
The Banks Association of Turkey May 2006      0

The Banks Association of Turkey

Turkish Economy and Banking System
“Recent developments and expectations”

Dr. Ekrem Keskin

European Banking Federation
Meeting in İstanbul

May 2006



The Banks Association of Turkey May 2006      1

Economic Policy FrameworkEconomic Policy Framework

••Turkey is an open economyTurkey is an open economy

••Capital flows are freeCapital flows are free

••No exchange rate restriction, No exchange rate restriction, under floating exchange rate regimeunder floating exchange rate regime

••Signed the Signed the ““CCustomsustoms UUnionnion”” with the EUwith the EU in 1995in 1995

••The The EUEU’’ss economic criteria economic criteria regardedregarded asas thethe nominal anchornominal anchor

••TurkeyTurkey is is closercloser toto EU EU membershipmembership

••TheThe standstand--byby agreementagreement withwith thethe IMF IMF extendedextended untiluntil 20082008
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Main features of the economyMain features of the economy
••Population of 7Population of 722 millionmillion withwith GNP USD 3GNP USD 36161 billion and income per billion and income per 
capita USD capita USD 5,5,000088

••Long term average growth rate is about 5 percentLong term average growth rate is about 5 percent

••Domestic Domestic consumptionconsumption with 70 percent of total demand is the main with 70 percent of total demand is the main 
force behind the growth force behind the growth 

••Services and industry have shares of 58 percent and 30 percent Services and industry have shares of 58 percent and 30 percent 

••Unemployment rate is about 1Unemployment rate is about 100 percent percent 

••Foreign trade Foreign trade volumevolume amounts to 55 percent of GNP. Exports and amounts to 55 percent of GNP. Exports and 
imports amount to USD imports amount to USD 7070 billion and USD billion and USD 110110 billionbillion

••The main trade partner is EU with 50 percent shareThe main trade partner is EU with 50 percent share
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Main targets of economic policyMain targets of economic policy

••Setting stable rules and institutions eliminating discretionary Setting stable rules and institutions eliminating discretionary 
measures for well functioning market economymeasures for well functioning market economy

••Undertaking fiscal responsibility, focusing to reduce debt to GNUndertaking fiscal responsibility, focusing to reduce debt to GNP P 
ratio through primary surplus ratio through primary surplus 

••Channelling sources to private sector, Channelling sources to private sector, sustaining stable growthsustaining stable growth at at 
annual rate of 5 percent, annual rate of 5 percent, focusingfocusing on on reducingreducing inflation inflation and reachingand reaching
price stabilityprice stability

••Improving fImproving fiscal transparency and iscal transparency and ensuringensuring better managementbetter management in in 
the public sector, ithe public sector, increasing role of private sector and foreign capital ncreasing role of private sector and foreign capital 
inflowsinflows
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Main targets of economic policyMain targets of economic policy

••StrengtheningStrengthening ffinancial sector inancial sector 

••Reaching sustainable stability through structural reforms; Reaching sustainable stability through structural reforms; social social 
security, widening tax base, bankruptcy law, central bank and security, widening tax base, bankruptcy law, central bank and 
regulatory and supervisory institutionsregulatory and supervisory institutions’’ autonomyautonomy

••MeetingMeeting thethe EU EU mainmain economiceconomic criteriacriteria byby 20082008

••LeadingLeading TurkeyTurkey toto becomebecome a global a global playerplayer

••StrongerStronger institutionsinstitutions andand rulesrules forfor market market economyeconomy
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RecentRecent developmentsdevelopments

• Macro economic policies in conjunction with a positive
international environment led to economic performance
to improve considerably since 2002.

• Disinflationary monetary and tight fiscal policies
supported by the structural reforms created an 
environment for higher growth led by the private sector.
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RecentRecent developmentsdevelopments

• Succesfully implemented free market principles
encouraged private sector and foreign investment and
increased the international competitiveness.

• The start of accession negotiations will further reinforce
the dynamism of Turkey to complete economic reforms
enhancing Turkey’s integration with the EU.
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Selected macro economic outcomes of 
the recent developments
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Savings and investment pattern changed dramatically; 
private sector gave savings gap since 1986, while public
sector’s gap narrowed further

S a ving s  g a p (a s  %  o f G N P )
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Private sector fixed capital investment accelerated

Fixed capital investment (as % of GNP)
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Sustainable growth; over the long term average

GNP growth (%)
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Income per capita in USD terms almost doubled in 2005 
from 2002

Income per capita (dolar)

2000

2500

3000

3500

4000

4500

5000

5500

6000

02 03 04 05 exp 06 prg 07 08



The Banks Association of Turkey May 2006      12

Inflation has came down historically the lowest during the free
market economy and is likely to decline further in coming years
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TL and fx markes remained rather stable; TL appreciated against
major currencies as interest rates followed a descending trend

TL/USD, Interest rates (%)
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One of the the main reasons behind these positive outcomes was
the tight fiscal policy which led to a substantial decline in PSBR 
and budget deficit

Public  sector balance and budget balance  
(as  % of G N P)
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Public sector debt stock to GNP has declined steadly

Public sector debt as % of GNP
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Current account deficit widened rapidly mainly due to
strong demand for imports fueled by private sector
investments

Current account (as % of GNP)
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Capital inflows jumped dramatically; but financed easily; thanks
to private sector and foreign investors’ interest to capital markets

B a la n c e  o f  p a y m e n ts
(U S D  m il l io n ,  a n n u a l )

2 0 0 2 2 0 0 5 2 0 0 3 -0 5
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CB fx reserves reached USD 52 billion, the record level; while fx
position climbed up USD 18 billion from negative term.

CB Fx reserves and fx position (USD billion)
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Improved economic performance positively reacted by
the investors in the Istanbul Stock Exchange

ISE, Market capitilization (USD billion, as % of GNP)
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Expectations for the near futureExpectations for the near future

Should current program successfully implemented, Should current program successfully implemented, 
macroeconomic aggregates macroeconomic aggregates areare likely to approach to likely to approach to 
Maastricht criteria Maastricht criteria byby 20082008

Thus, Thus, an an atmosphereatmosphere forfor well functioning of market well functioning of market 
economy economy is is likely likely toto be be furtherfurther improved.improved.
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According to the Government programme public sector
deficit targeted to receed to 3% of GDP by 2008

Government deficit
As % of GDP
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Inflation is down 4 percent in 2008
Inflation
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Government debt is likely to meet EU level in 2008

Government debt
As % of GDP
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Turkish Banking System
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• As a natural outcome of new transition
period,  a new era of structural change has 
emerged in the financial sector. Transition
of operational environment as well as 
regulations related financial institutions
towards international standarts, capital
flows and accelerated entries of foreign
banks have stimulated competition in the
banking the sector.
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MainMain issuesissues affectingaffecting banksbanks
••Since 2002, banks Since 2002, banks havehave beenbeen operatingoperating in a in a considerablyconsiderably lessless riskyrisky
atmosphereatmosphere

••DeclineDecline in in inflationinflation andand strongstrong demanddemand forfor TL TL stimulatedstimulated thethe
competitioncompetition andand restructuringrestructuring thethe balancebalance sheetsheet

••GovernmentsGovernments pressurespressures on on financialfinancial marketsmarkets lessenedlessened

••BetterBetter expectationsexpectations andand vitalvital activityactivity stimulatedstimulated consumerconsumer businessbusiness

••ForeignForeign investorsinvestors’’ interestinterest intensifiedintensified

••BaselBasel II II roadroad mapmap waswas announcedannounced
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Operational environmentOperational environment
••RegulationRegulation likelylikely toto meetmeet thethe internationalinternational standartsstandarts, , notablynotably toto EU EU 
directivesdirectives

••Banks subject to Banking Act in their universal activities and tBanks subject to Banking Act in their universal activities and to o 
Capital Market Act in capital market activitiesCapital Market Act in capital market activities

••Banking Regulation and Supervisory Board is an autonomous Banking Regulation and Supervisory Board is an autonomous 
authority of the banking sector since 2000 and  authority of the banking sector since 2000 and  supervisionsupervision
strengthenedstrengthened further.further.

••No discretionary regulation for foreign banks operating in TurkeNo discretionary regulation for foreign banks operating in Turkeyy

••Regulatory capital for establishment of a bank is currently abouRegulatory capital for establishment of a bank is currently about t 
USD 15 millionUSD 15 million
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••Financial sector is small and has low degree of Financial sector is small and has low degree of 
deepening deepening 

••DespiteDespite gradualgradual improvementimprovement, , depositsdeposits havehave veryvery shortshort
termterm maturitymaturity

••Traditionally banks occupy majorityTraditionally banks occupy majority, 95 %, 95 % of financial of financial 
sectorsector

••Financial services subject to various heavy tax burdensFinancial services subject to various heavy tax burdens
increasingincreasing intermediationintermediation costcost dramaticallydramatically, , althoughalthough
somesome positivepositive stepssteps takentaken recentlyrecently

••TheThe shareshare of of fxfx oror fxfx denominateddenominated itemsitems in in thethe balancebalance
sheetsheet stillstill highhigh albeitalbeit shrinkingshrinking recentlyrecently

••HighHigh techonologytechonology utilizationutilization on on servicesservices
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Selected Figures of the Financial Sector Institutions in Turkey, 2005

Number of institutions Share in total assets (%)
Number of institutions
Banks 51 93
Deposit Banks, Dev.and Inv. Banks 47 91
Participation Banks 4 2
Non-bank financial institutions 301 7
Insurance Companies 55 3
Leasing Companies 39 1
Factoring Companies (as of June) 94 1
Consumer Finance Companies 5 1
Intermediary Institutions in Capital Market 108 1
Total 352 100
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Total assets
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As % of GNP loans increased substantially while that of securities
declined indicating the success of the restructuring

Selected balance sheet items
As % of GNP

2005 2004 2003 2002

Securities 29 29 30 31
Loans 31 23 19 18
Total assets 82 71 70 78

Deposits 50 45 44 50
Funds borrowed 16 12 13 13
Shareholders' equity 11 11 10 9
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T u rk ish  b a n k in g s  sy stem  

B a n k s E m p lo y m en t B ra n ch es

D ep o sit b a n k s 3 4 1 2 7 .8 5 7 6 .2 2 8

   S ta te -o w n ed 3 3 8 .0 4 6 2 .0 3 5
   P riv a te -o w n ed 1 7 7 8 .8 0 6 3 .7 9 9
   F u n d 1 3 9 5 1
   F o re ign  b an k s 1 3 1 0 .6 1 0 3 9 3

N o n -d ep o sit b a n k s 1 3 4 .4 0 1 1 9

T o ta l 4 7 1 3 2 .2 5 8 6 .2 4 7
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Number of banks operating
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Market shares
2005, %

State Private Foreign Invetst&dev.

Assets 31,8 59,7 5,2 3,2
Loans 21,0 68,2 6,8 4,0
Securities 45,8 49,7 3,1 1,5
Deposits 38,9 57,0 4,1
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Large banks increase their market share

Concentration
80 90 00 05 

First five*
Asset 63 54 48 63
Deposits 69 59 51 66
Loans 71 57 42 56
First ten*
Asset 82 75 69 85
Deposits 88 85 72 89
Loans 90 78 71 78
* according to asset size
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Assets and liabilities have been reshaped; the
share of lending increased

Selected balance sheet items
%  share

2005 2002
Assets
Liquid assets 17 18
Securities 36 40
Loans 38 23
NPLs (net) 0 2
Permanent assets 5 9
Accrued items 3 6
Others 2 2
Total 100 100
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The share of deposits came down due to TL 
appreciation

Selected balance sheet items
% share

2005 2002
Liabilities
Deposits 61 65
Funds borrowed 20 17
Shareholders' equity 14 12
Accrued items 1 1
Others 5 5
Total 100 100
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Strong demand for TL

YTL-Fx breakdown of balance sheet
%

2005 2004 2003 2002

TL assets in total 68 64 62 57
TL liabilities in total 64 60 57 50
Fx assets in total 32 36 38 43
Fx liabilities in total 36 40 43 50
TL loans in total loans 72 65 55 41
TL deposits in total deposits 64 55 51 43
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Fx position lowered due to fx indexed securities of the
Treasury

Fx position
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From losses to sustained profitability; 
likely to encourage investors

R eturn on equity

2002-04 according to inflation accounting
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Improved performance

Selected ratios
%

2005 2004 2003 2002

Shareholders' equity/total assets 13,5 15,0 14,2 12,1
Free capital/total assets 8,2 7,5 6,0 1,7
Liquid assets/total assets 16,5 15,1 15,6 17,9
Loans/total assets 38,0 32,7 26,9 24,8
Securities portfolio/total assets 36,0 40,4 42,8 40,5
NPLs (net)/loans 0,5 0,8 1,5 7,1
NPLs before provisions/loans 5,0 6,4 13,0 21,3
Provisions for NPLs 89,8 88,1 88,5 64,2
Loans/deposits 62,0 52,4 43,3 38,2
Permanent assets/total assets 5,3 7,5 8,2 10,4
Return on equity 10,6 14,0 15,8 11,2
Return on assets 1,4 2,1 2,2 1,4
Net interes margin on assets 4,1 5,3 3,5 4,3
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Positive developments in the banking system also
positively reacted by the investors

Market capitilization fo financial institutions (USD billion)
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Stronger capital; thanks to the restructuring
program, recovery in economic activity and
profitability

Shareholders' equity

* Including current year income
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Free capital*

* Sahreholders' equity+current year income-permanent assets-NPLs (net)
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ExpectExpectationsations forfor thethe near futurenear future
•Larger and deeper financial markets  
•Lengthening the maturities
•Higher lending to private sector
•Sufficient earnings to feed capital
•Decline in margin with widening business activity
•Positive atmosphere for foreign investors
•Intense competition on behalf of depositors and borrowers
•Improvement in transparency and accounting rules for 
better financial system
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Total Assets 
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Selected figures of deposit banks

(for inhabitants) 80 00 05

Number of banks (1000) 1.111 1.105 2.120

Number of branches 7.471 8.636 11.571

Number of employees 356 409 564

Assets (USD) 382 2.196 3.972
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Selected figures of deposit banks

(for inhabitants) 80 00 05

Branches per bank 149 128 183

Employment per bank 3.123 2.702 3.761

Assets per bank, USD million 424 2.427 8.419
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Selected figures of deposit banks
USD 80 00 05 

Shareholders' equity per bank 16 101 1.041
Assets over branch 2.854 18.963 45.962
Assets over employees 136 898 2.239
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Selected banking sector inditacors
EU-25 Turkey*
2004 2005

Income per capita Euro 22.508 4.225
Total assets  per capita Euro 63.027 3.468

Total assets to GDP % 280 81
Loans to GDP % 118 32
Housing loans to GDP % 40 3
Consumer credits to GDP % 8 6
Loans to deposits % 123 65

Number of credit institutions per inhabitants 54.965 1.538.298
Number of branches per inhabitants 2.306 11.574
Number of employment per inhabitants 151 547
* Figures for deposit and invest&developmen banks


