-bank sector
decreased to a 6.5 years low of 48%.
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Central Government Budget gave a deficit of TRY9.5 billion and a primary deficit of
TRY4.5 billion, close to the figures of the same month of the previous year. In the
first nine months of the year, budget deficit reached TRY40.8 billion while primary
surplus was realized as TRY4.7 billion.

(TRY million)

Annual
Budget

Target

Expenditures

Interest Expenditures

Non-interest Expenditures

Revenues

Tax Revenues
Other Revenues

Budget Balance

Primary Balance

September Annual
0,

2009 Change
25,428 9.5 165,478
4,987 -0.7 41,338
20,441 12.4 124,140
15,953 15.7 160,662
12,517 5.8 127,277
3,436 75.2 33,385
-9,475 0.5 -4,816
-4,488 19 36,522

197,169
45,512
151,657
156,358
125,332
31,026
-40,811
4,702

259,156
57,500
201,656
248,758
202,090
46,669
-10,398
47,102

Realization

Forecast
266,752 76.1
55,500 79.2
211,252 75.2
203,928 62.9
163,561 62.0
40,367 66.5
-62,824 392.5
-7,324 10.0

Source: Ministry of Finance
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A rapid rise in other
revenues...

Increase in the Value
Added Tax...

Increase in health,
retirement and social aid
expenditures continued.

Gradual recovery in the
economy has adverse
impacts on tax revenues.

CBRT cut the short-term
interest rates by 50 basis
points.

The rise in deposits
continued.

In September, budget revenues increased by 15.7% compared to the same month
of the previous year mainly due to the 75.2% rise in other revenues. Increases in
interest, shares and fines revenues were effective in the rise of non-tax revenues.

Analyzing the tax revenues, the rapid increase in Domestic Value Added Tax (VAT)
was noteworthy. As September was the last month of the tax cuts, the rising
demand for the goods that had tax incentives was mainly responsible for the rapid
rise in VAT in this month. However, the rise in VAT is anticipated to have lost
momentum in October. On the other hand, the decline in VAT on imports slowed
down to 3.8% in September compared to the same month of the previous year.

Budget expenditures in September increased by 9.5% compared to the same month
of the previous year. In this period, interest expenditures fell while non-interest
expenditures increased by 12.4%. Health, retirement and social aid expenditures
which rose by 34% and reached TRY6.4 billion were mainly responsible for the
increase in non-interest expenditures. In the first nine months of the year, budget
expenditures increased by 19.2%. During the same period, non-interest
expenditures rose by 22.2%.

In September while non-interest expenditures continued to increase, declining tax
revenues due to the contraction in the economy worsened the budget balance. The
expectations that the recovery in the economy would be gradual point out that a
rapid increase in tax revenues would not be possible in the coming period. On the
other hand, the fact that the main source of the increase in budget expenditures was
health, retirement and social aid expenditures confirms the need for structural
reforms.

The Monetary Policy Committee of CBRT cut the O/N borrowing interest rates by 50
basis points in line with the expectations to 6.75% and the lending rate to 9.25% at
its meeting on October 15". The Committee also reduced the TRY required reserve
ratio from 6% to 5% to ease the tightness in credit conditions. Thanks to this
reduction, a permanent liquidity of approximately TRY3.3 billion was provided to the
banking system. The Committee stated after the meeting that consumption demand
was expected to weaken after having increased during the second quarter and the
permanence of the slight improvement in unemployment rate would be important.
The Committee also stressed that the inflation does not constitute a risk for a long
period of time and stated that slowdown in interest cuts would be taken into account
in the following period.

CBRT announced the last Inflation Report of 2009 at the end of October. In the
report, the significant base effects in the first half of 2009 were emphasized and the
possibility that the inflation would follow a volatile upward trend in the first half of
2010 was expressed. However, it was also declared that the effects of tax and price
regulations on annual inflation would disappear, inflation rate would decline
gradually starting from the second half of 2010. According to the revised forecasts,
Central Bank foresees the inflation to be between 5% and 6% (mid-point 5.5%) at
the end of 2009 and between 3.9% and 6.9% (mid-point 5.4%) at the end of 2010
with 70% probability. CBRT expects inflation to be 4.9% at the end of 2011 and
decrease to 4.8% in the third quarter of 2012.

BANKING SECTOR

As of October 16", 2009, total deposits increased by 7.8% to TRY500 billion
compared to the year-end of 2008. In this period, while TRY deposits rose by 7.5%,
FX deposits increased by 8.4%. During the same period, FX deposits in Dollar terms
rose by 12.6%.
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Recovery in credit The credit volume, which displayed an upward trend since September, increased by
volume... 1.7% to TRY377 billion as of October 16™, 2009 compared to the year-end of 2008.

In this period, the consumer loans expanded by 6.1%. Within consumer loans, the
rapid rise in housing loans was remarkable. Indeed, according to the Banks’ Loans
Tendency Survey of CBRT, the banks eased the tightness in credit conditions and
loosened lending standards due to the rising competition in the sector.

NPL ratio is 5.3%. The non-performing loans (NPL) to total loans ratio was realized as 5.3% as of
October 16", 2009. Within different credit types, the highest NPL ratio was
registered in consumer and commercial credit cards. The NPL ratio in this group
was realized as 10.7% as of October 16™, 2009.
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Securities portfolio The banks’ tendency to increase securities portfolio has continued during 2009 while
increased by TRY56 increase in credit volume slowed down. As of October 16", 2009, securities portfolio

billion. of the banking sector increased by TRY56 billion to TRY249 billion compared to the

end of 2008. In this period, while credit volume increased by only 1.7%, securities
portfolio of the banking sector rose by 29%. Thus, the share of securities in total
assets continued its upward trend.

Credit Volume and Securities Portfolio
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Securities portfolio held in  As of October 16™, 2009, securities portfolio held in custody accounts increased by
custody accounts... TRY21.4 billion to TRY118.2 billion compared to the year-end of 2008. During this
period, residents’ securities portfolio rose by 27.9% while the increase in non-
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residents’ portfolio was limited at 7.2%. Securities portfolio held in custody accounts
remained flat in recent period.

Short position in the Banking sector started to hold short position in FX for the first time in the last 8

banking sector... months. As of October 16", 2009, the net FX position of the banking sector was
realized as -$250 million. On-balance sheet FX position was -$13,035 million, while
off-balance sheet FX position was $12,785 million.

Expectations... Central Bank is expected to continue interest rate cuts until year-end due to
the continued decreasing tendency in core inflation indices, the possibility of
persistence of weak domestic demand conditions because of high
unemployment rate and the expiration of the temporary tax cuts. We estimate
that the credit volume would increase in the coming period on the back of the
interest rate cuts and the improvements in global risk perception. Moreover,
the reduction of Turkish Lira reserve requirements by Central Bank is
expected to have favorable impact on liquidity conditions in the credit
markets.



TURKISH ECONOMY AT A GLANCE

GROWTH
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