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EXPLANATION

The BRSA having main objective  ensuring confidence and stability in
financial markets is publishing this periodical Report including the
evaluations concerning the performances of banks, financial holding
companies and leasing, factoring and finance firms as well as significant
developments realized in financial sector pursuant to the Article 97(3) of

the Banking Law Nr. 5411.

This issue of the Financial Markets Report is composed of three sections.
The report includes the global and national economic developments in
macro financial framework section; developments in money and capital
markets as well as performance analysis of b anks and financial leasing,
factoring, consumer financing institutions and asset management
companies in sector basis in developments in financial sector section;
evaluations on riskiness level, capital adequacy and profitability analysis of
banks as well as scenario analysis in the last section.

In this Report, data related to banks, unless otherwise specified, cover
domestic and foreign branches of banks, and are presented by
consolidating thereof.

The BRSA declines any liability on account of tables and charts published
in the Financial Markets Report.

Periodic information included in any issue of Financial Markets Report may
be changed in the following issues as a result of updating due to various
reasons.

The Report was prepared depending on data received from the
database by the date of March 31, 2010. The updates following the
mentioned date are outside the scope of the Report.
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GENERAL EVALUATION

The relative improvement of global economy started within the third quarter of 2009 is
continui ng with the increase of production and trade. After the depression of world
product by 0.8% in 2009, IMF predicts that it will increase by 3.9% in 2010 and by 4.3% in
2011. The increase of product for 2010 is estimated to be by 6% in developing countries

and by 2.1% in developed ones. While there is a more moderate improvement in
developed countries, a bigger growth potential is observed in developing countries. This
conduct of the economic improvement is considered as a risk field for the forthcoming

perio d. Furthermore, the financial consolidation in developed countries within the present
conjuncture is outstanding as a fundamental problem. Besides the augmentation of public
expenses, the deterioration of economic conditions is affecting negatively the inc omes of
public sector. This situation has caused the deterioration of public balances and a sharp
augmentation of the debt stock, especially in developed countries. The fact that the
deterioration of public balances causes the increase of country risk is o bserved clearly in
the development of the Greek economy. These matters caused also the augmentation of
financial market risks which have entered to a fast normalizing tendency after the global

crisis. The risk of re-creating instability of macroeconomic di fficulties in financial markets
upon banks having problematic country papers in their portfolios shall be watched
attentively.

The Turkish economy, with the contribution of measures taken and incentives has reached

an increasing speed by 6% within fourth quarter of 2009, but it recessed by 4.7% within
2009. On the other hand; the pioneer indicators belonging to first months of 2010 show that

the double -digit growth can be caught. The partial improvement of capacity usage ratio
accompanied by the fast incre ase of industrial production as well as the optimistic trend
seen in consumer and real sector confidence indexes indicate that the results of first
quarter of 2010 will be realized positively for Turkey. The improvement and re -animation
signals are continu ing in the general economic environment and a slightly floated process

is observed in inflation ratios due to the increasing demand and seasonal effects. The
increasing demand in the economy has oriented to imported goods, which indicates a

fast deteriorat ion in external trade balance and accordingly in current deficit. The
improvement tendency of financial performance comparing to 2009 and the transition to
financial rule are factors limiting the macro risks which are probably better in Turkey than
other E uropean countries having equivalent general economic environment.

Total asset size of the banking sector has reached TL 860.5 billion as of March 2010. Within

the last one year period, total assets have grown by 14.2% while highest growth among

asset items is observed in securities item with 27.4%. Financial soundness indicators

belonging to banking sector indicate that as of March, the positive appearance is

continuing. BRSA Performance Index has re -entered a growing tendency within the first

quarter of 20 1 0 . The sectords borrowing possibilities from abr
beginning of 2010 comparing to end of last year.

Total asset size of non -banking financial sector is TL 30.3 billion as of first quarter of 2010. The

relatively good performanc e of factoring companies was effective in small -scale asset growth
compared to same period previous year. Within the period of January -March 2010, total
amount of receivables emanating from non -banking financial sectords activiti

same, while non -performing loans have increased slightly. Moreover, the NPL ratio is decreasing
since two last quarters. Net profit of the sector has increased by 47% comparing to previous

year to TL 255 milion. On the other hand, it is evaluated that the capital st ructure has
strengthened and that the sector is more solid face to possible risks.

As of March 2010, non -performing loans emanating from credits expanded by banking sector
have decreased by 1.9% comparing to previous period to TL 21.4 hillion. NPL ratio of the sector
which was 5.3% as of December 2009 is realized as 4.9% in March 2010. This situation indicates
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that the banking sector is in better condition for credit risk within the first quarter of 2010
comparing to the last quarter of 2009.

In the first g uarter of 2010, sum as a basis for market risk in the banking sector increased by
11.7% when compared to the last quarter of 2009 and amounted to TL 27.6 hillion. In this period,

that capital requirement for interest rate risk and stock position risk incre ased respectively by
16% and 44% indicates the risks mentioned increased evidently. FXNGP of the sector which was

TL 568 million as of December 2009 realized as TL -213 million as of March 2010. In this period,
FXNGP/Own -fund ratio of the sector decreased to 0.2% from 0.5%.

In the first quarter of 2010, foreign Exchange liquidity adequacy ratio in the banking sector
relating to the first maturity tranche decreased in deposit and development and
investment banks, yet increased in participation banks. Derivative transactions and
securities portfolio a mong the liquidity components relating to the second maturity tranche
increased. In the said maturity tranche, total liquidity adequacy ratio displayed no
significant change, while foreign exchange liquidity ratio decreased as of March 2010
when comparedt o end -2009.

According to the analysis relating to structural interest rate, 1 -month TL and FX deficit position
increased, while 1 -3 months TL and FX surplus position decreased in the first quarter of 2010
when compared to the previous quarter. As of Mar ch 2010, 1 -month TL experienced a deficit
by TL 114.8 billion, 1-month FX by TL 50 billion and 1 -3 months FX by TL 3.7 billion.

Capital adequacy ratio of the banking sector decreased by 0.6 point in the first quarter of

2010 and realized as 19.9 points. T he fact that risk weighted assets of the sector increased

in a higher level by 7.5% against the increase experienced in own -funds by 4.8% in the first
quarter of the year caused the capital adequacy ratio to decrease.

In the first quarter of 2010, tier-I constitute 90.5% of own -fund total. Share of paid -up capital
within tier -I decreased by 4.1 points and realized as 36.9%. In the first quarter of the year,

the increase in paid -up capital within tier -l items was limited, while legal reserves increased
by TL 7 billion. TL 6.1 billion of the increase thereof is constituted of excess reserves.

81.4% of the minimum capital requirement to be held due to the risks exposed derived

from credit risk. Credit risk capital requirement, due to the increase experienced in loans
with 100% of risk weight, increased by TL 2 billion in the first quarter of the year. Market risk
capital requirement increased by TL 212 billion, share of this item within total liability
experienced a limited increase in comparison to the previo us quarter and realized as 4.6%.
Operational risk capital requirement constitutes 14.1% of total liability.

In the first quarter of 2010, net profit for the period of the banking sector increased by 22.1%
when compared to the same period of previous year and amounted to TL 6.3 billion. When
compared to the same period of previous year, both interest incomes and interest
expenses of the sector decreased, the decrease in interest expenses was bigger due to

the short -term structure of the liabilities of the  sector. Consequently, net interest incomes of
the sector increased by TL 712 billion when compared to the first quarter of 2009. Return on
assets and return on equities of the banking sector displayed no significant change when
compared to the previous qua  rter and realized as 2.7% and 20.1%, respectively in the first
quarter of 2010.

When the scenario test prepared by using econometric model is applied to the current
portfolio as of March 2010, it is observed that the scenario in which the estimated total loss is the
highest is high interest increase scenario. The estimated loss is limited in scenarios relating to
decrease in ISE. Effects on the estimated CAR are in parallel with the estimated loss results.

BRSA iv Financial Markets Report-March 2010



TABLE OF CONTENTS

1 MACRO FINANCIAL OUTLOOK .. ..titiiiiiiaitteitieaite et sttt sttt sae et e sbe ettt sbe e s teenae eeennas 1
1.1 GlODal FrAMEWOIK ..ocoiiiiiiiiiiiie ettt e e e 1
11.1 Macroe conomic Developments and RISKS  ......coooiiiiiiiiiiiiiiee e 1
1.1.2 Developments and Risks in Financial MarketS ..o 4
O \F- 11 (o] g T L @ 1011 (oo QTP PO PP PP UPPRN 8
2 DEVELOPMENTS IN FINANCIAL SECTQR ..ottt ettt e 14
2.1 GENETAI VIEBW .ttt ettt e e ekt e et 14
2.2 Banking SeCtOr OULIOOK  ......ueiiiiiiiieiiiiee ettt st ae e e e 15
221 Developments in Fundamental INdiCAtOrs  ......ccvvviiiieeeeiieeeeeree e 15
2.2.2 Financial Statements ANAIYSIS ......oiiiiiiiiiiiiiie e e 17
2.3 Non-Banking FINANCIAl SECIOIS .......ccciviiiiiie et e e e e et e e e e e e e snnnreeeeeeeeeas 22
231 FINANCIAI LEASING ..vviieiiiiiii ittt ettt e et e e st e e et e e e nnbre s 22
2.3.2 =T ()10 Vo [ PP O PP OTPRPP 24
2.3.3 [©70] 01U ] 0 =T gl T = T g Tod T USSR 25
2.34 ASSEt MANAGEMENT oottt e e et e e e e s s s e e e e e e e e e e 27
3 RISK, CAPITAL AND PROFITABILITY ASSESMENT.......coiitiiiiiiiat steeniee sttt e 29
1o 0 A {1~ QY g = 11 TP PO TP RUPRP PP 29
3.11 CrEAIE RISK ...ttt ettt e skt e e s e e s ar e e e et e e e s nnnr e e e nnnee 29
3.11 MAIKEE RISK ...ttt e e et e e e 31
3.1.2 Structural INterest Rate RISK ..........uviiiiiiiiiiiii e 34
3.1.3 LIQUIITY RISK ..eeeeiiieee ettt e e e e et e e e e e e s e e e e s nneeaeeeeeeenes 35
3.14 CoNCENtration RISK ..o 38
G A O o T - |72 Ve (=T [ - T YRR 41
3.3 Profitability ANGIYSIS ......eeeiiiiiieiiii e 43
T o] o T B AN g T 1] 1SRN 46
BRSA v Financial Markets Report-March 2010



Box 1: Household and COMPANIES SECION  ....iciiiiiiiiiiiiee ettt ettt e et e e senreeeennee 13

Box 2: Asset Shares in the Banking Sector and Shareholding S tructure ..........ccccccceeeevviiiieie e 19
TABLES

Table 1.1-1: Capital Movements towards Emerging ECONOMIES  ...ocuiiiiiiiiiiiiiiee e 3

Table 1.1-2: %Changes in Some Stock Exchanges as of May 2010  ......ccoooiiiiiiieeee e e 5

Table 1.1-3: 5-Year CDS Spreads by Selected Emerging COUNtIIES  .....ccoovviiiiiiirreeeniiiiiiee e enniinieeeeens 6

Table 1.1-4: USD Cross Exchange Rates of Selected Developed and Developing Countries ... 7

Table 1.1-5: Carry Trade Yields (Over USD Short Position)

Table 1.2-1: Gross Foreign Debt Stock Indicators ..............
Table 1.2-2: Selected Items of Payment BalanCe  ..........cccciiiiiiii i
Table 2.1-1: Institutions in the FINANCIAl SECIOT  .........oiiiiiiiiiiii e
Table 2.1-2: Asset Size of Financial Sector ...............ccccooee
Table 2.2-1: Indicators of Access to Banking Services —.............
Table 2.2-2: Banking Sector Financial Soundness Indicators
Table 2.2-3: Banking Sector Performance INAEX  ......coiiiiiiiiiiiie e
Table 2.2-4: Banking Sector Fundamental Balance Sheet Aggregates
Table 2.2-5: Development of Loans in the Banking Sector

Table 2.2-6: Development of Deposit and Current Accounts
Table 2.2-7: Development of Resources Provided from External Markets
Table 2.2-8: Development of Off -Balance Sheet Transactions ..........ccccovveeiiiiiiiiiiie e
Table 2.2-9: Development of Income Statement Selected ItemMS .o,
Table 2.3-1: Financial Leasing Sector Fundamental Balance Sheet Aggregates
Table 2.3-2: Financial Leasing Companies Selected Income Statement Items .
Table 2.3-3: Fnancial Leasing Sector Soundness Indicators — ..........ccccvvvvveeeeviinnnnn.
Table 2.3-4: Financial Leasing Sector INAICAIOrS  .......cooiiiiiiiiiiie et
Table 2.3-5: Factoring Sector Fundamental Balance Sheet Aggregates —  ..ooccccveeeviiiiiiieeeeeeeeeseeeen,

Table2.3-6: Factoring Companies®6 Sel ect.ed..l.ncome..S25at ement
Table 2.3-7: Factoring Sec tor Soundness INAICALOIS ........cocuvviiiiieeiiiie e 25
Table 2.3-8: Factoring Sector Operational INdiCAtOrS — .....cooiiiiiiiiiiie e 25
Table 2.3-9: Consumer Financing Sector Fundamental Balance Sheet Aggregates ~ .......cc.cocoeeee. 26
Table 2.3-10: Consumer Financing Companies Selected Income Statement ltems ..., 26
Table 2.3-11: Consumer Financing Sector Soundness INAICAtOrS  .......cooovviiiiiiiieeeniiceee e 26
Table 2.3-12: Consumer Financing Sector Operational INdicators — ......cceeeviiiiieene e 27
Table 2.3-13: Asset Management Companies Balance Sheet Aggregates —  .......ccccovciieiiiieeeiienn, 27
Table 2.3-14: Asset Management Companies Selected Income Statement Aggregates ~ ............ 27
Table 2.3-15: Asset Management Sector Performance INdicators — ...ccveeiviiiiiiieene e 28
Table 3.1-1: Highest Share NPL SECLOIS ........ccoiiiiuiiiiiieeiiiieie e 31
Table 3.1-2: Collateral and Guarantee Information 0f NPLS  ....ciiiiiiiiiiieeeeece e 31
Table 3.1-3: Credit Risk Scenario Analysis Results

Table 3.1-4: Effects of Possible Changes in Second -Hand GS PIiCES ........cccvvvvveeiiiiiiiiieiie e 32
Table 3.1-5: Effects of Possible Changes in Eurobond Prices ...........cccciiiiiiiiiiiiiii e, 32
Table 3.1-6: Effect of Possible Changes in Stock and Investment Fund Prices  ......cccccceveeevviiiiiennnn. 33
Table 3.1-7: Effects of Possible Changes in Exchange Rates (By Banking Groups)  ...ccccceevvivviveennnn. 33
Table 3.1-8: Scenarios Concerning Structural Interest Rate Risk and Results Thereof — ...................... 34
Table 3.1-9: FXand Total Liqu. Adeg. Ratio Compon. Of the Second Maturity Tranche ~ .............. 35
Table 3.1-10: Stock Value Liquidity RO ........cceeiiiiiiiiiiiiic e s 36
Table 3.1-11: Distribution of Domestic Debt Stock by CUSIOMErS  .....oovvieiiiiiiiieee e 36
Table 3.1-12: Syndication and Securitization Loans Payment Plan — .........cc.ccooiiiiiiieicci e, 37
Table 3.1-13: Distribution of Big Loans

Table 3.1-14: Distribution of Loans by Size and Number of CUStOMers — ........ccccccceeeeevicciieeeee s, 39
Table 3.1-15: Concentration of Loans in SECtor BasiS  ......cccuvviiiiiiiiiiiieieee e 39
Table 3.1-16: Geographic Distribution of Loans Extened Abroad — ........ccooooiiiiee e 40
Table 3.1-17: Distribution of Deposit by Size and Number of Customers ..........ccccccvviiiiiieeeieiiiinnnn, 41
Table 3.1-18: Maturity Structure of Deposits

Table 3.2-1: Own -fund, Risk Weighted Assets and Capital Adequacy Ratio  .......ccccccociiiiiiiicininen, 41
Table 3.2-2: Own -fund Main COMPONENTS  ....cuiiiiiiiiiie it 42
Table 3.2-3: Amounts Subject to Risk and Risk Weighted ASSEtS  .......cccceviiiiiiiiieee e 43
Table 3.2-4: Distribution of Legal Capital REQUIrEMENt  .......cooiiiiiiiiiiiiiicie e 43

BRSA Vi Financial Markets Report-March 2010



Table 3.2-5: Effect of Possible Exchange Rate and Interest Changes on CAR  .....coiivieiiviiiieeenn. 43
Table 3.3-1: Return on Assets and Return on Equities
Table 3.3-2: Profitability Indicator Ratios
Table 3.4-1: Scenario Analysis Results
Table 3.4-2: Scenario Test RESUILSO Profit-LOSS........ccuuiiiiiiiieiiiiciiiee et

Table 3.4-3: Scenario Test Results d Capital AdEQUACY  ..cccvvvviiiieeeiiiiiiiiiie et 47
CHARTS

Chart 1.1 -1: Global Growth Trends and Inflation Trends — .......cooiiiiiiiiii e 1

Chart 1.1 -2: JPMI Production Indexes and OECD Compound Leading Indicators — ......cccceeiviieeenne 2

Chart 1.1 -3: Public Balance and Debt StOCK  .......cccoeviiiiiiiiiiic e
Chart 1.1 -4: World Trade Volume and Current Transactions Balance
Chart 1.1 -5: Interest Rates by Selected COUNIIES  ...oooiiiviiiiiieeiiiiee e et e e e
Chart 1.1 -6: IMF Global RISK RAUAT .......cccuviiiiiiiiiiiiiie ettt e e
Chart 1.1 -7: LIBOROIS Spreads and VIX INAEX ......cccoovveeiiiieeeiiiiee i siieee s

Chart 1.1 -8: EMBI General Index and Selected Country Indexes
Chart 1.2 -1: GDP Annual Growth Rates and 2009 Fourth Quarter GDP Growth Compounds ... 8
Chart 1.2 -2: Industrial Production, Capacity Utilization Rate and Order and Turnover — ......ccccceeeenne. 8
Chart 1.2 -3: Consumer and Real Sector Confidence ..o
Chart 1.2 -4: Labor Force Indicators and Companies Opened/Closed
Chart 1.2 -5: Inflation and Interest Rates ...........cccccceevnenen.

Chart 1.2 -6: Central Adm inistration Budget Indicators
Chart 1.2 -7: Debt Stocks, Real Interest and Average Maturity of Domestic Debt Stock ~ ............... 11
Chart 2.2 -1: Contributions to the Growth of Asset and Liabilities — .........ccccooviiiiii e
Chart 2.2 -2: Derivative TranSaCtioNS .......cccccovviiieiiiieeiiie s

Chart 3.1 -1: Amount Subjec t to Credit Risk and Risk Weighted Assets
Chart 3.1 -2:: Development of Over -Due Receivables and NPL Ratio
Chart 3.1 -3:0ver -Due Personal and SME Loans and NPL RAtOS .......cccccveeeriiiiieiiiiieeiiee e
Chart 3.1 -4:Sectoral Distribution of Over -Due Receivables and Non
Chart 3.1 -5: Market Risk and Capital Requirement TOtalS  .......coocvviiiieeeiiiiee e
Chart 3.1 -6:0BSP, FXNGP and Exchange Risk Capital Requirement
Chart 3.1 -7:Development of Interest Deficits, Interest Margin and Components

Chart 3.1 -8:Develop. of FX and Total Liqu. Adeqg.Ratios Concerning the First Maturity Tranche .35
Chart 3.1 -9:Development of Repo TranSaCHONS  ....ccoiiiiiiiiiiiiie e 37
Chart 3.1 -10:Liquidity SUrplus by MatUITIES .....ccvueeiieeeeieiiiiiiiee e e e e e e e sre e e e e e e s e snnneneeeeeees 37
Chart 3.2 -1:: Own -fund, Risk Weighted Assets and Capital Adequacy Ratio Index —  .........ccccoceeee 42
Chart 3.3 -1:: Interest from Loans 0 Interest to Deposit INAEX ....ccvvvviireeiiiiiiieiiee e 44
Chart 3.3 -2:: Profit/Loss from Derivative Financial INStruments  .........cccccoiiiiiiiiieeinieeeieeeee 44
Chart 3.3 -3:Shares of Income/Expense Items within Total INCOME/EXPENSe  ......ccccvvvveveeeeeiiciinnennnn, 45

BRSA Vii Financial Markets Report-March 2010



ABBREVIATIONS

EU European Union

BFCIUS Bloomberg Finarial Conditions Index
OBSOP On-Balance Sheet Open Position
ICC Interbank Card Center

WB World Bank

GDS Government Debt Securities

SPO State Planning Organization
FXDA FX Deposit Account

ECB European Central Bank

EMBI Emerging Market Bond Index
EUR Euro

FED Federal Reserve System

AVIR Financial MarketReport

GDP Gross Domestic Product

UoT Undersecretariat of Treasury

IIF Institute of International Finance
IMF International Monetary Fund

ISE Istanbul Stock Exchange
JPMHNDU JP Morganindustrial Index
JPMIGLOB JP MorganGlobal Index

CUR CapacityUsage Ratio

SME Small and Medium Size Enterprise
DIB Development and Investment Bank
LIBOR London Inter-Bank Offered Rate
MoF Ministry of Finance

SP Securities Portfolio

CRA Central Registry Agency

MSCI Morgan StanleyCapital Index
OECD Organization for Economic Corporation and Development
(o] 5] Overnight Indexed Swap

Pl Performance Index

POS Point of Sale

RWA RiskWeighted Assets

ROA Return on Assets

ROE Return on Equities

CMB Capital Market Board

CAR Capital Adequacy Ratio

CBRT Central Bank of the Republic of Turkey
NPL Non-Performing Loans

ODR OverDue Receivables

TL Turkish Lira

SDIF Saving Deposit Insurance Fund
ACMII Association of Capital Market Intermediary Institutions of Turkey
CPI Consumer Price Index

TSI TurkishStatistical Institute

UsSD US Dollar

PPI Producer Price Index

SHTM Securities Held to Maturity

N.D. No Data

FX Foreign Exchange

FXNGP FX Net General Position

BRSA viii Financial Markets Report-March 2010



1 MACRO FINANCIAL OUTLOOK
1.1  Global Frame work
1.1.1  Macroeconomic Developments and Risks

Global economy got into a recovery trend due to the increase in production and trade as of

second half of 2009. In addition to the performance of Asian economies, the US economy  of
which performance is over expectations caused 2010 and 2011 predictions to be revised
upwards again. Accordingly, following the 0,8% growth in 2009, the IMF predicts that the world
product will grow by 4,2% in 2010 and  4,3% in 2011. The product ion is expected to rise  6,3% for
emerging economies and as 2,3% for developed countries in 2010. While the global economy

g recovery trend came faster than expected, especially due to the performances of
emerging economies, the unfavorable conditions experienced by EU economies has
negative effects on this process.

Global Growth Trends and Inflation Trends
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Developed economies are  expected to grow by 2,3% and 2,4% respectively in 2010 and 2011.
This performance is far from compensating the recession experienced in the global crisis.
According to the predictions, develo ped economies are 7% below the pre  -crisis output level.
High leve | of output deficit is one of the fundamental determin ants for policy formulation
Furthermore, employment problem continues parallel to the production level. The IMF predicts
the unemployment level to be 8,4% for developed economies in 2010.

Weak private sector demand is seen as the reason for developed economies 6 inability to
recover as desired. The consumption expenditures in the USA is observed to be made in a

more prudential manner. The fact that the weaknesses in banking sector in the Euro Zone has
not been removed completely and the increases in country risks prevent ed recovery of loan
market. This has limited the increase in domestic demand. Deflation started again in Japan

and the recovery of economy which is already weak is in danger.

Although inflation pressure is less on global scale, regional differences are observed. The
decrease in inflation islimited despite the recession in demand in developed economies. The
progress of the inflation has been variable in emerging economies. Furthermore, the increase

in energy prices, especially in oil, affects the inflation negatively. The IMF predicts that CP
inflation will be realized as 1,5% for developed economies and as 6,2% for emerging
economies in 2010.
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JPMI Production Indexes and OECD Compound Leading Indicators
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JPMI global index which is used for the monitoring monthly economic activity on global scale

kept its increasing trend and  was realized as 57,8 which is above the threshold value of 50 in
April 2010. The rising trend in OECD regi on leading indicators is kept in general. Although a
moderate trend change in leading indicators is observed in Brazil, China and Euro Zone, the
increase continues except Brazil.

The asymmetric structure of the economic recovery is seen as a risk for the coming period.
While the basic concern was the collapse of total demand in private sector after the crisis, the
fundamental issue in developed economies has become the financial consolidation. The
fundamental reason for this is the public finance measures a pplied in order to remove
probability of deep recession . The distortion in economic conditions beside the increase in
public expenditures affects public income negatively. This led to further distortions mainly in

public sector balances of developed econom ies and caused debt stock to increase sharply.

Public Balance and Debt Stock
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The distortion of public balances cause s country risks to increase. The recent developments in
Greece led to more concentration on  this risk source. It is understood that, in Greek economy,

the ratio of public deficit to GDP will be realized as 12,7% instead of 6,7% which was declared

as of Oct ober 2009 and that debt service amounting to about USD 72,1 billion bec ame risky
due to the los s of global investor reliance; therefore the Greek economy need s foreign
support. The Greek economy which fundamentally adopted a tight public finance policy,
implemented a new program supported by the ECB and the IMF. Moreover, in the beginning
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of May, the ECB declared a support program amounting to EURO 750 billion for exchange of
country borrowing bills with payment problems.

The dimension and the movement of

Nevertheless, the experiences of 1990
cause volatility in growth perf

the capital flow are among the main problems of
emerging economies. Strong growth expectations and high interest rates attract capital.

-2000 period show that short
ormance. Accordingly, the policy preference here is formed by

-term capital flows may

how the countries having capital inflow will react concerning those inflows. How the effects of
capital flows on FX exchange rate (value gain of domestic currency) will be managed

becomes a prob

importance again for emerging economies.

Table 1.1-1: Capital Movements

USD Billion 2008 2009 2010RP 2011P
A. Private Capital Inflow (I+Il) 588,2 530,8 708,6 746,4
|. Asset Investment (i+ii) 420,8 465,8 528,8 568,3
I. Direct Investment 505,5 346,6 434,9 470,2

ii. Portfolio Investment 84,7 119,z 939 98,1
II. Private Loan (i+ii) 167,5 650 179,8 178,1
I. Commercial Bank 33,1 -31,9 489 66,7
li.NonBank,Net 1344 96,9 130,9 111«
B. Official 61,4 624 552 353
I. International Fin. Ins. 27,2 475 28,7 12,2
II. Other Mutual Agreements 343 149 26,5 231
Asset Inv. Abroad by Resident -228,0 -183,5 -230,1 -268,6
Reserves {increase) 477,2 549,8 -613,5 -535,4

Source: IIF, RP: Realization Prediction, P: Prediction.

According to the latest prediction of the IIF, it is foreseen that private

lem. Measures such as rese rve accumulation and capital control gain

towards Emerging Economies
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capital inflow towards

emerging markets will increase by 33,5% in 2010 when compared to 2009 and realize as USD
708,6 billion. Direct investments were fundamental element of private capital movements in
2009 and it is expected to continue in 2010, as well.

World Trade Volume and Current Transactions Balance

4.500

3

Billion USD World Export
Volume
4.000 2
1
3.500
0
3.000
-1
2.500
2
2.000
Pl oV 4o IS TN g o —
2005003300350033003% 4
LOOODOOOCOSNENNDODDODODD DS
8ggogooogggogooogooo
SRRARILJIQAJVIRIIRJIRIKIRIRKRR

Source: WTO and IMF

According to the data of World Trade Organization, the volume of export

(%)

2002
2003
2004
2005
2006

% of world output

ROW CHN+EMAr OCADCs DEU+JPNm OIL mUS

2007
2008
2009
2010
2011
2012
2013
2014
2015

goods increased in

the second quarter of 2009. This increase supported global recovery. Nevertheless, despite
increase in 2009, the recession in trade continues remarkably when compared to previous
during global crisis in 2009 have be gun emerging

years. Macro imbalances which decreased
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again in 2010. However, the asymmetric structure of the exit from crisis is in favor of developing
countries prevents imbalances to reach levels before the crisis.

When interest rates in developed economies are analyzed, it is seen that low in terest rate
policies are adopted . The Fed made an interest increase for once in February 2010 and
increased the discount interest rate by 0,25 points to 0,75% level. The slow economic recovery
in Euro Zone and EU diminishes the possibility of the ECB chang ing rates.

Interest Rates by Selected Countries
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1.1.2 Developments and Risks in Financial Markets

Risks concerning global financial system are diminishing as of first quarter of 2010.
Comprehensive measures against global crisis supported financial institut ions and markets and
decreased risks. As of the last quarter of 2009, remarkable increases are observed in stock

markets especially in emerging economies . Although global financial risks dec  lined, some risks
such as credit risk keep their importance and new risk fields such as public borrowing are
appearing. Briefly, although there is a relative recovery in financial system, stability has not

occurred yet. When April global risk radar prepared by the IMF is analyzed, it is seen that
monetary financial risks and risk appetite increased while macroeconomic risks as well as
credit and market risk decreased.

When MSCI -world, Europe and Emerging Market compound indexes which are among capital
market indicators on global and regional scale are analyzed, it is seen that there is a volatile
motion in 2010 after the increase in 2009. The evaluations on the fact that the current level still
includes an asset price ba lloon and the increases in country risks brought losses in stock
markets in the last week of April and in the first week of May 2010.

IMF Global Risk Radar
Monetary and
e April 2009 GFSF Financial Risks
10

October 2009 GFSF

Market Risk
April 2010 GFSF

Risk Appetite

Credit Risk: Macrogconomlc
\ Risks

EM Risks
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When 2009 December -2010 May period is analyzed , it is seen that beside the recession in stock
exchange of China which rose rapidly in 2009, the stock exchange indexes of Brazil, Spain,
Portugal and Greek, whose country risks have increased, lost value rapidly.

Table 1.1-2: %Changes in Some Stock Exchanges as of May 2010

National Currency UsD
(%) 2009.12/2008.1: 2010.03/2009.1: 2010.05/2009.1:  2009.12/2008.1: 2010.03/2009.1Z 2010.05/2009.1:
MSCiworld 31,5 1,9 -1,6
MSCiEurope 32,9 3,4 0,5
MSCIEmer. Mark. 74,5

DJI (USA) 18,8 3. 25 188 31 25

Nikkei 225 (Japan)

DAX (Germany) 25,8 4,1 8,7

BOLSA (Mexico) 52504641
Bovespa (Brazil) 2,3 5,0

Ireland 30,4 0,2 6,6

RTS (Russia) . 1286 78 38 1286 78 38
IMKB 100 (Turkey) . %%e. 96 109 1025, 84 109
Shenzen (China) -1,7 -13,4 -1,7 -13,4
FTSE ltaly Bil. 20,4 0,3 8,5 22,8 6,4 -19,8
dAA@ j 3PAET Q 29,8 -7,5 -18,6 31,9 -13,7 29,1
PSI Compound (Portugal) 40,0 4.4 -10,6 43,8 -10,8 21,7
Athens Compound (Greek) 22,9 2,7 -22,2 26,3 9,2 -32,1

Source: Bloomberg

By the impact of the  volatility in financial markets in April and May 2010 and the
developments in Euro Zone, LIBOR -OIS spreads did not change. While spreads kept their low
levels in short-term, they were relatively high in 9 -month and 12 -month tranche. When
analyzed by curren cies, (in 3-month maturity) the volatility in Euro  -LIBOR rates are remarkable.
Furthermore, there is a significant increase in VIX in April  dMay period.

Chart 1.1-7: LIBOROIS Spreads and VIX Index
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Source: Bloomberg

Risk perception on global scale increased in parallel with the increase in macroeconomic risks
of developed economies. Furthermore, determinations concerning a new asset balloon

comprising stock markets of mainly emerging markets feed the correction act predictions.
Similar developments occurred in CDS spreads by countries. The traces of the increase in
macroeconomic risks are followed mainly in the d evelop me nt of the CDS spreads.
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When 5 -year CDS spreads in emerging market economies are analyzed by selected countries, it is
highest spreads and the lowest spreads is closed as of 2009
and the spreads are generally in a horizontal motion. However sp

seen that the difference between the

keep their significantly high levels.

Table 1.1-3: 5-Year CDS Spreads by Selected Emerging Countries

reads of Argentina and Greek

Country 14.05.2010 Country 31.03.2010 Country 31.12.2009
3 China 69,43 Slovakia 64,23 Chile 69,32
[ Slovakia 70,64 China 65,18 China 73,36
ﬁ‘ _. Czech Rep. 75,75 Czech Rep. 71,20 Slovakia 79,26
8 % Chile 83,42 Malaysia 78,87 S.Korea 85,46
7 _% Malaysia 85,82 Chile 81,23 Malaysia 89,64
2 8 S.Korea 94,54 S. Korea 81,93 Czech Rep. 93,25
S~ Poland 111,04 Poland 97,61 Thailand 96,32
2 Mexico 115,38 Thailand 100,00 Brazil 122,56
F Peru 116,41 Mexico 117,38 Peru 123,56
s Colombia 142,28 Russia 143,08 S.Africa 143,24
(‘% Russia 147,30 Colombia 149,69 Philippines 167,62
v ~ Philippines 157,91 Indonesia 161,84 Turkey 182,81
8 'g Indonesia 162,30 Philippines 161,92 Russia 184,54
*Q o Turkey 165,68 Turkey 172,57 Indonesia 187,99
5 § Hungary 204,81 Hungary 184,02 Bulgaria 229,63
T ~ Bulgaria 207,13 Bulgaria 195,27 Hungary 237,86
2 Iceland 251,80 Iceland 411,51 Iceland 411,90
= Argentina 900,74 Argentina 904,86 Argentina 920,24

Greece 528,41 Greece 343,12 Greece 283,36

Source: Bloomberg

During the first months of 2010, the increasing trend in EMBI+ general indexes slo
parallel with the conjuncture in financial markets and recessed after March. Beside the base

effect in the slow down of the recovery in bill yields, the fact that 2010
to countries determines changes in investor preferences.

EMBI General Index and Selected Country Indexes
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When developments on nominal FX rates are analyzed, the most remarkable point is the
motion of Euro against USD. Euro looses value rapidly against USD especially due to the

weakness of macroeconomic performance in Euro Zone and the related interest policie
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situation is also valid for Sterling. The motion of other currencies against USD is rather volatile.
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Table 1.1-4: USD Cross Exchange Rates of Selected Developed and Developing Countries

Nominal Exchange Rates of Developed Countries

Dec.08 Dec09 73 Week (Friday) Mar.10 May.10 Highest Lowest
Euro 1,41 1,47 0,75 0,80 1,50 0,74
Japan 90,71 89,80 92,56 92,72 100,38 86,78
UK 1,47 1,60 0,67 0,69 1,67 0,66

Nominal Exchange Rates of Developing Countries
Dec.8 Dec09 73 Week (Friday) Dec09 Febl0 Highest Lowest

Turkey 151 1,49 1,54 1,53 1,79 1,46
Brazil 2,37 1,81 1,83 1,78 2,39 1,71
Russia 29,01 30,14 29,62 30,08 36,20 28,85
Hungary 189,01 183,34 198,61 218,51 247,69 177,33
S Africa 9,72 7,42 7,45 7,49 10,47 7,33
China 6,84 6,83 6,83 6,83 6,85 6,82
India 48,44 48,06 4524 45,09 51,69 45,57
Source: Bloomberg
When carry -trade yield having deposit interest with three -month maturity of assumptive open
position calculated over USD is analyzed over related currency, it is seen that yields towards
national currencies of Mexico, Colombia, Malaysia and Indonesia are h igh in the first quarter

of 2010. In March -May 2010 period, national currencies of Malaysia, Brazil and Indonesia

continued to provide positive yields.

Table 1.1-5: Carry Trade Yields (Over USD Short Position)

%) 14/05/2010 31/03/2010 31/12/2009
31/03/2010 31/12/2009 31/12/2008
Malaysia 2,51 Mexico 7,18 Brazil 44,00
Philippines 1,39 Colombia 7,16 S. Africa 37,29
Singapore 1,20 Malaysia 5,93 Australia 30,99
Brazil 1,11 Indonesia 5,89 Indonesia 28,26
Yen 0,77 India 4,55 New Zealand 26,80
Indonesia 0,74 S.Africa 3,34 Chile 25,55
New Zealand 0,71 Russia 3,25 Norway 21,99
Argentina 0,47 Thailand 3,22 Canada 16,21
Peru 0,40 Australia 3,22 Colombia 16,00
Turkey 0,03 Turkey 0,06 Turkey 0,13
England 4,27 Switzerland -1,58 Denmark 4,03
Sweden 5,82 New Zealand -1,63 Euro 3,08
Switzerland -6,26 Czech Rep. -1,85 Switzerland 2,96
Czech Rep. -7,38 Norway -1,99 Taiwan 2,38
Denmark -7,47 Hungary -2,88 Malaysia 2,60
Euro -7,55 Chile -3,53 Singapore 1,99
Romaria -8,91 Denmark 5,50 China 0,06
Poland -10,17 Euro 5,52 Hong Kong 0,46
Hungary -10,23 England 5,87 Japan -2,86

Source: Bloomberg

Especially the value loss of European currencies against USD in the first five months of the year
limits the carry -trade facilities over those currencies. Since Turkish Lira does not have sharp
movements against USD and by the convergence in interest rates , it does not provide

appropriate arbitrage facilities for carry -trade.
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1.2 National Outlook

High growth rate of Turkish economy between 2003 82007 years decreased u to 0,7% in 2008
due to the global economic crisis and realized as a n economic contraction by 4,7% in 2009.
By the positive effect of measures and incentives towards recovery of economy and by the
contribution of partial  global recovery 6% growth was realized in the last quarter of 2009.
high performance especially in production industry, agriculture as well as wholesale and retail
trade sectors was effective for the above -mentioned quick recovery. In the same period,
growth trend emerging from the activities of financial intermediary institutions remained stable
as observed in previous yea rs making positive contribution to general economic environment.

The

GDP Annual Growth Rates and 2009 Fourth Quarter GDP Growth Compounds
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The rapid growth rate in the last quarter of 2009 and development of leading indicators have
positive impacts on the  expectation s of domestic and foreign economic actors. As a matter

of fact, international rating companies perceive the general view of Turkish economy as
positive on the contrary  to similar economies and expect a high growth performance for of
the year 2010. Accordingly, the World Bank which predicted the growth in Turkey as 3.3% in

the beginning of 2010 revised its growth prediction as 6.3% as a result of the positive
developments in economy. The predictions of World Bank for 2011 and 2012 years are 4,2%

and 4,7%, respectively.

The traces of the positive expectations can be observed
index and the capacity u tilization ratio of production industry.
monthly and annual analyses is realized it is seen that both indicators are increasing
trend. Especially the increasing trend in industry production index is stronger than the capacity
utilization ratio.

in the data of industry production
As of March 2010, when
as a

Industrial Production , Capacity Utilization Rate and  Order and Turnover
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When compared by periods, it is observed that within the period of January -March 2010, the
industrial production average is realized considerably high than previous period and capacity

usage ratio has also increased even though not in the same level. The d ata indicate that the
economic recovery continues, the industrial production keeps increasing and capacity usage

ratio will take time to reach its performance before crisis. On the other hand, parallel with the
production index and capacity usage ratio ind exes, total industrial order and endorsement
index which has been floating since June 2009; has started to increase as of January 2010.
Accordingly, the data of production, capacity, order and endorsement show that the
economic recovery process is continuing. On the other hand, due to the problems seen lately

in European Union ¢ ountries, it is considered that the internal demand will play an important
role in growth within the next period.

It is possible to watch the reflections of the developments in fundamental data concerning

real economy on the expectations of economic actor s, upon the consumer and real sector

confidence indexes. The consumer confidence index is below 100 points for a long time,

which indicates that the consumers are still not optimistic. However, with the effect of the

package of economic measures, the pessi mism of consumer sector has distinctly ameliorated

in the second half of 2009. Furthermore, the real sector confidence index which has increased

to 115 points within the period of January -May 2010 shows that this sectords
economy has improved considerably.

Consumer and Real Sector Confidence
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The recovery seen in industrial production and capacity usage ratios is also partially reflected

in labor market. As a matter of fact, the unemployment ratio which was high within the first

half of 2009 has decreased to 12.8% as of July 2009 after the economic measures taken and

the recovery period. However, this recovery was not permanent due to structural causes and

this ratio which was 14% as of December 2009 has re  -increased to 14.4% as of February 2010.
There are some proportional improvements in employment conditions; however it is thought

that the unemployment ratio will depend on the new specific labor policies to be applied
during 2010. Wages and salaries are important components in the household incomes and

the difficulties experienced in labor market are still a risk factor in repayment especially of
consumer loans. On the other hand, the net number of companies established which is a
pioneer indicator for economic activities and calculated by subtracting the number of
companies closed from the number of companies established continues to fluctuate
horizontal ly since July 2009.
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Labor Force Indicators and Companies Opened/Closed
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The increase in annual inflation ratios for a while kept continuing within the first four months of

2010. As of April 2010, the annual consumer and producer

inflations are 9.1% and 9.2%

respectively . The developments especially in energy and food prices are the reason for the
float ing monthly inflation. The increasing tendency of red meat prices has slowed down after
the measure s taken, but was the fundamental
the other hand, due to reasons such as the recovery of economic activity, the gradual
increase of internal demand, the increase of public consumption and the improvement of

credit market towards private consump
fluctuating trend

tion, it is expected that inflation ratios will
for a while. Nevertheless, it is expected that the

reason of the high co urse of food prices. On

show
increases will be temporary

and will not cause inflation risk within the economic environment.

Inflation and Interest Rates
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The slowdown and even the recession
interest rate cut backs from 16,75%
recovery process in economic activity
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in domestic demand and inflation led CBRT policy
in 2008 to 6,5% as of November 2009. The moder
starting from the first months of 2010 shows that

ate

resource utilization in economy may be weak for a while. Therefore, the policy interest rate

was kept stable as of May 18, 2010. Furthermore, it is thought that the

occurred for the first step of technical interest

policy exit strategy. Accordingly, repo bid interest rate with one
feature of new policy interest rate is determined as 7%, 50 base points above O/N
the continuation of global volatility, the position of

not reach its potential prior to the crisis, interest rates are

interest rate. For the reasons such as
economic vitality which can

necessary conditions

adjustment process within the scope of money

-week maturity having the
borrowing
the

predicted to have a horizontal motion for a while. Beside the policy interest rate, International
and dom estic economic environment led to decreases in the interest rates of domestic
borrowing bid. However, a similar trend did not occur in the same level for consumer interest
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