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» A year after September 2008 when turbulence in the global markets intensified, the
financial markets of both developed and emerging countries have entered the recovery
phase faster than anticipated, especially in recent months.

» On the other hand, parallel to the improvements in the expectations regarding global
economy, crisis exit strategies were discussed at the G-20 meetings in September. However,
it was also emphasized that the implementation of these strategies should not be started
before recovery clearly has taken hold.

» In the second quarter of 2009, the contraction in Turkish economy slowed down to 7% on
an annual basis, compared to the first quarter of the year. The revival of private consumption
stimulated by the fiscal stimulus packages was influential in this development.

» However, considering that the improvement in manufacturing indicators remained
limited, the labor markets kept their weakness and the real sector and consumer confidence
indices tended to decline again, the economic recovery is expected to be gradual.

» Considering that it will take a significant amount of time for the global economic activity

to reach its pre-crisis level despite the recent recovery, the economic fragilities will continue
especially for such countries like Turkey having saving deficits.
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OVERVIEW
Global economy has A year after September 2008 when turbulence in the global markets intensified, the

entered the recovery phase. financial markets of both developed and emerging countries have entered the
recovery phase faster than anticipated, especially in recent months. The observed
improvement in the indicators of manufacturing activity in developed countries and
the upturn in global trade have also been noteworthy. In this context, the concerns
regarding the probability that global economy might experience a double deep
recession has been rarely pronounced recently. Thus, the IMF revised its forecasts
for the global economy upwards to 1.1% contraction in 2009 and 3.1% growth in
2010 in its World Economic Outlook report published in October.

Plans for post-crisis Parallel to the improvements in the expectations regarding global economy, crisis

period... exit strategies were discussed at the G-20 meetings in September. In this context,
regarding the process of withdrawing fiscal and monetary stimulus programs, the
need for a globally coordinated strategy was underlined. However, it was also
emphasized that the implementation of these strategies should not be started before
recovery clearly has taken hold. Besides, at the G-20 summit on 24-25 September,
the global economic expansion in the previous years, which mainly depended upon
the consumption in the US economy and the savings in the rest of the world
especially in Asia, as well as the financial risks produced under this global economic
expansion pattern were addressed. In this respect, in order to avoid similar global
crises in the future, it was especially noted that a “strong, balanced and sustainable”
economic growth pattern, based on a more balanced global demand, should be
adopted.

The contraction in Turkish ~ On the other hand, in the second quarter of 2009, the contraction in Turkish

economy lost pace in the economy slowed down to 7% on an annual basis, compared to the first quarter of

second quarter of the year. the year. The revival of private consumption stimulated by the fiscal stimulus
packages was influential in this development. However, considering that the
improvement in manufacturing indicators remained limited, the labor markets kept
their weakness and the real sector and consumer confidence indices tended to
decline again, the economic recovery is expected to be gradual.

The Medium Term The government announced the Medium Term Program (MTP) for 2010-2012 on

Program was unveiled. September 16™. The announcement of the MTP partly removed the uncertainties
regarding the coming period. Indeed, after the announcement of the program,
international rating agency Standard&Poor’s (S&P) changed Turkey’s credit outlook
from “negative” to “stable” while Moody’s changed it from “stable” to “positive”. The
rating agency S&P announced that Turkey’s external financing risks diminished and
the MTP brought a restrictive perspective in terms of public spending and moderate
approach in terms of fiscal reforms. Moody's also stated that despite its high
external financing need, Turkey managed the global financial crisis and recession
better this time when compared to previous episodes. In this context, domestic
financial markets continued their upward trend.

Considering that it will take a significant amount of time for the global economic
activity to reach its pre-crisis level despite the recent recovery, the economic
fragilities will continue especially for such countries like Turkey having saving
deficits. For a sustainable economic growth in Turkey, fiscal discipline should be
restored. In this context, the announcement of the details of the fiscal rule which was
cited in the MTP will be very important.
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Medium Term Program...

2009 forecasts and
targets for 2010 and
2011...

Slowdown in the economy
lost pace in the second
quarter.
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In the 2010-2012 MTP announced by the government, it was stressed that the
policies towards increasing the production, investment and exports will be weighed.
Accordingly, it was stated that the exit from the crisis and then growth process are
aimed to be led by the private sector. The main measure that will be taken by the
government would be to establish a “fiscal rule framework” in order to reach a public
deficit to GDP ratio consistent with a sustainable debt composition in the medium
and long term. It was stated that the legal framework for the fiscal rule will be
completed in the first quarter of 2010. The public debt stock to GDP ratio is
forecasted to decline starting from 2011.

According to MTP, GDP is estimated to contract by 6% in 2009 while it is anticipated
to grow by 3.5%, 4% and 5% in 2010, 2011 and 2012, respectively. The
improvement in the unemployment rate is estimated to be limited in 2010 and 2011.
Moreover, the budget deficit forecast for 2009 was revised to TRY62.8 billion
(budget deficit/GDP ratio 6.6%), and primary deficit forecast to TRY20.8 billion
(primary deficit/GDP ratio 2.2%). According to the Program, the government aims to
reduce the primary deficit/GDP ratio to 0.8% to in 2010 and to 0.2% in 2011 and
while to give a primary surplus amounting to 0.4% of GDP in 2012.

Some Forecasts and Targets in the Medium Term Economic Program

2009 2010 2011

Growth (%) -6.0 35 4.0 5.0
Unemployment Rate (%) 14.8 14.6 14.2 13.3
Current Account Deficit $ billion) -11.0 -18.0 -22.0 -28.0
CPI (%) 5.9 5.3 4.9 4.8
Budget Balance* (TRY billion) -62.8 -50.0 -45.1 -39.1

(% GDP) (-6.6) (-4.9) (-4.0) (-3.2)
Primary Surplus* -20.8 -8.4 -2.1 4.3

(% GDP) (-2.2) (-0.8) (-0.2) (0.4)
Privatization (TRY billion) 4.3 104 9.4 8.9
Nominal Debt Stock** (% GDP) (47.3) (49.0) (48.8) (47.8)

(*) Central Government Budget
(**) EU defined General Government Nominal Debt Stock

Turkish economy contracted by 7% in the second quarter of 2009 compared to the
same period of the previous year. The market consensus was a contraction around
8% in the second quarter. In the first half of the year, the economy contracted by
10.6%. Besides, the first quarter growth was revised from 13.8% to 14.3%. Also,
due to the revisions regarding all quarters of the previous year, the 2008 growth rate
was revised from 1.1% to 0.9%.
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(*) Percentage change from the same quarter of the previous year.
Source: Turkstat
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According to the seasonal and calendar adjusted indicators, GDP increased by
7.1% in the second quarter compared to the first quarter. GDP was contracting since
the second quarter of 2008 according to the seasonal and calendar adjusted

indicators.
Contraction in Analyzing GDP via economic activity approach; it is seen that the agriculture sector,
manufacturing sector which contracted in the first quarter, grew by 6.6% in the second quarter. The
slowed down. contraction in the manufacturing sector, which constitutes about one fourth of GDP,

lost pace in the second quarter. The contraction in manufacturing sector declined to
8.7% in the second quarter from 20.2% in the first quarter. This slowdown stemmed
mainly from the enlivening in the motor vehicles and white goods industries
compared to the first quarter as a result of the tax cuts in these sectors. On the other
hand, the contraction in the construction sector accelerated in the second quarter.
The contraction in the sector increased to 21% in the second quarter from 18.9% in
the first quarter. Financial intermediation sector grew by 7.5% in the second quarter
after expanding by 10.9% in the first quarter.

Tax cuts boosted private ~ According to the GDP figures by expenditure approach, the most remarkable

consumption development compared to the first quarter was observed in private consumption

expenditures. expenditures. The effect of the contraction in private consumption expenditures to
the decline in GDP decreased from 7.3 points in the first quarter to 0.8 points in the
second quarter. The tax cuts implemented in several sectors in the second quarter
which supported domestic consumption was also influential in this development.
However, public consumption expenditures, which accelerated in the first quarter
due to the local elections, slowed down remarkably in the second quarter. On the
other hand, despite the recovery in private consumption expenditures, there was no
significant improvement in private investment expenditures. The private investment
expenditures decreased by 29.7% in the second quarter after contracting by 33.5%
in the first quarter. The public investment expenditures also slowed down in the
second quarter.

Expenditure Approach-Contributions to GDP (% points)

[ I I IV Annual [ Il 1% Half
Consumption 5.8 1.0 -0.1 -2.7 0.7 -6.9 -0.8 -3.8
Private 4.8 1.4 0.3 3.1 0.5 7.3 -0.8 -4.0
Public 0.5 -0.4 0.2 0.4 0.2 0.5 0.1 0.3
Investment 1.6 -0.8 -2.3 -5.2 -1.8 -6.9 -6.2 -6.6
Private 1.1 -1.3 2.5 5.9 2.2 7.6 6.4 -7.0
Public 0.4 0.5 0.2 0.7 0.4 0.6 0.2 0.4
Change in Stocks 1.2 2.2 1.6 -3.8 0.3 -7.3 -3.6 -5.4
Net Exports -0.9 0.4 1.7 5.2 1.7 6.8 3.6 5.2
Exports 31 0.9 0.7 2.2 0.6 2.8 2.5 2.7
Imports 4.0 0.5 -1.0 7.3 1.1 9.6 6.1 7.9
GDP 7.2 2.8 1.0 6.5 0.9 -14.3 570 -10.6

The numbers may not add to totals due to rounding.

Source: Calculated by using Turkstat data.

Economic recovery is The contraction in the economy lost pace in the second quarter of 2009. Although it
expected to be gradual. is expected that this trend has continued in the third quarter, the recovery is

foreseen to be very slow. The tax cuts, which boosted consumption in the second
guarter, have not been so effective in the third quarter as they were re-adjusted in
June. The rapid increase in consumer and real sector confidence indices in the
second quarter has not been observed in the third quarter. Indeed, confidence
indices declined in August. Besides, in August the capacity utilization ratio receded
below 70% for the first time in the last four months. In this context, although we
expect that the economic contraction slowed down in the third quarter compared to
second quarter, this slowdown has been limited. In the last quarter, however, due to
the lagged effect of the CBRT's interest rate cuts, lower loan rates offered by the
banking sector in recent months supporting consumption, the enlivening economic
activity in Euro Area economies supporting exports and also with the lower base
year effect, the economic growth might be positive.
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Single digit contraction in The slowdown in the contraction of industrial production in July also confirmed our
industrial production... expectations for the third quarter growth. Industrial production declined by 9.2% in
July compared to the same month of the previous year. This is the first single-digit
contraction recorded in 2009. According to the seasonal and calendar adjusted
indicators, industrial production increased by 0.8% compared to the previous month.
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Source: Turkstat

Analyzing the sub-sectors of manufacturing industry, it was observed that annual
contraction lost pace in several sectors. This shows that the recovery in economic
activity is widespread. However, this recovery is expected to be gradual. According
to the World Economic Outlook Report published by IMF, Turkish economy is
expected to contract by 6.5% in 2009 and to grow by 3.7% in 2010.

Unemployment rate was  According to the Household Labor Force Survey of June, the unemployment rate

realized as 13% due to rose by 3.6 points to 13% compared to the same month of the previous year. In this

seasonal factors. period, non-agricultural unemployment also rose by 4.5 points to 16.4%. In June,
employment decreased by 164,000 persons to 21,794,000 persons while number of
unemployed persons increased by 972,000 persons to 3,269,000 persons compared
to the same month of the previous year.

Analyzing annual changes in number of employed persons on a monthly basis, it is
seen that number of employed persons in agriculture and services sectors continued
to rise while it declined in industrial sector. In June, annual employment losses in
industry sector increased to 473,000.

Annual Employment Changes by Sectors

Total Agriculture Industry  Construction Services
Jan.09 75 259 -316 -39 170
Feb.09 -85 206 -354 -55 120
Mar.09 -241 74 -409 -39 134
Apr.09 -530 -94 -418 =77 56
May.09 -387 69 -466 -59 69
Jun.09 -164 253 -473 -20 76

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

Contraction in foreign In August, compared to the same month of the previous year, exports decreased by

trade deficit continued.  29.1% to $7.8 billion and imports contracted by 34% to $12.7 billion. In this period,
foreign trade deficit contracted by 40.6% to $20.5 billion. In August, import coverage
ratio was realized as 61.6%.

In the first eight months of the year, exports and imports decreased to $64.6 billion
and $87.6 billion, respectively. Contraction in foreign trade deficit was realized as
56.9%.
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In August, share of EU
countries in total exports
was 45.1%.

Contraction in imports
tended to slow down.

Monthly current
account balance posted
a surplus for the first
time in five years.

In July, portfolio
investments registered
inflows.

Economic Research Division
October 2009

(million $)

Exports 11,047 7,833 -29.1 92,394 64,622 -30.1
Imports 19,251 12,709 -34.0 145,658 87,574 -39.9
Foreign Trade Balance -8,205 -4,876 -40.6 -53,265 -22,951  -56.9
Coverage Ratio (%) 57.4 61.6 - 63.4 73.8 -

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

Export figures by country subgroups revealed that the share of EU countries in total
exports decreased during January-August 2009 compared to the same period of the
previous year. However, in August the share of EU countries increased to 45.1%
from the previous year’s level of 42.3%. As the recovery gains momentum in EU
countries, their share in exports of Turkey is expected rise.

In August, annual contraction in imports of capital, intermediate and consumption
goods decelerated. The slowdown in annual decrease of consumption goods
imports stemmed mainly from the demand for automobiles.
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In July, current account balance posted a surplus of $286 million on monthly basis
for the first time since September 2004. Thus, annualized current account deficit
decreased to $16.2 billion. In the same month of previous year, current account
balance posted a deficit of $4 hillion, while annualized current account deficit was
realized as $31.8 billion. The rise in tourism revenues was influential in the surplus
posted in July.

($ million)

August 2008-
July 2009

-16,243

REGUE RN

2008 2009
-31,800 =(6)51513)

Current Account Balance

Foreign Trade Balance -28,034 -35,253 -10,244 -70.9
Services Balance 17,540 7,248 7,275 0.4
Tourism Revenues (net) 17,561 8,377 7,493 -10.6
Income Balance -7,743 -4,905 -4,682 -4.5
Current Transfers 1,994 1,110 1,098 -1.1
Capital and Financial Accounts 1,591 34,233 -375 -
Direct Investments (net) 9,847 9,825 4,039 -58.9
Portfolio Investments (net) -6,622 2,535 959 -62.2
Equity Securities -1,359 3,351 1,276 -61.9
Debt Securities -3,186 -364 936 -
Other Investments (net) -6,729 22,532 -8,752 -
Loans -6,732 27,315 -9,496 -
Banking Sector -6,942 4,737 -5,252 -
Non-Bank Sectors 311 18,831 -4,466 -
Reserve Assets (net) 5,095 -659 3,379 -
Net Errors and Omissions 14,652 -2,433 6,928 -

Source: CBRT

Analyzing the capital and financial accounts, it is seen that the portfolio investments
which registered a net outflow of $892 million in June, posted a net inflow of $1,277
million in July. In this development, Treasury’'s eurobond issuance amounting to

5
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Current account deficit is
forecasted to be around
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$1,250 billion played an important role. In the same period, banks and non-banks
sectors continued to be net debt payers. The long-term debt roll-over ratio of the

non-bank sector increased to 81%.

increasing thanks to the improvement in risk perception.
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It is observed that debt roll-over ratio is

In the Medium Term Program, current account deficit is forecasted to be around $11
billion at the year-end, amounting to 1.8% of GDP. In 2010, as a result of the

$11 billion at the year-end. expected rise in private consumption and investment expenditures, current account
deficit is expected to rise to $18 billion, amounting to 2.8% of GDP.

Budget deficit reached

TRY31.3 billion in the
first eight months of
the year.

The Ministry of Finance announced the budget realizations for July and August

together. The budget deficit was realized as TRY6.6 billion in July and TRY1.5
billion in August. Thus, the budget gave a deficit of TRY31.3 billion in January-
August 2009. The budget surplus was realized as TRY4.6 billion in the same period
of the previous year. Moreover, the primary surplus decreased to TRY9.2 billion

from TRY40.9 billion.

Annual

- %

(TRY million) Change
Expenditures 23,392 10.1
Interest Expenditures 5,226 -29.7

Non-interest

Expenditures 18,166 31.6
Revenues 16,785 -6.3

Tax Revenues 14,435 4.8

Other Revenues 2,350 -43.3
Budget Balance -6,607 99.2
Primary Balance -1,381

23,518
8,058
15,461
21,994
19,296
2,697
-1,525
6,533

Annual
%
Change

15.1
-1.0
25.7
-16.8
2.0
-64.2

-53.8

142,263
36,316
105,947
146,873
115,450
31,424
4,610
40,926

171,471
40,526
131,215
140,405
112,815
27,590
-31,336
9,189

20.7
11.6
23.8
-4.4
-2.3
-12.2

SIS

Budget

Target

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

Real. /
Target
(%)

266,752 66.3
55,500 70.5

Realization
Forecast

211,252 65.1

203,928 56.4
163,561 55.8

40,367 59.1
-62,824 301.4
-7,324 19.5

Non-tax revenues
decreased.

Source: Ministry of Finance

In July and August, the decline in non-tax revenues was noteworthy. This
development was mainly attributable to the base year effect stemmed from the
privatization revenues registered in the same period of the previous year. On the
other hand, the tax revenues increased parallel to the rise in the Domestic Taxes on
Good and Services especially due to the rise in the Special Consumption Tax on
relatively price-inelastic goods such as petroleum and tobacco.

In July and August, the budget expenditures continued to increase, albeit more
slowly compared to the previous months. Especially, the increase in health,
retirement and social aid expenditures was remarkable. In the first eight months of
the year, the budget expenditures increased by 20.7% whereas the budget

revenues decreased by 4.4%.
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CBRT cut the short-term
interest rates by
50 basis points.

The rise in deposits
continued.

Housing and personal
finance loans are
increasing.

The NPL ratio is 5.2%.

Securities portfolio
increased by TRY46.2
billion.

Securities portfolio held
in custody accounts...

The Monetary Policy Committee of CBRT cut the O/N borrowing interest rates by 50
basis points in line with the expectations to 7.25% and the lending rate to 9.75% at
its meeting on September 17", Thus, the rate cuts, which started in November 2008,
reached 9.5 points in O/N borrowing rate. The Committee stated after the meeting
that consumption demand is expected to display a weaker course in the following
period and inflation is expected to remain at low levels for a period of time. In this
context, the monetary policy is expected to maintain an easing bias for a longer
time. At the statement, CBRT signaled that the interest rate cuts would continue
depending on the pace of economic recovery, and hinted that such developments
like a standby arrangement with the IMF or any rating upgrade from credit rating
agencies might affect the rate cuts.

BANKING SECTOR

As of September 18", 2009, total deposits increased by 6% to TRY492 billion
compared to the year-end of 2008. In this period, FX deposits in Dollar terms and
TRY deposits increased by 10.4% and 4.9%, respectively. During the last month, FX
deposits in Dollar terms rose by 1.9% and TRY deposits increased by 1.3%.

As of September 18™, 2009, credit volume increased by 0.7% to TRY373.6 billion
compared to the year-end of 2008. During the last month, the credit volume
increased by 1.2%. In this period, spot loans and consumer loans continued to
increase while installment commercial loans decreased. Within consumer loans, the
enlivening in housing and personal finance loans was remarkable.

Loan interest rates are expected to decline further in the coming period as a result of
the decreasing uncertainties regarding economy. This development, in turn, is
expected to accelerate the increase in consumer loans.

Change in Consumer Loans Compared to Year-end of 2008
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According to the weekly data released by the BRSA, the non-performing loans
(NPL) to total loans ratio, which was 3.4% at the end of 2008, increased only to a
limited extent to 5.2% as of September 18", despite the rapid contraction in
economic activity. Within different credit types, the highest NPL ratio was registered
in consumer and corporate credit cards. The NPL ratio in this group increased from
6.7% at the end of 2008 to 10.3% as of September 18™.

As of September 18", 2009, securities portfolio of the banking sector increased by
TRY46.2 billion to TRY239 billion compared to the end of 2008. During this period,
“available for sale” securities portfolio increased by 83.7% whereas “held-to-
maturity” securities portfolio fell by 2.4%. Monthly increase in securities portfolio was
realized as 1.3%.

As of September 18™, 2009, securities portfolio held in custody accounts increased
by TRY21.9 billion to TRY118.7 billion compared to the year-end of 2008. During
this period, residents’ securities portfolio increased by 30.1% while the increase in
non-residents’ portfolio was limited at 3.3%. On the other hand, during the last
month, securities portfolio held in custody accounts displayed a slight decline.
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Banking sector had long  Banking sector has kept its long position in FX. As of September 18™ 2009, the net

position. FX position of the banking sector was realized as $395 million. On-balance sheet FX
position was -$11,148 million, while off-balance sheet FX position was $11,543
million.

Expectations... The slowdown in economic activity lost pace in the second quarter thanks to

the enlivening in private consumption expenditures due to the temporary tax
cuts. On the other hand, the course of the capacity utilization rate, decreasing
real sector and consumer confidence indices and the expectations that the
global economic recovery after the crisis would be slow pointed out that the
recovery in Turkish economy would be gradual. In this context, positive
growth in the economy would be recorded only after the last quarter of this
year.

On the other hand, the targets in the MTP announced by the Government are
found realistic in general. Besides, the implementation of a fiscal rule
framework is perceived positively by the markets. However, in terms of
sustainability of fiscal discipline, the details of the fiscal rule which will be
announced in the first quarter of 2010 are critical.
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