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We are proud to celebrate the 50th Anniversary of our Association 
on the same year of the 85th Anniversary of our Republic... 

 
 
 
 
 
 
 
The Banks Association of Turkey encourages diversification and spread of the use of 
consumer and corporate financial products and services within free market conditions 
in accordance with the laws and regulations and basic banking principles, and places a 
particular emphasis on the growth of the financial sector. Growth and efficient use of 
the financial sector should be an issue supported by all sectors, not by bankers only. 
Fundamental factors to contribute greatly to this process can be listed as 
macroeconomic stability and efficient supervision, as well as the legislative acts and 
regulations and good practices that increase the competition and observe the rights 
and interests of the customers and financial institutions alike and on a balanced way. 
These should enable good management and pricing of the risks, support the growth 
and strengthening of the financial sector, contribute to the enhancement of the 
competitive power of our country on a global scale, and should offer internationally-
recognized good examples. All regulations – Banking Law, Capital Markets Law, 
arrangements regarding the housing finance, arrangements for protection of the 
consumers, Execution and Bankruptcy Law, Checks Law, Code of Obligations and 
Commercial Code – should observe these principles. Considerable progress has been 
made in Turkey in this respect. We believe that further steps to be taken based on 
these experiences will add to the achievements on the part of the financial sector, our 
country’s economy as a whole, and our region, to the extent of contribution of these 
regulations to the formation of a rational competition.  
 

The Banks Association of Turkey
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Preface  
 
This book is prepared on the occasion of 50th anniversary of the Banks Association of 
Turkey which covers and assesses major developments regarding the deposit banks 
and investment and development banks within the banking system in Turkey in 1959- 
2007 period. Some of the chapters of the book “In its 40th Year the Banks Association 
of Turkey and Turkish Banking System 1958-1997” published by the Banks Association 
of Turkey in 1998 were reviewed and included to this book as well. Additionally, devel-
opments in the Turkish economy and banking sector in the period from 1998 until the 
end of 2007 have also been assessed and existing data have been analyzed.  
 
The book is consisted of four chapters. The chapter “General Assessment” covers the 
developments in the economy and financial sector in the world and in our country in the 
last 50 years in conjunction with the events causing these developments. First chapter 
offers a historical assessment of the banking sector in Turkey. Second chapter makes 
economic and financial analyses of the period between 1990 and 2007. Third chapter 
covers developments on balance sheets and ratios of the banking sector in the period 
between 1959 and 2007. Fourth chapter studies the variables regarding the structural 
characteristics of the sector.  
 
Statistical annex provides sector and group-based data for the period of 1959-2007 in 
TL and in USD for the balance sheets and income-expense statements, structure of the 
balance sheet in banking sector, selected ratios, number of banks, branch and em-
ployee, TL and FX distribution of the assets and liabilities, basic banking data and sta-
tistics regarding gross national product and population. This annex further gives the 
size of the selected balance sheet items of the banks active and operating in Turkey as 
of the end of 2007 in historical order, and the progress of the shares of these banks 
within the total assets of the banking sector as of the end of 2007, with additional brief 
information about the banks continuing their operations as well as those banks which 
terminated their activities or changed their status.  
 
We would like to express our gratitude to Emre nan, Melike Mumcu and Pelin Erdön-
mez from Banking and Research Group for their articles and assessments, and Gonca 
K l nç, Asl  Özaktan, Mehmet Yavuz and Ahmet Kranda from Data Processing, Tech-
nology and Statistics Group for the statistics appended to this book, which has entirely 
been edited by Dr. Ekrem Keskin, General Secretary of the Banks Association of Tur-
key.  
 
 
Ersin Özince 
Chairman of the Board of Directors  
 
November 2008 
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General Outlook  
 
Founded in 1958, the Banks Association of Turkey has reached half a century of age in 
2008. Important economic developments and changes have emerged in our world and 
our country during this 50 years’ period. Geographical borders became a nostalgia hav-
ing significance only in maps, while economic borders became the past matter even on 
a greater scale. International integration gained speed with the participation and contri-
bution of increasingly higher number of countries, and economic relations and trading 
volume grew rapidly, and the welfare increased. Regional collaborations – and even 
polarizations - have been formed in order to grow, and keep pace with, and also with-
stand against, the increasingly higher competition.  
 
Speaking on a global scale, the income generated in the last 25 years was more than 
tripled, while foreign trade volume grew by more than five folds. The ratio of foreign 
trade volume to the national income rose by 15 percentage points to 45 percent. This 
indicates that the traded value of goods reached almost half of the total income gener-
ated. Major positive factors giving impetus to the growth of international trade and eco-
nomic relations can be summed as the détente in international relations and politics; 
developments in communication and transportation helped also by technological revo-
lution; economic policy approaches favoring market economy; willingness of the devel-
oping countries to participate to the economic cooperation, and general adoption of the 
practices allowing free circulation of capital. International rules and institutions gained 
importance in regulation of international economic relations; and economic and finan-
cial issues and matters are started to be approached from a global point of view, rather 
than on the basis of and from the eyes of a single and insulated country. 
 
Unhindered flow of commodities and the capital in particular between the countries and 
continents sets the ground for establishment of new financial institutions and a global 
market which is integrated into new digital technology. Considering the time difference 
between the different regions of the world, financial markets have somewhat become in 
operation almost for 24 hours of the day. International economic developments have 
had positive effects on the growth of the financial sector across the world and carried 
the financial sector to a very significant position. Developing countries in particular 
have made efforts for the improvement of the activity environment in order to achieve a 
permanent and stable investment and production increase. These efforts were made to 
secure both domestic and external resources and the growth, deepening and strength-
ening of the financial sector in order to ensure efficient use of these resources in com-
petitive investment and production areas.  
 
Countries succeeding in these efforts were able to overcome the constraint of capital 
accumulation which is itself the key for accelerating the growth and for sustaining the 
development and they managed to secure funds from international markets directly or 
through borrowing. According to the data of International Finance Institute; net annual 
capital inflow to the developing countries rose to USD 173 billion in 1990s from USD 58 
billion in 1980s. This capital inflow amount exceeded USD 700 billion in recent years 
through further growth after 2000s.  
 
Despite its benefits, international integration also created new difficulties for the coun-
tries – more so for the developing countries - participating to the integration. While be-
nefitting from the capital inflows, these countries had problems in management of capi-
tal outflows. Capital moves rendered these countries susceptible against shocks, and 
inflationist pressures increased, exchange rate risks rose and inequality was boosted. 
Unemployment rate in many countries did not fall and even rose. The problems en-
countered revealed the weaknesses of the national financial systems as well. In addi-
tion to the deterioration of the economic environment, the problems in the financial 
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structure of the financial institutions, weaknesses in the supervision of the financial in-
stitutions, weak links between the risk and the capital, loans directed by the govern-
ments, and limited extent of transparency were the main causes of the crisis experi-
enced in many countries. As the world economy shrank, the problems that were ex-
perienced in countries failing to concentrate on the international integration sufficiently 
were not limited with these countries only, but became contagious and assumed an in-
ternational character. In the last quarter of a century in particular, serious problems 
have erupted in different countries or groups of countries worldwide almost once in 
each decade. Many developing countries taking market economy as preference could 
not entirely save themselves from the negative fall-outs of the problems with global 
character although these countries restructured their public sector, and completed the 
reforms such as restructuring of the public sector, improving and strengthening the fi-
nancial markets, creating a competitive environment, removing the barriers before bet-
ter functioning of the markets, reducing the public intervention, social security and pri-
vatization.  
 
Instabilities caused by the problems in the world economy recently have also acted as 
a warning for the developed countries and the international organizations to come to-
gether and seek solutions to the problems. Top item in the agenda of these efforts 
aimed at establishing international economic stability was the reforms that will ensure 
fortification of the economic structures led by the financial system. Common ground 
reached as a result of these efforts was to create a stable economic environment, de-
velop the markets, ensure transparency in all fronts, increase the efficiency of supervi-
sion, develop the cooperation on the subject of prevention of international financial cri-
ses, make all legislative acts and regulations in complete as needed for better function-
ing of the markets and so as to cover all sectors of the economy, and improve and 
maintain competitive edge in all areas. 
 
Financial sector plays a crucial role in accumulation of the capital which is one of the 
basic forces in ensuring a sustainable growth in economy. Accumulation and formation 
of capital is a significant part of securing and making available the resources as well as 
creating new technologies. Taking rational decisions during the use of resources is 
quite hard and complicated, and requires a specific know-how and experience. Like-
wise, information is also asymmetrical, and collection and making use of it have high 
costs. Existence of a robust financial system and sector reduces the cost of collecting, 
using and transferring the information and resources, and ensures better operation of 
the payments system. In the course of this process, deposit holders and investors 
guarantee efficiency and productivity, which play a positive role in ensuring the growth. 
Financial sector carries out many functions with lesser costs and more efficiently.  
 
Financial sector’s successful performance of its functions depends on the formation of 
the right framework for working conditions of the financial institutions. This framework 
includes applications of economic policy, macroeconomic ground ensuring stability, 
legislative acts and arrangements regulating the relations and rights of the borrowers, 
lenders and shareholders, as well as banking law, execution and bankruptcy system, 
commercial code, code of obligations, competition law, regulations, supervision and 
audit systems. Developments during the period starting with the foundation of our Re-
public and continuing up to date, and experiences gained from these developments 
explicitly show how significant each of these factors and their relationship with and con-
formity to each other are.  
 
In the period starting from the foundation of the Republic in 1923 and continuing until 
1980 – except for a period between 1923 and 1929 – the basic characteristic of the 
economic policy exercised in Turkey was the planned economy based on import substi-
tution. Banking sector was widely under the control and influence of the government 
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during the planned economy period. Interest rates, bank commission rates and credit 
limits applied to the deposits and bank loans were determined in line with the import 
substitution policy in use, and basic function of banks was identified as ensuring financ-
ing for the investments included to the development plans.  
 
No new license was granted for establishing any new foreign banks and – except for 
some specific cases – any new commercial banks in this period. It is thereby aimed 
that limited resources of the sector are distributed via existing banks in a limited com-
petition environment in accordance with the ways stipulated under the plans. Working 
in an environment where there were no risks stemming from the changes and fluctua-
tions in interest rates and foreign exchange rates and no product and price competition 
existed, the banks headed for widespread branch-banking in order to increase the de-
posits they collected with negative real interest rates.  
 
One of the major problems encountered during efforts made to attain rapid industriali-
zation was the failure to create savings required for such industrialization. Transfers 
from the budget, government borrowing, and resources raised from private savings as 
well as Central Bank loans, which is an inflationist resource, were mainly used in fund-
ing the medium and long-term financing needs for the investments. Monetary expan-
sion accelerated as money supply became increasingly higher and higher because of 
the fact that loans made available by the Central Bank to the public sector were used 
for subsidy-like payments which in general do not lead to the supply of commodities 
and services in the economy and that these loans were in fact not repaid.  
 
Although a swift industrialization move was realized during the planned period, the fac-
tors such as the use of inflationist methods in financing of the industrialization and that 
the industry thus developed solely for domestic consumption in a high-inflation envi-
ronment without heading for exports led to a serious foreign exchange bottleneck in 
1970s. Foreign debts increased considerably as a result of the Convertible Turkish Lira 
Deposits application and similar other measures aimed at overcoming this bottleneck. 
Difficulty of making imports due to the problems in balance of payments and due to for-
eign exchange shortage, and ensuing problems faced by the factories founded on im-
port substitution strategy to procure their imported inputs causing them to work under 
capacity led to the abandoning of this industrialization strategy in early 1980s and 
adoption of an export markets-oriented production strategy instead.  
 
Significant steps were taken in Turkey during 1980s for establishing a corporate infra-
structure aimed at creating, developing and reinforcing a functioning market mecha-
nism. It was ensured that prices were determined in marketplace, being one of the key 
stages of liberalization in financial services, and new arrangements were issued for 
regulating, monitoring, supervising the activities of banks. It was aimed to create an 
environment that makes it attractive for private sector to invest in financial institutions. 
However, it could not be ensured that effective and timely decisions were taken in re-
sponse to the results of audits of financial institutions. Besides, public sector continued 
its extensive presence/ influence in the financial sector directly or indirectly. Fiscal 
budget discipline could not be maintained, and a monetary policy aiming price stability 
could not be put into effect.  
 
Despite all of these crucial shortcomings, 1990s started with a regulation that set capi-
tal flows free, a move seen as the final stage of liberalization. However, despite these 
radical changes in economic policy, applications causing further growth of the macro-
imbalances during 1990s led to increased risks, and to instability becoming established 
and permanent, and to significant deterioration of banks’ financial structures. Economic 
performance further deteriorated during 1990s: economic growth followed an utterly 
unstable course, and inflation remained at high levels for a long time barring the func-
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tioning of the market mechanism and leaving very negative effects on the financial sys-
tem. Inflation caused an artificial increase in the trading volumes, but had negative ef-
fects on the intermediary activity. Public sector deficit grew. Saving surplus of private 
sector fell short of covering public sector savings deficit. Borrowing requirement from 
abroad increased. Central Bank’s short term advances and state-owned banks’ re-
sources were used in financing of public sector deficit in the first half of 1990s. Uneco-
nomical performance of direct loans was masked by the growth in deposits in periods 
of rapid economic growth. These features were acted as one of the main sources be-
hind the vulnerability of the banking system in periods when economy started to slow 
down.  
 
Borrowing from international markets by financial institutions, mainly banks, with much 
lower interest rates compared with domestic markets, and offering of these funds to the 
domestic markets stimulated the economic growth positively, but it also raised the 
risks. Most significant causes behind this process were the willingness of creditors in 
international markets to make their funds available, though in short-terms, as well as 
the investment/borrowing strategies stimulating demand for resources formed in line 
with the incentive of the governments for rapid growth without considering the princi-
ples of profitability.  
 
Financing provided by the financial institutions charged with over-optimism to the un-
profitable and unproductive activities owned by their shareholders or third persons led 
to the increase of credit risks. Customers with lower credibility substituted for custom-
ers with high credibility. This strategy caused the risks increase continuously in a pe-
riod of widening of budget deficits. Both commercial banks and national and interna-
tional investors increased their share in government borrowing instruments. Attractive 
tax regulations and capital adequacy regulations further reinforced banks’ appetite for 
government borrowing instruments. Rapid and drastic changes in economic activity, 
high inflation, and high borrowing rates had negative effects on the performance of 
loans in general, and the non-performing loans grew as a result of this poor perform-
ance. Inability to collect or late collection of the receivables from the borrowers without 
any good intentions due to regulations delaying such collection and due to slow-
working of the court processes and proceedings folded the losses and led to decrease 
in shareholders’ equity.   
 
In a period where the risks inherent to the operational environment rose rapidly, new 
banks were allowed to be incorporated while ownership structure was allowed to be 
changed in some existing banks without considering the merit and capability of share-
holders. Banking system shrank rapidly during the economic crisis in 1994, and the 
banking system’s shareholders’ equity dissolved to a large extend. Full insurance 
guarantee was introduced to the saving deposits in order to restore confidence and 
prevent a systemic crisis. The Treasury assumed the role of lender of last resort on 
concerns of building confidence and maintaining stability in financial system. However, 
sensitivity was failed to be shown as required by taking the prudential decisions ac-
cording to the results of audits on banks’ activities even after this crisis. Introducing full 
guarantee on saving deposits was preferred in this period, instead of enforcing the 
measures in order to restrict the risks and guarantee the sound management of banks 
and financial institutions so as to avoid deterioration of financial structure of the system 
as a whole.  
 
Banks extended bad lending practices as they were allowed to assume excessive risks 
in comparison with the capital structure and failed to set aside timely and sufficient pro-
visions for non-performing loans and bad lending, thus the market discipline introduced 
by the application of capital adequacy ratio loosened. Connected lending of the finan-
cial institutions could not be addressed or penalties for such credit relations were inef-
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fective. Therefore, monitoring of the credit risks was utterly limited. The efficiency of the 
supervising authority was very weak due to political influences. There were serious 
contradictions between decisions of the supervising authority and political authority, 
and in many instances, the implementations remained ineffective. The enforcement of 
the rules aimed at controlling the risks was hindered by inadequacies in supervision of 
financial institutions’ off-shore activities. Since laws and regulations for the consolida-
tion of banking activities or highly liberal rules did not exist, banks could easily avoid 
such provisions preventing lending to the subsidiaries and affiliated companies.  
 
A crucial source of the problems in the banking sector was losses on the banks created 
by the banks’ shareholders individually or collectively holding and controlling manage-
ment and supervision of the bank through using bank’s resources directly or indirectly 
for their own interests in a way which hazards sound operation of the bank in contradic-
tion with the prudential rules and sound professional practices. 
 
Despite the high risks present in markets and the preferences of depositors reflecting 
market risks; the taking of risks which contradict with the market conditions, customer 
attitudes, regulations, basic banking principles and rules, and the structure of share-
holders’ equity as well as the weaknesses in management of risks led to heavy losses 
on banks.  
 
Currency substitution increased due to inflationist trends and uncertainties. Foreign ex-
change deposits reached half of the total deposits, and foreign exchange resources 
reached half of the total resources. Exchange rate risks and foreign exchange liquidity 
risks grew. Deposits had predominantly 3-months and shorter maturities. All of these 
developments made the management of the balance sheet harder and led to deteriora-
tion of the asset quality, reduction of the liquidity, falling of the profitability to very low 
levels compared with risks, and hampering of the growth in shareholders’ equity.  
 
On the other hand financial instruments, intermediary transactions for financial services 
and financial institutions were subject to a heavy tax burden. Intermediary costs in-
creased due to liquidity obligations as well as taxes and similar other financial burdens. 
Therefore, the demand for financial instruments and services was declined and the re-
sources headed to outside the financial system or outside the country. The banking 
system was exposed to a very serious “systemic risk” as of the end of 1990s. It was 
unavoidable that the banking system should be restructured and problems in banks’ 
financial structures should be solved. Deterioration in banks’ financial structures 
caused by the poor economic performance was a significant impediment before recov-
ery of economic stability; and banking restructuring was vital issue.  
 
The restructuring process in the banking system was first started with the “Disinflation 
Program” as of the end of 1999, and followed by the extensive “banking restructuring 
program” in 2001. Restructuring process in banking sector was based on four basic 
aims and elements: (i) settlement of the problems of banks transferred to the Saving 
Deposits Insurance Fund (SDIF) within the shortest possible time, (ii) Financial and op-
erational restructuring of state-owned banks, (iii) rehabilitation of the structure of state-
owned banks which have been affected negatively by the crisis in the banking sector 
and (iv) Realization of legal and corporate regulations to increase the efficiency of super-
vision in banking sector and to make the banking sector’s structure more efficient and 
competitive. For this purpose, the Banking Regulation and Supervision Authority (BRSA) 
has been established as a regulatory and financial authority with administrational and fi-
nancial autonomy in banking sector. Duties and authorities regarding the supervision 
and regulation of banks which were previously shared by the Treasury and the Central 
Bank in the past were transferred to BRSA which started its operations in August 2000. 
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In addition to the program providing restructuring in the banking sector, a new eco-
nomic program was started in May 2001 for the purpose of re-establishing stability in 
economy and setting an efficient fight with inflation and providing fiscal discipline in 
public sector as its targets. Positive developments were realized in macro-economic 
variables and in the financial structure of banking sector in 2002-2007 period helped by 
the excessive liquidity in international financial markets and the accompanying high 
global economic growth as well as the creation of political stability and the increase in 
the efforts for the membership and harmonization with European Union, and decisive 
implementation of the basic principles of the economic program. In this period, growth 
was high and steady, per capita income increased, yearly inflation receded back to sin-
gle-figure rates, public sector’s borrowing requirement and its pressure on financial 
markets reduced, and the ratio of public sector’s debt stock to Gross Domestic Product 
(GDP) decreased. Despite all of these positive developments, current account balance 
continued to give deficit in increasing numbers throughout the period. Main reason be-
hind the increase in current account deficit was the turning of the surplus in private sec-
tor’s savings balance to negative. Increased capital inflows during the period made it 
possible to finance the foreign trade deficit which is the main cause of current account 
deficit. However, increase in energy prices and further deteriorating effect of this in-
crease on current account balance and the upward trend seen in non-interest expendi-
tures starting from 2006 have been the main risks that started to become obvious to-
wards the end of the said period. 
 
Developments in economy after 2002 showed explicitly the significance of sustainable 
growth, fiscal discipline, low inflation and financial stability. In addition to contribution of 
the increase in economic performance to the recovery in economic activity environ-
ment, the competitive environment brought about by harmonization of the regulations 
with the international good practices and by more efficient supervision also helped fi-
nancial institutions grow the balance sheets and service networks and increase the 
shareholders’ equity, and they therefore started to assume larger roles in financing of 
the economic activity which in turn means economic growth. The ratio of the total as-
sets to GNP rose again, TRY demand increased, and loans became larger both in 
amount and variety. Loans to GDP ratio rose by 23 percentage points to 43 percent at 
the end of 2007 compared with 2002, and the share of loans within total assets rose by 
two folds to 50 percent in the same period. Credit risks, market risks and exchange rate 
risks were abated, the share of fixed assets within balance sheet decreased, and the 
shareholders’ equity became larger. Shareholders’ equity rose to 73.5 billion from TRY 
9.7 billion, while free shareholders’ equity rose to TRY 50.7 billion from TRY 4.1 billion. 
Capital adequacy ratio was realized as 19.1 percent. Return on equity ratio improved, 
and contribution of the profits to the growth of shareholders’ equity increased. Market 
value of financial institutions rose.  
 
From the viewpoint of individual customers, it was seen that banks are not only for de-
positing savings but they have other functions like making available individual loans to 
its customers. Developments in banking sector in recent years have highlighted these 
features and trends particularly in the area of individual banking. The share of individ-
ual loans within total assets rose above 30 percent from single figures in a short time. 
Credit supply by the banking sector increased steeply both because public sector bor-
rowing needs became lighter in this period and the funds raised from abroad became 
more due to ample liquidity abroad. Improvement in banks’ individual banking services 
were not limited with only the increase in the sum of individual loans, but they were al-
so integrated with advanced technology and available product range became larger 
and the service quality reached to international standards.  
 
Another significant change in the general structure of the banking system was in the 
ownership structure. Share of foreign banks within total assets rose to 24 percent in 
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2007 from only 3 percent in 2002. A striking development was that banks resident in 
Turkey increased their activities abroad, mainly in EU countries, through opening 
branches or founding new banks or through other financial subsidiaries in these coun-
tries. The number of financial subsidiaries abroad owned by banks resident in Turkey 
was 40. Foremost reason for this high number was the regulations and the monetary 
and tax burdens causing unfair competition between the resident and nonresident 
banks to the disadvantage of the resident banks. As a result of the failure to completely 
harmonize the internal regulations of the countries worldwide regarding the brokerage 
costs of banks in the banking sector which is most open to global competition, banks 
naturally tend to be present in financial centers where competition is by all aspects free 
and where they can offer the cheapest service to their customers. Total sum of the 
loans made available by resident banks’ branches abroad stood at USD 49.7 billion as 
of 2007. This makes up 58 percent of the corporate loans made available by resident 
banks through their domestic branches. The sum of loans used by non-financial sector 
from nonresident banks excepting the resident banks’ branches abroad was USD 71.6 
billion. Resident banks had to surrender especially foreign exchange loans market 
segment to their non-resident competitors, which was a factor that restrained their 
growth.  
 
Developments in banking sector in the period that followed the restructuring in 2000s 
outdid all previous periods in terms of the aggregates achieved; the aggregates pro-
duced in this period made up a significant portion in the total aggregates produced in 
the last 50 years of Turkish banking system both in absolute terms and in concern with 
major indicators such as asset quality, size and variety of loans, liquidity level, capital 
adequacy, risk management and profitability. Shareholders’ equity of Turkish banking 
system in total dropped to USD 762 million in 1980 from USD 852 million in 1959, then 
rose to USD 4,535 million in 1990, to USD 7,514 million in 2000, and to USD 63,388 
million in 2007. The ratio of net working capital to total assets stood at a historical re-
cord of 9 percent in 2007, and the share of fixed assets within total assets is at its his-
torically lowest level.  
 
Per capita bank assets increased by 28 folds, loans increased by 26 folds and deposits 
increased by 43 folds as of the end of the period subject to our study compared with 
1959. Ratio of banks’ assets to Gross National Product is at 87 percent, still below its 
1999 level of 92 percent.  
 
Loans-to-GNP ratio was at its highest level with 43 percent in 2007. On the other hand, 
the share of loans within total assets which stood at 50 percent in 2007 is still behind its 
54 percent in 1981. Similarly, although loans-to-deposits ratio rose to 79 percent in 
2007, it is also still short of its 84 percent level in 1990.  
 
Number of banks in the Turkish banking system rose to 46 in 2007, which is the lowest 
in the records since 1983. In 2007 the numbers of branches and staff are below their 
1999 levels yet. However, average number of branch and staff per bank rose to its 
highest recorded levels. On the other hand, population per staff statistic which stood at 
466 as of the end of 2007 is still above the levels in 1970s and 1980s. Similarly, popu-
lation per branch statistic is 9,700 and still above its levels in 1970s although it fell un-
der 2001 levels.  
 
Recent developments have shown it very clearly that Turkey has a great potential for 
growth and development in all fields. Making the growth sustainable and improving the 
performance are of great significance not only for our country but also for the countries 
of the region. This issue has gained even more significance for the neighboring coun-
tries which are almost all in developing stage. Turkey has sufficient accumulation and 
power for regional cooperation in terms of its experience and strategic location. Turkey 
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is well-situated for being a reliable and powerful partner and center for international 
economic cooperation both regionally and globally.  
 
The characteristics and potential of our country have been started to be better under-
stood and regarded upon in the last decade. Foreign investors’ interests were directed 
to Turkey due to the practices aimed at founding robust macro-economic balances, a 
growth driven by private sector, reduction of the public sector deficits, pulling down of 
inflation, increasing foreign trade volume, a dynamic and capable labor structure, and a 
self-sufficient domestic market. Both a particular interest aroused for financial sector in 
this period and the financial sector’s position became more special. In this regard, as 
the report prepared to make contribution to the implementation of the project for mak-
ing Turkey a regional financial center also shows, Istanbul is a powerful and natural 
candidate for becoming a financial center in its region, and the potential effects to be 
created by Istanbul’s becoming a financial center will offer significant opportunities not 
only for Turkey but also for its region. Our Association wishes that the financial sector 
grows in a healthy manner and gains depth, its global competition power increases, 
market values of our institutions rise, and our country becomes an international finan-
cial center.  
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1. Historical Development of Banking  
 
Historical development of banking in Turkey has been analyzed under seven periods in 
this chapter. These periods can be named as Ottoman period (1847-1923), national 
banks period (1923-1932), state-owned banks period (1933-1944), private banks pe-
riod (1945-1960), planned period (1960-1980), financial liberalization and opening pe-
riod (1981-2001), and restructuring period (2002-2007).  
 
1.1. Development of Banking During Ottoman Era  
 
In Ottoman Empire, the first bank was founded in 1847 and the first banknote was is-
sued in 1840 for covering budget deficits. The amount of this banknote named kaime 
increased significantly within a short time as officials often resorted to this instrument in 
order to cover the resource needs of the Ottoman Treasury which constantly gave defi-
cits in those times. Also as a result of continuous foreign trade deficits, value of the 
kaime against foreign currencies recorded sharp falls within a few years, making it 
more difficult to raise resources from abroad for financing the imports of the Empire. 
This pressed the Ottoman Government to find solutions for the protection of value of 
kaime in international markets. In 1845, a deal was struck with two leading Galata 
bankers which started the practice of financing of the Ottoman Empire’s imports over a 
fixed exchange rate through policies to be issued by these bankers to foreign financial 
markets. At the time of renewal of this contract in 1847, bankers asked the government 
to agree to their foundation of a bank that will perform the same function, which request 
was granted by the Ottoman Government. Istanbul Bankas , the name of the bank thus 
established, has until its winding up and dissolution in 1852 had valuable contribution 
for the maintenance of the fixed value of kaimes in international markets.  
 
Considering the very short life and restricted area of operations of Istanbul Bankas , it 
is universally recognized that the real beginning of banking business in Ottoman Em-
pire was marked by Osmanl  Bankas  founded in 1856. Some of the major factors that 
lie beneath the foundation of Osmanl  Bankas  can be summed over the historical 
background that Ottoman Empire, in particular following the Tanzimat Ferman  (Impe-
rial Edict for Administrational Reforms) proclaimed in 1839, entered to a period of its 
expenditures exceeding its revenues, and it tried to cover this gap of resources by first 
issuing kaimes and then by borrowing from the local money lenders and bankers in Is-
tanbul against the future tax revenues of the Empire, and then Ottoman Empire’s ca-
pacity to borrow from international markets increased with Paris Agreement signed in 
1856 at the end of Crimean War. The bank was founded with British capital to act as an 
intermediary between Ottoman Government and the foreign lenders and financiers for 
procurement of foreign debts. French interests became a partner to the Bank in 1863 
and Austrian interests in 1875. 
 
The most distinguishing mark between Osmanl  Bankas  and other foreign banks oper-
ating in Ottoman Empire was the privilege granted to Osmanl  Bankas  to print and is-
sue banknotes under the Agreement of 1863. Falls in the value of kaimes and specula-
tions on this currency pushed the government to take measures for withdrawing kaimes 
from circulation at the beginning of 1860s. An agreement was signed with Osmanl  
Bankas  in 1863 for both withdrawal of kaimes from circulation and bringing stability to 
the foreign exchange rates and meeting the short-term loan and loan requirements of 
the government. Main reason for granting Osmanl  Bankas  the note-issuing privilege 
was the consideration that the Bank would perform the above referred tasks more eas-
ily if it was equipped with the authorities of a central bank, a type of institution that was 
newly being established in West European countries at that time. Previous failure in the 
issue of kaimes prevented people’s adoption of the new banknotes issued by Osmanl  
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Bankas  too. Therefore, Osmanl  Bankas  failed to exert a prominent role in identifica-
tion of the liquidity and loan volume of the economy in general (Akgüç (1989), p. 115). 
 
Under its agreement with Osmanl  Bankas  in 1863, Ottoman Government agreed to 
deposit all its revenues to the Bank, to make all its payments via the Bank, to issue all 
bonds regarding its domestic and foreign borrowing through the Bank, to give a copy of 
its budget for each year to the Bank, and not to make any spending above the sums 
stipulated by the budget except for extraordinary situations. The Bank was further au-
thorized to supervise the government’s budget. Against all of these authorities, the 
Bank was obliged to supply short-term secured advances to the government (Akgüç 
(1989), p. 115).  
 
The main area of activity of all other foreign banks established until the fall of the Em-
pire was, just like Osmanl  Bankas , to find domestic and foreign borrowing for Ottoman 
treasury and to follow up and ensure payment of such debts. That’s why banking in Ot-
toman period was named as “borrowing banking” (See Artun (1983), p. 22). After the 
declaration of insolvency by the Ottoman Empire in 1875, a new era started in the “bor-
rowing banking” with the foundation of Düyun-u Umumiye (Office of Public Debts) in 
1881, and transfer of the management of foreign debts of Ottoman Empire to the Office 
of Public Debts. Many foreign banks were founded in Ottoman Empire after 1881 as 
the transfer of the Ottoman’s revenue resources to an international organization offered 
adequate security to European capital holders (Akgüç (1989), p. 11). Main function of 
these banks was to earn speculative profits from domestic and foreign borrowings and 
foreign exchange transactions of Ottoman governments and to provide loans to foreign 
companies having invested to the Empire.  
 
Although foreign banks had majority within banks founded between 1856 and 1923, the 
process of foundation of banks with domestic capital, many of which were local and 
had a single branch, started with the declaration of the second Constitutional Monarchy 
(Constitutionalist Period) (2. Me rutiyet) in 1908 and with the increase in nationalist 
tendencies. This process gained speed with the outbreak of the First World War in 
1914. “Main motive behind the emergence of national banking movement was to use 
the slowly-accumulating domestic capital for developing the national trade. Loan efforts 
of national banks thus established were dominantly in the form of commercial loans, 
loans for tradesmen and craftsmen, agricultural loans, real estate loans and consump-
tion loans” (Artun (1983), p. 39). Founders of many of these banks were merchants and 
farmers exporting raw materials to Europe or importing industrial products from Europe 
(Akgüç (1989), p. 15).  
 
In 1863, country funds were established for the purpose of granting agricultural loans to 
farmers with agreeable conditions. Capital of the country funds was tried to be col-
lected from all community members at first, and then by each farmer’s donation of 
wheat to the fund in proportion with his land. Subsequent difficulties faced in collection 
of this capital by time, and various corruptions erupting in the course of distribution of 
the loans from these funds caused reorganization of these funds under the name of 
“Interest Funds” (Menafi Sand klar ). Capital of Interest Funds was constituted by in-
creasing the Tithe Tax by a sum called as contribution to Interest Fund payments. 
Upon the rise of new suspicions regarding the use of the funds collected in the Interest 
Funds soon after, Ziraat Bankas   (Agriculture Bank) was founded in 1888 as the first 
state-owned bank of Ottoman Empire to take agricultural loans under supervision and 
control of the state, and the capital of Ziraat Bankas  was formed through transfer of 
the receivables of Interest Funds as its capital.  
 
“Although national economic policy of the government of the time favored the founda-
tion of national (private) banks, a great portion of the banks founded by domestic capi-
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tal in this period failed to live long and had to terminate their activities as they could not 
confront the dominance of powerful foreign banks in the loan market and could not 
compete with them.”  (Akgüç (1989), p. 15) “It can be concluded that this period which 
ended by the Liberation War of Turkey leading to the foundation and proclamation of 
the Republic has been a period of experience. Significance of national banking and that 
the government support is obligatory for national banks, have been realized in this pe-
riod.” (Zarakolu (1973), p. 16) 
 
1.2. National Banks Period (1923-1932) 
 
When the Turkish Republic was founded in 1923, the Turkish economy “was predomi-
nantly consisted of reproductive economies excepting a couple of military factories es-
tablished during Ottoman Empire, investments by privileged foreign companies in rail-
ways and mining industries, and some utility companies founded for meeting the water, 
electricity, coal gas, telephone and public transportation demands of people living in big 
cities like Istanbul and Izmir. Markets were consisted of mainly enterprises of villagers 
who were producing solely for their own needs or who sold some of their products or 
who partly produced for the markets in order to get some pocket money they needed 
for buying the limited amount of other products for their own needs except for the en-
terprises which raised export products such as raisin, dried fig, hazelnut, cotton, etc. 
Production technique used in these enterprises was outdated and their capital needs 
were at minimum.” (Zarakolu (1973), p. 28-29.) Governments of the period struggling to 
change this structure have had various initiatives for developing a national banking in-
dustry as they were aware of its significance in accelerating the country’s development.  
 
The need for founding and developing a national banking industry for economic devel-
opment has been voiced by all participants to Izmir Economy Congress held in 1923 
with the participation of the top officials of the government as well as leaders of the ag-
riculture, commerce and industry sectors. According to the opinions presented to the 
Congress, “Private sector does not have sufficient means to establish strong banks. 
Government support is a must for the foundation of banks.” (Akgüç (1989), p. 19.)  
 
Merchant participants to the Congress suggested the foundation of a main commercial 
bank, and Türkiye  Bankas  was founded in 1924 as a private sector bank in line with 
these suggestions. Industrialists’ suggestions submitted to Izmir Economy Congress 
included founding of an industry bank as well (Kocaba o lu et al., 2001). In line with 
these suggestions, Türkiye Sanayi ve Maadin Bankas  was founded in 1925. This bank 
was the first development bank founded in Turkey. This Bank intended to disburse me-
dium and long-term loans to private industrial enterprises and offer them information on 
financial, economic and technical subjects. The Bank failed to provide sufficient loans 
to industrial and mining enterprises, as it devoted main portion of its resources to its 
subsidiaries which it took over at the stage of its foundation, and its name was changed 
as Türkiye Sanayi ve Kredi Bankas  in 1932, and its ownership was transferred to 
Sümerbank in 1933 (Zarakolu (1973), p. 28). 
 
Representatives of agricultural sector participating to Izmir Economy Congress also 
requested that Ziraat Bankas  be strengthened in order to make it possible that more 
loans in better conditions can be made available to the agricultural industry. In line with 
these suggestions, capital of Ziraat Bankas  has been increased in 1924, and the Bank 
was authorized to carry out all banking activities in addition to disbursing agricultural 
loans, and its status was changed to a joint-stock company. Ziraat Bank’s resources 
were again increased in 1930. Despite these capital increases, the Bank refrained from 
disbursing too much agricultural loans which had lower interest rates, and preferred to 
extend commercial loans instead (Tezel (1986), p. 200 and 349). During 1923-1932 
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period, many single-branch banks were founded in Turkey with domestic or foreign 
capital in order to meet the loan demands of local merchants.  
 
Emlak ve Eytem Bank was founded in 1927 for the purpose of extending housing 
loans. This Bank’s name was changed as Emlak ve Kredi Bankas  in 1946. One of the 
major steps taken in banking sector during the Republican Era was the foundation of 
Central Bank of Turkey in 1930. Although works for founding a central bank first started 
in the first half of 1920s, it was not possible to assign gold and foreign exchange re-
serves required for founding a central bank with the own resources of the country due 
to problems in balance of payments and other problems in that period; and in addition, 
external conditions were not favorable for foreign financing either; so founding of the 
central bank was not possible until 1930.1 Central Bank of Turkey was founded on 11 
June 1930 as a joint-stock company with a capital of 15 million TL (History of CBT, 
www.tcmb.gov.tr).  
 
According to the Law No. 1715 for its Incorporation, the Central Bank is an emission 
bank (bank of circulation) assigned with minting money, protecting the value of the cur-
rency, adjusting the general liquidity of the economy, and lending to banks. This Law 
no. 1715 remained in effect until 1971 with many amendments during this time all in-
tended to make it possible that the Bank extends more loans to the Treasury and state 
economic enterprises. “Original strict conditions against issuing of banknotes by the 
Bank were soon melted down, and the Bank’s main function was made to close the fi-
nancing deficits of the public sector rather than having in place an efficient monetary 
policy” (Akgüç (1989), p. 129). 
 
1.3. Period of Foundation of State-Owned Banks with Designated  
       Purposes (1933-1944)  
 
Turkey was still characterized predominantly with agricultural production in 1930s. The 
strategy of industrialization through encouraging the private sector as adopted in 1920s 
failed to produce any substantial conclusion due to the lack of capital accumulation in 
the country. This led to the discussion of opinions asserting that the government should 
play a more active role in realization of the industrial investments required for the eco-
nomic development. Just at that time, the swelling foreign trade deficits driven by the 
looming Great Depression, and the significant falls in the revenues of the farmers 
caused by the price decreases globally pressed the search for finding new methods for 
industrialization. 
 
As a result of these domestic and external pressures in early 1930s, the Government 
had to quit the strategy of industrialization based on encouraging the private sector as 
pursued in 1920s, and had to adopt the industrialization strategy based on industrial 
investments through state economic enterprises. At the base of this industrialization 
strategy called as “economic statism” (policy of state control) lied the belief that, due to 
the conditions prevailing in Turkey at the time, the state was better equipped than the 
private sector for the realization of the investments requiring huge capital formation and 
accumulation and sophisticated technical information. Statist experiences in Soviet Un-
ion and Germany at that time were studied and considered while formulating this strat-
egy. Investment plans for industrial enterprises decided to be founded by the state 
have been prepared and included to the First and Second Industry Plans.  
 

                         
1 “A significant part of the foreign financing needs of the Central Bank was meet through an agreement 
with the American Turkish Investment Corporation about extending privileges for match production.” (Ak-
güç (1989), p. 128) 
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Economic Statism strategy had significant implications for the banking system too. 
Sümerbank (1933), Belediyeler Bankas  (Bank of Municipalities) (1933), Etibank 
(1935), Denizbank (Turkish Maritime Bank) (1937) and Halk Bankas  ve Halk Sand k-
lar  (People’s Bank) (1938) have been founded by the Government in this period as 
banks with designated purposes for the purpose of establishment, operation and fi-
nancing of the enterprises included to the industry plans. 
 
The First Industry Plan put the target of establishing 20 factories to be involved pre-
dominantly in manufacturing industry.2 Biggest contribution of Sümerbank in this period 
was to help founding of a total of 13 industrial companies between 1933 and 1938, the 
period the first industry plan was in effect. A loan from Soviet Union with a sum of USD 
8 million was used for financing of these investments. The Second Industry Plan was 
prepared in 1935 containing investment plans for about 100 industrial enterprises to be 
engaged in mainly mining and energy sectors.3 Etibank was founded for the purpose of 
founding, managing and financing of state economic enterprises to manage the mine 
fields and energy resources included to the Second Industry Plan.  
 
Bank of Municipalities was founded to provide loans and technical assistance as may 
be needed by the municipalities for preparing zoning plans and carrying out the infra-
structural services such as water, electricity, coal gas and sewerage in cities and 
towns. Denizbank was founded for establishing maritime transportation enterprises and 
providing financing needs for such enterprises. Halk Bankas  ve Halk Sand klar  was 
aimed at satisfying the loan needs of small tradesmen and craftsmen. 
 
The fact that, between 1933-1944, it was the government that made the investments 
which were essential for industrialization and which could not be realized by the private 
sector due to their relatively smaller returns, made it possible to finance these invest-
ments through all means though under pressing budget possibilities and at times 
through resorting to forced saving methods. The Banks Law enforced in 1936 intro-
duced the obligation for banks to set aside reserves at a rate of 15 percent of their de-
posits and in the form of Government Debt Securities, or other securities having the 
same interest rate (about 6-7 percent); and one of the intentions of this obligation was 
to secure low-cost financing for the government’s investments (Zarakolu (1973), p. 
53.).  
 
Government demands for loans from the banking industry increased in this period de-
pending on the rises in the government’s financing needs for the referred state eco-
nomic enterprises as well as the rises in the defense expenditures due to Second 
World War, and thereupon, long-term domestic borrowing was tapped and Central 
Bank’s rediscount possibilities were used. Central Bank advances were used in 1940 
by showing the 10 million pound worth of gold raised from Britain as loan in 1938. Addi-
tionally, banks’ compulsory reserve requirement was raised to 20 percent in 1942, and 
all of these reserves were obliged to be invested and held in government debt securi-
ties (Zarakolu (1973), s. 54-55). 
 
Fall in revenues in agricultural industry and reduction in commercial activities as a re-
sult of the Great Depression led to the closure of a great majority of single-branch local 
banks in the beginning of 1930s. Türk Ticaret Bankas , which would in later periods be-

                         
2 These factories are: artificial silk factory in Gemlik, rose oil factory in Isparta, match acid factory in Izmit, 
ceramic factory in Zonguldak, glass and bottle factory and cement factory in Pa abahçe, iron and steel 
industry in Karabük, paper and cellulose factory in Izmit, sulfur factory in Keçiborlu, sponge production in 
Bodrum, yarn and weaving factories in Bak rköy, Kayseri, Ere li, Nazilli, and Malatya, yarn factory in I d r, 
merinos kamgarn factory in Bursa, and hemp plant in Kastamonu. (Zarakolu (1973), p. 40.)  
3 2nd Industry Plan was started in 1939, but increased defense expenditures due to Second World War 
and failure to find additional resources prevented implementation of this plan. 
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come one of the most significant private banks of Turkey, was founded in place of 
Adapazar  slam Ticaret Bankas  by the participation of the Treasury in 1930. Türkiye  
Bankas  has also recorded a significant development in this period.  
 
Ziraat Bankas  had fulfilled crucial functions during 1930s in supporting of wheat prices 
and extending loans to small producers. In 1937, Bank’s capital was raised once again 
and its status was changed as state economic enterprise. Despite this capital increase, 
“Ziraat Bankas  had to extend large sums of loans to the Government in great pressure 
to cover military expenditures during the Second World War which in turn led to a sig-
nificant contraction in agricultural loans during 1940-1944 period.” (Tezel (1986), p. 
351) 
 
1.4. Period of Development of Private Banks (1945-1959)  
 
Most prominent feature of the period of 1945-1959 was the replacement of the eco-
nomic statism which dominated the period as the main industrialization strategy, with 
the policy of accelerating economic development by supporting the private sector. Main 
cause of this change of policy was the rise of some affluent groups in agriculture and 
commerce industries benefitting from the high inflationist and speculationist environ-
ment during the years of war, and the election of Democrat Party government in 1950 
defending economic liberalism principle. Private capital formation and accumulation 
gained speed in this period owing to the increase in agricultural mechanization after 
1950 and in particular, rapid expansion in agricultural lands, and successively favorable 
seasons for agriculture. Strengthening of the private sector and the shift in industrializa-
tion policy had its effects in baking sector too, making this period a prospering period 
for the private banking industry.  
 
In this period, in spite of adoption of an economic policy giving particular weight to the 
private sector and to the market economy, the policy of government’s realization of the 
investments which the private sector was not interested due to lower returns was, as in 
the previous periods, continued in this period too, and thereby an encouragement was 
continued to be offered to the private sector. There have been significant government 
investments in the fields of irrigation, energy, transportation, cement, sugar, weaving, 
rubber, iron and steel. These investments were initially financed by the revenues from 
agricultural industry and foreign aids4. However, serious bottlenecks arose in financing 
of these investments starting from 1953 as there was no stock of lands newly available 
for agriculture and as successively bad harvest seasons caused reduction in agricul-
tural production. Governments continuing their investments in spite of these develop-
ments had to tap to the resources of the Central Bank. Using 20 percent deposit re-
serve requirement condition for funding the financing needs of the public sector also 
continued in this period. It was adopted that reserve requirements were required to be 
deposited in cash to the Central Bank’s Amortization and Credit Fund Account against 
and over an interest rate of 3 - 4 percent.  
 
Between 1945 and 1959 years, rapid increases in investments, modern enterprises, 
national income and population, and growth of the cities, and industrial sector’s starting 
to enjoy a higher share from the national income, and increase of production directly for 
the markets have boosted the need and demand for money and loans. Returns on in-
vestments to the banking sector increased with the private banking gaining significance 
swiftly. Yap  ve Kredi Bankas  (1944), Garanti Bankas  (1946), Akbank (1948), Pamuk-

                         
4 Increasingly higher sum of foreign loans were used in government investments following 1950 in particu-
lar. Besides, foreign capital encouragement laws were enacted in 1950 and 1954 for the purpose of accel-
erating foreign capital inflows and foreign capital investments. 
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bank (1955) and Türkiye S nai Kalk nma Bankas  (1950) have all been founded in this 
period.  
Determination of the interest rates and commission rates of banking transactions by the 
government, and Central Bank’s being the sole authority in entering foreign exchange 
transactions led to the concentration of the banks’ competition efforts on branch bank-
ing and deposit collection. And with the branch banking getting widespread, the elimi-
nation process for the local banks with regional character gained speed.  
 
Türkiye S nai Kalk nma Bankas  was founded at a time of closer economic and politic 
relations with the Western countries and increased possibilities for securing loans from 
foreign countries and international financial organizations after the Second World War. 
This Bank, apart from the experience of the short-lived Türkiye S nai ve Maadin 
Bankas  founded in 1925, was the first development bank in Turkey. A significant por-
tion of the Bank’s initial capital was paid by commercial banks, and the government 
supported the Bank by providing long-term loans to it or paving the ground for such 
loans. “Türkiye S nai ve Kalk nma Bankas  would generally finance private manufactur-
ing industry via Turkish Lira and foreign exchange loans, and extend loans to the min-
ing, transportation, energy, etc. industries which are critical for economic development.” 
(Akgüç (1989), p. 47)  
 
Deterioration in economic balances as a result of the policy of governments to use the 
resources of the Central Bank found its reflections in rising inflation, swelling foreign 
trade deficits and increasing external debts starting from 1953. Difficulty in making im-
ports due to the insufficiency of foreign hard currencies and the factories starting to 
work under capacity depending on the lack of import inputs and items bore the need of 
devaluation of Turkish Lira. As a part of the Stability Program announced in 1958, US 
dollar rate was increased to 9 lira from 2.8 lira. Failure to cut public expenditures and 
continued use of the Central Bank resources ended with the inflation rising on an in-
creased rate in 1959, in spite of the foreign loans received from European countries for 
supporting this Program. 
 
The Banks Association of Turkey was founded in 1958 with the purpose of “develop-
ment of banking profession, ensuring the solidarity between banks and prevention of 
unfair competition”. Decisions regarding the foundation of the Banks Association of 
Turkey with the status of a legal entity have been provided under Banks Law No. 7129 
(Akgüç (1989), p. 48). 
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Banks Association of Turkey  
 
The Banks Association of Turkey was founded in 1958 in reliance upon the Banks Law 
No. 7129. According to Article 79 of Banking Law No. 5411, deposit banks and devel-
opment and investment banks become a member of the Banks Association of Turkey, 
which is a professional organization with legal personality with the character of a public 
body.  
 
Above referred Article also provides that banks should become a member to the Asso-
ciation within at the latest one month after receipt of the license and authorization to 
start banking transactions as described under Article 10 of Banking Law. Duties and 
authorities of the Association have been listed in Article 80 of the Law as follows: 
 
a) To ensure development of the profession, 
b) To identify the professional principles and rules of conduct and ensure that its mem-
bers work in accordance with the needs of the economy with the dignity and discipline 
required by the Association and the profession, 
c) To determine the professional principles and standards to be complied by the staff of 
member banks in due consultation with the Agency (the Banking Regulation and Su-
pervision Agency),  
d) To follow the execution of the decisions taken in accordance with the relevant laws 
and regulations, and the measures requested by the Agency, 
e) To take and implement all measures in order to prevent unfair competition between 
its members, 
f) To determine the principles and conditions to be complied by its members in their 
advertisements and publicities in terms of types, characters and amounts of such ad-
vertisements in due consultation with the Agency, 
g) To ensure cooperation for joint projects between banks in coordination and collabo-
ration with the Agency, 
h) To commence lawsuits on subjects affecting the interests of its members in reliance 
upon a decision of its board of directors, 
i) To determine the principles and procedures regarding the form and content of the 
agreements provided under relevant stipulations on customer rights, and 
j) To set up arbitration panels and tribunals in order to ensure the resolution and set-
tlement of the disputes between its member banks and their individual customers, in 
line with the principles and procedures to be formulated upon approval of the Board, 
without prejudice to the rights of action and application recognized under the provisions 
of the Law No. 4077 about Protection of Consumer. 
 
Statute (articles of incorporation) of the Banks Association of Turkey defines the pur-
pose of the Association as follows: “The purpose of the Banks Association of Turkey is 
to defend the rights and interests of banks within the framework of market economy 
and full competition principles in line with the principles and rules of banking laws and 
regulations; and to work for the purpose of the growth and healthy functioning of the 
banking system, and development of the banking profession, and increasing the sys-
tem’s competition power as a whole; and to take or ensure that banks take, implement 
or demand the implementation of, decisions as required for prevention of unfair compe-
tition in the market.” 
 
The Association assumes and performs the following duties in order to achieve its ob-
jectives outlined above:  
 
a) Formulates policies and takes decisions intended for the development of the banking 
system and profession, 
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b) Identifies, subject to the approval of the Agency, the professional principles and 
standards to be complied with by its member banks and their staff, 
c) Ensures that its members work in accordance with the needs of the economy with 
the dignity and discipline required by the Association and the profession by determining 
the principles and rules of conduct of the profession, 
d) Determines the ethical principles with prior consent and approval of the Board,         
e) Follows up and monitors implementation of the decisions taken in accordance with 
the relevant laws and regulations, and the measures requested by the Agency,  
f) Takes and implements all measures for the purpose of preventing unfair competition 
between its members and protecting competitive environment,  
g) In due consultation with and in reliance upon the approval of the Board, determines 
the principles and procedures for the contracts set forth by the provisions regarding the 
customer rights, and the transactions where formal contracts will be applied, 
h) Makes efforts for representing, promoting and introducing Turkish banking industry 
inside and outside the country, and for informing the public on this matter,  
i) Follows up and monitors the domestic and international developments in economy, 
financial sector and banking system, and communicates the information it gathers to its 
members and the related parties,  
j) Takes decisions that will strengthen professional solidarity in relations among banks, 
k) Gives general advisory opinions to official authorities and organizations on subjects 
related with banks and banking,  
l) Performs required works for encouraging domestic savings and makes suggestions 
to the competent authorities,  
m) Sets up arbitration panels and tribunals in accordance with the principles and pro-
cedures formulated by the Association with the approval of the Board in order to re-
solve and settle the disputes between its members and the individual customers,  
n) Ensures cooperation between banks regarding joint projects in cooperation with the 
Agency, 
o) Gathers, publishes and announces bank statistics to the extent they are not classi-
fied as confidential and private,  
p) Follows up and monitors the laws and regulations on banking and announces devel-
opments on them to the member banks,  
q) Makes recommendations to member banks on determining the maximum rates and 
limits to be applied to commissions, fees and charges to be collected by banks against 
their services to their customers, and to the interest rates, commissions and charges to 
be applied by banks in their loan disbursements and relevant transactions with their 
customers, and to the interest rates of deposits of their customers, without prejudice to 
the pertinent provisions of the relevant applicable laws and regulations,  
r) Determines, with prior consent and approval of the Agency, the principles and condi-
tions to be complied with by its members in their advertisements and publicities in 
terms of types, forms, characters and amounts of such advertisements,  
s) Follows up and monitors implementation of the decisions and measures taken by the 
Association, and inflicts administrational fines to the members failing to fully abide by 
such decisions and measures in a timely manner,  
t) Organizes training programs such as seminars, symposiums, conferences, etc. on 
subjects related with banking, 
u) Commences lawsuits on subjects related with the interests of its members in reli-
ance upon decisions of its board of directors, 
v) Takes the measures as requested by the Agency, and 
w) Performs other duties charged on it by the Law and other relevant laws and regula-
tions.  
 
Administrative organs of the Association are General Assembly, Board of Directors, 
(General) Secretariat and Auditors. Voting rights of banks in the General Assembly are 
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determined by dividing their total assets shown in their own year-end balance sheets to 
the total assets of the overall industry.  
 
The Association had been chaired by the Governor of Turkish Central Bank until the 
amendments made in the Association’s Statute in 1994. This post was assumed by the 
General Manager of the Bank elected by the General Assembly between 1994 and 
2002, on which date another amendment was made in the Statute providing that 
chairman of the board of directors would be elected by the Board of Directors by name 
from among the general managers of banks which are members to the board of direc-
tors. Structure of the board of directors was also changed by the amendments made to 
the Statute in 1994, 2002 and 2006.  
 
According to the Statute of the Banks Association of Turkey, the Board of Directors and 
the Auditors of the Association are elected by the General Assembly as follows:  
 
Board of Directors is elected so as to be consisted of eight members out of the top ten 
deposit banks with largest total assets according to their year-end balance sheets, and 
three members from the group of eight deposit banks succeeding the above top ten 
banks in terms of their total assets in their year-end balance sheets, and one member 
from the group of deposit banks remaining after the above two groups in terms of their 
total assets, and one member from the group of development and investment banks,  
 
Auditors are consisted of two members from the groups of deposit banks making the 
Board of Directors as referred above, and one member from the group of development 
and investment banks.  
 
Headquarters of the Association has been moved to Istanbul from Ankara through an 
amendment in its Statute in 1994. Organization of the Association has been changed 
during its move to Istanbul in order to increase the efficiency and productivity of the As-
sociation.  
 
The functional units in the Association are structured as four groups, namely Banking 
and Research Group, Data Processing, Statistics and Technology Group, Training and 
Promotion Group, and Financial and Administrative Affairs Group. The Banking and 
Research Group targets and aims to follow and assess developments in the areas of 
macroeconomics, financial system and banking within the spheres of both the nation 
and internationally, and to be in continuous dialogue with all relevant parties regarding 
these subjects. Its areas of activity comprise the making of researches and studies re-
garding the compliance of the arrangements and regulations with international good 
examples, market mechanism and basic principles of economy and law; growth of the 
financial system; ensuring trust and stability in financial system, and growth of produc-
tivity and profitability in banking system. The Data Processing, Statistics and Technol-
ogy Group has assumed the duties of compilation, analysis and reporting of statistical 
data, and ensuring the efficient use of data processing system, and carrying out coor-
dination functions on subjects such as electronic fund system, information and data 
technologies and payment system which are carried out jointly by banks. Communica-
tion, publicity, social projects and training activities are executed by the Training and 
Promotion Group. Training activities are carried out in the Association’s training center 
in Istanbul for the purpose of contributing to the formation of qualified labor force re-
quired by the rapidly changing conditions. An environment of instruction and discussion 
is created for the members on fields and areas related with economic development, 
financial sector and banking in the world and in Turkey by way and by means of semi-
nars, conferences, panels and instruction meetings. The Financial and Administrative 
Affairs Group carries out administrative, financial and communication services with 
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members and other organizations and institutions for the purpose of establishing and 
maintaining human, technical and physical infrastructures.   
 
Basic activities carried out by the Banks Association of Turkey within the frame of its 
duties are: 
 
Pursuant to Article 75 headed “Ethical Principles” of Banking Law No. 5411, The Banks 
Association has identified “Ethical Principles in Banking”5 to apply to all and any works 
and transactions of banks between each other, with customers and shareholders as 
well as with their employees and other organizations, and these principles were ap-
proved by the Decision No. 1904 dated 15.06.2006 of the Banking Regulation and 
Supervision Board (“Board”).  
 
The main purpose of the Ethical Principles is to make the existing respect for the 
banking profession in society permanent, and to ever improve this respe ct that may 
be called as Professional Dignity, and to maintain stability and trust in banking indus-
try.  
 
Regulation on “Principles and Conditions to be Observed by Banks Member to the 
Banks Association of Turkey in Their Advertisements and Publicities”6 prepared for 
compliance with Article 80(f) headed “Duties and Authorities of Associations” of the 
Banking Law requiring that the compulsory principles and conditions as regards banks’ 
advertisements be set by the Association, has been approved by the Board’s Decision 
No. 1905 dated 15 June 2006.  
 
“Arbitration Panel for Customer Complaints” has been set up at the Banks Association 
of Turkey in accordance with the Association’s Communiqué which took effect on 1 
September 2007 upon approval of the Board and was prepared by the Association for 
resolving and settling the disputes between member banks and their individual cus-
tomers as stipulated under the Banking Law’s Article 80(j) headed “Duties and Authori-
ties of Associations”.  
 
The Bank’s Association of Turkey has published “Guidelines for Significance of Fight 
Against Laundering of Crime Revenues and Financing of Terrorism, and its Application 
in Turkish Banking System” in 2005 for the purpose of setting down collective action 
initiatives, methods and standards for fighting against laundering of crime revenues 
and financing of terrorism, and for the protection of the reputation, stability and trust of 
the Turkish banking industry within and outside the country.  
 
Besides, “Useful Information About Bank Cards and Credit Cards” and “Useful Informa-
tion About Housing Loan Applications” books have been published in order to inform 
the members and all related parties within the frame of international good practices.  
 
In order to inform the public about the Turkish banking system, numerous statistical re-
ports with different headings are being prepared and submitted to the public with 
monthly, three-monthly and yearly periods by the Banks Association of Turkey by using 
the unclassified information receives from its members and the information which the 
official authorities request from banks. A book containing the annual balance sheets of 
member banks is also being published by the Association with the name of “Our 
Banks” since the foundation of our Association.  
                         
5 This has replaced the Communiqué No. 1012 dated 1 November 2001 for “Banks Association of Turkey 
– Ethical Principles in Banking”. 
6 This has replaced the communiqué No. 1002, dated 14.04.1997 of Banks Association of Turkey which 
was also on the subject of principles and conditions which the banks would be obliged to conform in their 
advertisements and publicities. 
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First Decision of Board of Directors of Banks Association of Turkey7 
 
 
 

THE BANKS ASSOCIATION OF TURKEY  
BOARD OF DIRECTORS  

Decisions  
 
Decision No      : 1  
Decision Date   : 25.10.1958 
 
It is hereby resolved by our Board of Directors which met in the conference room of the Central 
Bank of Turkey under the chairmanship of Central Bank’s Governor Nail Gidel on Saturday  
25.10.1958 that:  
 

1) Üzeyir Avunduk, a member of the Board and General Manager of Türkiye  Bankas , be 
appointed as Vice Chairman of Board of Directors; 

2) Sait Koray, a member of the Board and General Manager of Akbank, be appointed as 
Representative of the Association at the Bank Loans Regulation Committee; 

3) A one-time subscription fee of 1,000 (one thousand) lira per each voting right, distrib-
uted to the member banks in proportion with the sum of their paid-in capital, reserves 
and deposits as shown in their latest balance sheet, in accordance with Article 9 of the 
Regulation, be charged on and paid by each member Bank as stipulated under Subpara-
graph (b), Article 16 of the Regulation, and all member banks be notified of their obliga-
tion to make this payment to the account to be opened at the Turkish Central Bank’s 
Ankara Branch under the name of (Banks Association of Turkey, Subscription Fee) until 
the evening of 08.11.1958, which is the final date for subscription; 

4) Since it has been decided in the General Assembly meeting on 25.10.1958 that an annual 
contribution fee of 500 lira per each voting right, distributed to the member banks in 
proportion with the sum of their paid-in capital, reserves and deposits as shown in their 
latest balance sheet should be paid by each member Bank as stipulated under subpara-
graph (c), Article 16 of the Regulation, all member banks be notified of their obligation to 
make their payment corresponding to two months of November and December 1958 to 
the account to be opened at the Turkish Central Bank’s Ankara Branch under the name 
of (Banks Association of Turkey, Annual Contribution Fee) again until the evening of 
08.11.1958; and  

5) Any and all documents to commit and bind the Association should be signed jointly by 
the Chairman or Vice Chairman or any member of the Board of Directors and by the 
General Secretary (or jointly by a member of the Board of Directors and by either of the 
Chairman or the Vice Chairman until the appointment of the General Secretary).  

 
25.10.1958 

 
 
CHAIRMAN OF THE                                 Member               Member       Member 
BOARD OF DIRECTORS                          (Signed)              (Signed)      (Signed) 
Nail Gidel  
(Signed)    
 
                                                                   Member               Member       Member  
                                                                   (Signed)               (Signed)      (Signed) 
 
 
 
* translation of the original decision into English. 
 
 
 
 
 

 

                         
7 Members of Board of Directors of the Banks Association of Turkey were: Central Bank of Turkey, T.  
Bankas  A. ., TC Ziraat Bankas  A. ., Sümerbank A. ., T. Emlak Kredi Bankas  A. ., Yap  ve Kredi Ban-
kas  A. ., T. mar Bankas  T.A. . 
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1.5. Planned Period (1960-1980) 
 
Stagnation in economy starting from the late 1950s and failure to establish macro bal-
ances in spite of the Stability Program in 1958 led to the abandoning of the liberal 
economy policy pursued throughout 1950s and to the switch to mixed economy charac-
terized by increased government intervention to the economy. Industrialization policy 
pursued in the period 1960-1980 targeted to realize the investments included to the 
development plans the first of which was adopted in 1963 via state economic enter-
prises and private sector and thereby, ensure the production of imported industrial 
goods within the country.  
 
As this period followed “import substitution” strategy, Turkish economy was governed 
as a closed economy throughout the period for the purpose of protection of the domes-
tic industries being tried to be developed, and the basic economic indicators such as 
interest rates and exchange rates were determined by the government independent 
from the world markets. A policy of negative real loan interest rate was pursued in or-
der to meet the funding needs of the priority sectors in the plan such as industry, de-
velopment, energy, transportation, mining and export with low costs, and a foreign ex-
change policy of purposefully highly-appreciated Turkish Lira was pursued for, simi-
larly, keeping the costs of the imported goods for these sectors low.  
 
Banking industry has been significantly under the control and influence of the public 
sector during the planned period. Interest rates to apply to deposits and loans, bank 
commission rates and loan limits have all been determined in line with the import sub-
stitution policy pursued; and the banks’ basic function has been defined as financing of 
the investments included to the development plans.  
 
No new foreign banks and – except for some specific cases – no new commercial 
banks were allowed to be founded in this period. Consequently, limited banking sector 
resources were tried to be distributed via existing banks within a limited competition 
environment in accordance with the plans. In an environment of no risks stemming 
from interest rate and exchange rate changes and fluctuations, and of no product and 
price competition, the private banks were inclined towards branch-banking policy in or-
der to increase the deposits which they collected with negative real interest rate. Exist-
ing banks were encouraged to open new branches and average fixed costs were tried 
to be pulled down through merging of the small banks. Many small banks that were 
founded in 1950s were closed down during 1960s.  
 
A total of 7 banks - 5 development banks and 2 commercial banks – were founded dur-
ing the planned period. Development banks founded in this period are T.C. Turizm 
Bankas  (1962), S nai Yat r m ve Kredi Bankas  (1963), Devlet Yat r m Bankas  (1964), 
Türkiye Maden Bankas  (1968) and Devlet Sanayi ve çi Yat r m Bankas  (1976); and 
commercial banks founded in the period are Amerikan-Türk D  Ticaret Bankas  (1964) 
and Arap-Türk Bankas  (1977). Principle decisions for establishment of development 
banks have been provided by development plans.  
 
S nai Yat r m ve Kredi Bankas  is a private sector development bank founded by six 
commercial banks. Medium and long-term loans required for this Bank’s foundation 
and its investments on fields assigned for private sector investments have been tar-
geted to be derived from private sector savings and its foreign capital participations.  
 
Devlet Yat r m Bankas  is a state-owned bank founded for the purpose of providing 
loans to state economic enterprises needed by these enterprises for their investments 
included to the plans. This Bank has disbursed loans for investment projects in energy, 
mining, transportation industries as well as in manufacturing industry; Bank’s name 
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was changed as Türkiye hracat Kredi Bankas  and its activity areas were redefined in 
1987.  
 
Devlet Sanayi ve çi Yat r m Bankas  is a development and investment bank founded 
for the purpose of using the savings of Turkish workers, particularly of those living and 
working abroad, for investment in prioritized areas. “Title of this Bank supporting the 
initiatives in Turkey of the Turkish compatriots working abroad by means of loans, par-
ticipations, providing technical support, and via publicly held joint-stock and incorpo-
rated companies with many shareholders, was changed as Türkiye Kalk nma Bankas  
in 1988.” (Artun (1983), p. 59). 
 
Amerikan-Türk D  Ticaret Bankas  (American-Turkish Foreign Trade Bank) and Arap 
Türk Bankas  (Arab-Turkish Bank) have been the first examples of opening out of the 
Turkish banking sector. Amerikan-Türk D  Ticaret Bankas  was founded by the partici-
pation of American and Italian investors for financing of foreign trade.8 This Bank has 
been the first bank founded directly by foreign capital in the Republic of Turkey. Arab-
Turkish Bank was founded as a bank with foreign participation by the participation of 
Libyan and Kuwaiti investors in order to draw increasing Arab capital to Turkey, benefit-
ing from European money markets and performing international banking (Akgüç 
(1989), p. 60-61). 
 
One of the main highlights of this period from the banking viewpoint is that a great por-
tion of the privately held Turkish commercial banks have become holding-banks. Mean-
ing the ownership of a significant majority of a bank by an industry or trade group with 
frequent examples worldwide, holding-banking was encouraged by the state in that pe-
riod with the motive of increasing private sector investments.  
 
Budget transfers, government borrowing and resources from private savings as well as 
the Central Bank loans in particular have been used for meeting medium and long-term 
financing needs of the investments in this period. Failure on the part of the economy to 
generate the resources through domestic savings as was needed for the drive of rapid 
industrialization has again emerged as one of the most significant problems, as in the 
previous periods. During the period of 1960 and 1980, “Turkish financial system did not 
have a structure that can promote savings and transfer them to the areas with priority 
for development. As a result of this fact, the function of providing resources and trans-
ferring these resources to the assigned areas for development has been assumed 
again by the public sector. Difficulties of the public sector to secure resources and to 
increase these resources have multiplied the dependence of the public sector on the 
Central Bank loans, which in turned meant inflationist resources because Central Bank 
loans rested largely on emission. A large monetary expansion was created and caused 
due to the use of Central Bank loans, especially those loans extended to public sector, 
for payments in the form of subsidies which generally do not lead to an increase in the 
supply of commodities and services in economy, and due to non-repayment of these 
loans. Such monetary expansion exceeding the supply of commodities and services in 
economy was the main drive behind the rise of inflation.” (Artun (1983), p. 68-69)  
 
The sum of medium-term loans provided by banks was aimed to be increased via a 
quite complicated encouragement system in this planned period. It was provided under 
this incentive system that: (starting from 1961) interest rates to be applied to medium-
term loans were determined as higher than other loans9; (starting from 1973) reserve 
requirement to be deposited to the Central Bank for deposits corresponding to the 
loans which the banks will disburse from their own resources for the priority sector in-

                         
8 Title of this Bank was changed as Türk D  Ticaret Bankas  (D bank) in 1970. 
9 Please see Artun (1983), p 86 for the application of interest refunds by the Central Bank in This Period. 
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vestments was accepted to be well below (generally zero percent) the rate that applies 
to other loans10; rediscount rates have been made different; banks were held obliged to 
disburse medium-term loans at a rate of 10 percent of their total deposits; and ar-
rangements have been made for encouraging banks to disburse loans to their subsidi-
aries having investments in priority sectors.  
 
At the base of the differentiated rediscount rates application, which was one of the 
methods used for ensuring that distribution of loans by sectors be in line with the de-
velopment plans, lied the authorization of the Central Bank to perform medium-term 
rediscount and advance transactions under the Central Bank Law No. 1211 that be-
came effective in 1971. According to Article 46 of this Law, the bills accepted by the 
Central Bank for rediscount purposes were to be mostly 5 years to their maturity. Me-
dium-term loan relations between the Central Bank and banks which thus started in 
1972 rose significantly in the next 5 year period until 1977.  
 
Obligation imposed on banks to disburse at least 10 percent of their total loans as me-
dium-term loans has in 1976 been increased to 20 percent for banks with resources 
more than 1 billion Turkish Lira. Banks, in order to achieve these rates, initially used 
resources they received from the Central Bank as medium-term rediscount loans. For 
encouraging banks to supply medium-term loans to the economy with the resources of 
their own creation, it has been adopted in 1976 that loans provided by using Central 
Bank’s resources would be disregarded in calculation of the said 20 percent ratio. Dis-
bursing medium-term loans continued to be economically profitable for banks after this 
regulation as well. Because reserve requirement for the deposits corresponding to 
these loans was low and interest rate for these loans was higher; and banks had in fact 
no problems in realizing this medium-term loan / total loans ratio. 
 
Although it is true that a rapid development and industrialization process was attained 
during the planned period, the use of inflation-stimulating means in financing of this 
drive for industrialization in this period and focusing of the industries thus created solely 
on the domestic consumption in a high-inflationist environment without considering ex-
ports, led to a significant foreign exchange bottleneck in 1970s. There has been a sig-
nificant increase in foreign loans as a result of convertible deposits application and 
similar other measures adopted for overcoming this bottleneck. Difficulty of making im-
ports due to the problems in balance of payments and foreign exchange shortage, and 
ensuing problems faced by the factories founded on import substitution strategy to pro-
cure imported inputs, causing them to work under capacity, led to the abandoning of 
this industrialization strategy in early 1980s and adoption of an export-oriented produc-
tion strategy instead. 
 
1.6. Period of Financial Liberalization and Opening (1980 and later) 
 
Stagnation that hit Turkish economy at the end of 1970s due to problems in balance of 
payments forced the country to adopt a new industrialization strategy which will make it 
possible for the industry to meet its foreign exchange needs too. Consequently, in 
1980, a development policy that targeted opening-up the economy and producing for 
exports, based on market economy, was adopted in place of an industrialization strat-
egy based on import substitution which solely produced for the domestic market.  
 
Flexible exchange rate and positive real interest rate policies have been started for the 
purpose of supporting this new strategy, restructuring the economy according to the 

                         
10 Another method resorted for securing medium term loans was the use of the reserve requirements de-
posited to the Central Bank as loans to the agricultural sector via Ziraat Bankasi (starting from 1961) and 
as direct allocations by the government via Devlet Yatirim Bankasi (State Investment Fund) (after 1974). 

(1980-2001)
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rules of free market economy, and raising the savings to a level required for a stable 
growth; and regulations have been put into effect and institutions were started to be 
formed for the liberalization and deepening of the financial markets. 
 
“Banks Law No. 3182 has been put into effect in 1985; international supervision and 
international banking standards have been introduced to the banking system; uniform 
chart of accounts was put into practice; balance sheets were started to be subjected to 
external audit; deposits insurance fund was founded, and a more realistic practice has 
been accepted regarding the provisions to be set aside for nonperforming loans. Inter-
bank market was established. All persons and entities resident in Turkey were allowed 
to hold foreign currencies and open foreign exchange deposit accounts. The Central 
Bank of Turkey started open market operations in 1987. Foreign exchange market was 
established in 1988. Foreign exchange transactions and capital movements became 
free in 1989. Convertibility of Turkish Lira was announced in 1990. Nonresidents were 
allowed to invest in domestic securities and to open TL and foreign exchange deposit 
accounts in Turkey. In 1990, the Central Bank presented its monetary program and 
started implementation of this program in 1990 in order to increase predictability and 
reduce uncertainties in financial markets. Electronic fund transfers became functional in 
1992” (Keskin (1993), p. 8.).  
 
Legal and institutional structure required for capital markets instruments has been es-
tablished via Capital Markets Law in 1982. Istanbul Stock Exchange started trading in 
1986.  
 
These regulations intended for making free market mechanism functional in economy 
and for liberalization of financial markets had crucial effects on banking system. Com-
petition in the banking sector increased depending on allowing new domestic/ foreign 
banks to enter to the banking industry and freeing of deposit/loan interest rates. In-
creased competition led to the rise of a banking activity which, unlike conventional de-
posit banking, offered varieties in terms of both resources and placements. In this pe-
riod, some of the banks’ funds were used in capital markets operations, purchase of 
government debt securities and Treasury bonds, and in foreign exchange transactions. 
Banks‘ customers were offered new products and services such as consumer loans, 
credit cards, foreign exchange deposit accounts, leasing, factoring, forfeiting, swap, 
forward, future, option, automatic teller machines, point of sales terminals; and produc-
tivity in the industry rose as a result of the use of computer systems and other techno-
logical novelties and significance placed on staff training.  
 
Funds raised from abroad, as was made possible by the liberalization move in foreign 
exchange transactions and in capital movements, have become an increasingly more 
important resource for banks in addition to the deposits. The ratio of total foreign ex-
change deposits to total deposits rose steeply during 1990s. Primary reason for this 
increase was the fact that “domestic currency was substituted by hard currencies” as a 
result of “constantly high-inflationist” environment. 
 
Small and medium size banks doing wholesale banking with a few branches rose in 
number while market shares of larger private banks declined as a result of free interest 
rate and flexible foreign exchange rate policies, encouragement of exports, freeing of 
imports, allowing the opening of new banks, establishment of interbank Turkish Lira 
and foreign exchange markets, and developments in computer and communication 
technologies introduced to Turkish banking sector in this period. Turkish banks started 
to open out by founding banks or opening branches abroad. Wholesale banks mainly 
concentrated on providing financing for foreign trade, and on leasing, factoring, forfeit-
ing, acting as intermediary for issue of securities, and short-term loan transactions, and 
helped the increase of financing from international financial markets. (Paras z (1994), 
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p. 125-127) Foreign banks were predominantly involved in wholesale banking activities. 
Hence, the share of foreign banks in deposit and loan markets remained low. 
 
As a result of high levels of public sector financing deficits in this period too, just like in 
previous periods, the spiral of “high interest rates, high inflation” marked the period es-
pecially after 1989. Covering increasingly higher budget deficits partly by financing from 
the Central Bank resources put pressure on inflation, while meeting a significant portion 
of this deficit through domestic borrowing resulted with increased demand of the public 
sector on financial resources. On the other hand, in spite of liberalization of capital 
movements, inflationist policies based on domestic demand increases exerted serious 
pressures on balance of payments, leading to further rises in real interest rates. Failure 
to implement right policies aimed at resolving macro imbalances deteriorated expecta-
tions and the uncertainty increased. The discipline lost in macro-economy had its impli-
cations on the activities and supervision of the financial sector too.   
 
Economic units increased the share of foreign exchange assets in their savings, while 
demand for TL denominated financial assets was only limited for very short maturity 
assets with high interest and return rates. This played a negative role in the balance 
sheet structure of banks, and their profitability performance fell, and strengthening in 
the shareholders’ equity was restricted. On the other hand, banks increased borrowing 
from abroad and enlarged their foreign exchange position deficits due to steeply rising 
TL funding costs also as a result of the pressure caused by increased borrowing needs 
of the public sector. Both interest rate and exchange rate risks increased considerably 
in the balance sheets.  
 
The year 1994 has primarily been the year of writing losses for the financial sector and 
banks as these risks were realized in that year. Tensions have escalated in the finan-
cial sector due to the irrationally persistent approach for pulling down the interest rates 
in an environment where expansionist policy was continued despite the rise in public 
deficits. Additional/new taxes levied on financial instruments and continued monetary 
expansion in spite of the signals from the markets led to the flight of both domestic and 
foreign investors from TL-denominated investments. Interest rates reached to record 
levels, and TL depreciated against foreign currencies, and financial system contracted. 
Consequently, total assets of the banking system fell to USD 51.6 billion from 68.6 bil-
lion, and its shareholders’ equity fell to USD 4.3 billion from USD 6.6 billion in 1994.  
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Crisis of confidence in financial sector and banking could be overcome at the expense 
of government insurance for saving deposits. Operation licenses of three banks were 
terminated meanwhile. International credit rating of Turkey was downgraded steeply. 
These developments inserted pressures on banks’ lending from abroad too. And once 
foreign resources were thus limited, entire demand for resources was concentrated on 
the domestic market. Turkey has even become a net foreign debt payer in this period. 
Consequently, interest rates have climbed even further.  
 
Economic rally after 1995 had positive effects on the growth of the banking system just 
like on the overall of the economy. High real interest rates increased the appetite for TL 
denominated investment instruments; and currency substitution slowed down but did 
not change direction. Previously closed foreign exchange positions were opened again 
and foreign borrowing started, though with higher costs. However, investors’ demand 
concentrated on very short term instruments. Taxes were levied on borrowing from 
abroad, and monetary and financial obligations on TL and foreign exchange borrowing 
were increased. These developments led to a rapid growth in repo and forward foreign 
exchange transactions. Demand and time deposits in banking sector substantially 
switched to overnight repos with very high interest rates. Open positions grew through 
non-cash loans. Resources partly headed to offshore banks in an attempt to avoid do-
mestic monetary and financial burdens,  
 
Public sector’s demand for resources grew further despite the lasting contraction in fi-
nancial markets. Financial markets continued to be disturbed by taking only temporary 
and short term measures to relieve the pressure on markets caused by this growth. 
Major applications adopted in 1996 for meeting the public sector’s increased borrowing 
needs without raising the interest rates further were mainly joint public account, infla-
tion-indexed borrowing, foreign exchange borrowing, unpaid non-quota imports without 
foreign exchange transfer, and use of express advances.  
 
Turkey has entered to 1997 with discussions on a new currency concept, on initiating 
the application of taxation of real persons’ income derived from securities through dec-
laration, and on balanced budget applications. Political tension was high. Government 
changed in the middle of the year. New government declared its priority as lowering the 
inflation and adopted budget discipline. Negotiations were made with the International 
Monetary Fund (IMF) for reaching to a favorable ground for striking a deal that would 
increase foreign borrowing. A calendar was prepared for the settlement of basic macro 
problems in a struggle to inspire confidence to the markets. In the meantime, prices of 
products of the state economic enterprises were radically hiked and indirect taxes were 
increased. Treasury Undersecretariat and Central Bank signed and implemented a pro-
tocol aimed to decrease uncertainty in markets. Treasury has announced its borrowing 
program, and budget targets were announced to the public, with the punctuation that 
no supplementary budget would be called for. Treasury Undersecretariat stopped its 
use of advances from the Central Bank. Hence, public sector’s demand for resources 
was back in the market. A short-lived increase in interest rates was followed by a rally 
to TL-denominated financial instruments resulting with a rapid drop in interest rates 
without any disturbance in the stability of the market after it was seen that Treasury 
program was maintained with determination which was translated as a drop in borrow-
ing needs of the public sector. Improvement in the expectations of domestic and for-
eign investors despite the crisis ignited in Asia and subsequently overwhelmed all fi-
nancial markets and despite the straining of political tensions in the Gulf led to in-
creases in foreign exchange reserves. Banks’ open positions grew in the meantime 
and repos started to turn back to deposits again as a result of fall in short-term interest 
rates.  
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A “close monitoring agreement” was signed with IMF with effect from the second half of 
1998. The Agreement provided that fundamental macro problems would be resolved, 
and the regulations for supervision in financial sector would be increased, and the gov-
ernment bill on tax law would be passed from the Parliament. As a result of this, limita-
tions were introduced to banks’ forward transactions and short positions right after the 
Agreement. However, the limitation introduced on the forward foreign exchange trans-
actions of banks, in particular, was met by foreign investors with worries on grounds 
that it would upset the liquidity in the markets. Domestic banks started closing their 
open positions in order to abide by the new legal obligations. Lowering of short- term 
interest rates by the Central Bank in order to dampen the money created through for-
eign exchange and to contribute to lowering the inflation re-fuelled the demand for for-
eign currencies, though with lesser vigor. Amendment in tax law for taxation of reve-
nues from capital markets, provisional tax application and withholding tax imposed on 
interbank transactions right through the rate cut were perceived as very serious shocks 
by financial markets. At a time of capital outflow by foreign investors due to the crisis in 
Russia, domestic investors have also started to shift their preferences in the face of in-
creased risks. A period of upset supply-demand balance was started as a result of in-
troduction of these applications leading to contraction of the markets on the one hand, 
and announcements for early elections and indications that the government would as-
sume policies appealing to voters on the other hand. In this background of rapidly dete-
riorating expectations, change in preferences was reflected on the prices and interest 
rates rose sharply. This meant that financial system was again in an unstable and high-
risk environment after a short time.  
 
Economic activity was shrunk in 1999. This shrinking was caused mainly by factors 
such as capital flight starting from the second half of 1998 in relation with Russian cri-
sis, great Marmara earthquakes of Adapazar  and Düzce, early elections and change 
of the government. A series of improvements and regulations have been put into effect 
to deal with the economic problems by the new government that took office in June 
1999. 
 
Government bill providing amendments to Banking Law was passed from the Parlia-
ment in June and the bill providing amendments to tax laws was passed in August of 
the same year. Major amendments in Banking Law included the foundation of a bank-
ing supervision and regulation authority which had administrational and financial inde-
pendence and the extension of definition of the term “loan” so as to cover the subsidiar-
ies too, and narrowing of the indirect loans - shareholders’ equity relationship, and in-
troduction of audit on consolidated basis, and regulation of the risk management, and 
strengthening of the financial structure of troubled banks, and regulation of the means 
of intervention to the activities of these banks.  
 
Besides, decree for capital reserves was changed, and a consolidated approach was 
adopted and accepted in calculation of the capital adequacy and foreign exchange po-
sitions. All of these amendments aimed at convergence of Turkish banking sector with 
Basel Committee’s Recommendations, European Union directives, and other interna-
tional regulations.  
 
Major amendments introduced to the tax laws included three-year postponement of the 
radical tax reform known as New Era and changing of the definition of the income, rais-
ing the period of provisional tax application to six months from three months, reduction 
of the rate of provisional taxes to 20 percent from 25 percent, and increasing the with-
holding tax rate that applied to deposits and repos through changing of the content of 
the tax declaration.  
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Social Security Institutions Law was passed from the Parliament in August 1999. 
Amendment to the law raised the retirement age and re-regulated the premium system 
for the purpose of limiting the growth in the deficit of the social security institutions.  
 
A constitutional amendment made it possible to formulate a regulation allowing interna-
tional arbitration. Capital Markets Law was passed from the Parliament. Assessment of 
government securities over current exchange market prices was started. Management 
of five deposit banks (Egebank, Esbank, Ya arbank, Interbank and Yurtbank) was 
transferred to Saving Deposits Insurance Fund, while operation license of one invest-
ment and development bank (Birle ik Yat r m Bankas ) was abolished.  
 
All of these amendments and regulations acted as the substructure of the “Stand-by” 
Agreement signed between the Government and the International Monetary Fund on 
the final days of the year. As a matter of fact, new agreement set the above-referred 
regulations as preconditions, which aspect made this agreement different from the pre-
vious agreements.  
 
Hence, substantial steps with prospectively positive results in terms of solution of the 
structural problems of the economy were taken in 1999 despite a significant contraction 
of the economic activity and losses inflicted by the banking industry. A “Disinflation 
Program” was accepted in December 1999 which provided the above regulations as 
preconditions, and its efficient implementation was started from the beginning of 2000. 
The fact that many regulations accepted as the substructure of the program were 
passed from the Parliament in the second half of 1999, was a proof of the existence of 
political will and support for the program.  
 
Satisfaction of the preconditions of the program and its efficient implementation was 
welcomed by all economic units. Interest rates and inflation dropped, capital inflows 
from abroad gained speed, and domestic demand started to expand. As a result of 
these developments, foreign trade deficit and current accounts deficit grew.  
 
Delay, in general, in regulations of structural harmonization in the second half of the 
year (for instance; failure to pass the regulation for restructuring of state-owned banks 
on time and ensuing suspension of the financial sector harmonization loan to be made 
available by the World Bank), lower-than-expected drop in inflation, increasing the 
prices of public goods and services at the rate of the inflation, and failure to control the 
domestic demand despite the additional measures caused deterioration in economic 
outlook towards the end of the year, and banking sector had a serious shock in No-
vember 2000. Structure of the disinflation program encouraging the increase of foreign 
exchange risks, and banks’ increasing their liquidity risks in parallel with the receding 
inflation and interest rates,  and rise of loan risks in line with the increase in economic 
activity have caused banks to face serious problems during the volatility in November 
2000. 
 
Measures aimed to reinforce the banking sector continued in 2000 too. Current laws 
and regulations were converged further to international regulations and to European 
Union directives in particular, via the amendments to Banks Law. Regulations aimed at 
increasing the efficiency of audit of banks and receipt of the results of these audits, as 
well as regulations making it more difficult to found banks and open branches have 
been introduced and implemented.  
 
Provisions of the Banks Law disturbing the equality and fairness of competition be-
tween private banks and state-owned banks in favor of the latter were repealed. Defini-
tion of the loan was converged to European Union regulations. Large loan term was 
referred and defined for the first time, indirect loan relationship was regulated again, 
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and loan-shareholders’ equity relationship was narrowed. Provisions and rules making 
it mandatory to issue balance sheet on consolidated basis and to perform risk man-
agement found expression in the Law for the first time. Under these new regulations, 
audits were provided to be carried out over aggregates prepared on consolidated ba-
sis.  
 
The supervision authority was given more scope in the case of weakening of the finan-
cial structure of a bank, and decisions about the measures to be taken regarding the 
activities or for strengthening the financial structure of a bank were based on more ob-
jective criteria, and amendments were made for speeding up the decision-taking proc-
ess. Individual responsibility and liability of the shareholders, directors and managers 
were increased. For the first time, administrative punishment system was introduced, 
and judicial remedies were made heavier against actions contradicting with the laws 
and regulations. 
 
The Banking Regulation and Supervision Agency (“BRSA”) was established for taking 
and putting into practice the decisions regarding banks’ start of operations, monitoring 
of their activities, supervision of their activities, deciding on the results of their audit and 
supervision, and termination of the operation of a bank. Foundation of BRSA and Sav-
ing Deposits Insurance Fund (“SDIF”) was decided under Banks’ Law No. 4389 dated 
June 1999, and these two authorities officially started their operations in August 2000.  
 
Three more private commercial banks (Demirbank, Etibank and Bank Kapital) were 
transferred to SDIF in 2000. Operation licenses of one commercial bank (K br s Kredi 
Bankas ) and one development and investment bank (Park Yat r m Bankas ) were can-
celled. These developments raised the number of banks owned by SDIF to 11 as of the 
end of 2000.  
 
Problems underlying the fluctuations in November 2000 were further aggravated in 
2001. As a result of slowdown in structural regulations, persisting growth in current ac-
counts deficit fuelled by inability to repress domestic demand, and increased pressure 
on foreign exchange rates, a crisis broke out in Turkish economy in February 2001 
starting first from the financial system and then rapidly spreading to the real industry. 
 
Gross national product got smaller by 9.4 percent in real terms, and consumer price 
increases jumped to 69 percent from 39 percent. Foreign exchange rates and interest 
rates recorded sharp rises. With all its risks becoming true, banking sector’s total loss 
in 2001 reached to 77 percent of its total shareholders’ equity.  
 
“Program for transition to strong economy” was put into exercise following the crisis in 
April 2001, in order to eliminate structural problems in economy and to strengthen the 
financial structure of the financial system.   
 
1.7.       Restructuring Period (2002-2007) 
 
“Program for transition to strong economy”, which was put into practice in April 2001, 
was revised in the beginning of 2002 so as to cover the period 2002-2004. Program 
targeted increasing the resilience of the economy against external shocks, dropping the 
inflation, reducing the public sector’s debts, ensuring financial discipline, completion of 
financial reforms, and reinforcement of banking system. 
 
Due to its well-defined targets and realization, in general, of these targets through a 
disciplined application during 2002-2007 period allows us to name and study this pe-
riod under the name of “restructuring period” from the viewpoint of both economy and 
banking sector. 
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Substantial positive developments came about in both economy and banking system in 
this period due to the determined application of the fundamental principles of the pro-
gram during the period, also helped by the political stability and favorable conditions 
prevailing in the world economy.    
 
Economic performance improved in consideration with the fundamental macro indica-
tors. A stable and high rate of growth was achieved, and inflation rate dropped. Institu-
tional infrastructure for the fight with inflation was prepared to a wide extent; and an 
amendment to the Central Bank Law defined it in clear words that the Bank’s duty is 
price stability, and the Bank was delegated instrument independence, and a Monetary 
Policy Board was established.  
 
By attaining the budget discipline, a primary surplus at a rate of 5 percent of GNP 
(based on 1987 definition of GNP) was realized on average throughout the subject pe-
riod. Public borrowing interest rate dropped and its maturity became longer due to the 
increase in the inflow of foreign resources and the fall in risk premiums. Public sector’s 
pressure on financial assets receded significantly.  
 
Current accounts deficit stemming from the insufficiency of savings kept its high rate 
throughout the period. Insufficiency of savings in Turkish economy was mainly caused 
by public sector deficits before 2001, while the main reason behind the growth in it in 
the period between 2002 and 2007 was the drop in private sector net savings. Current 
accounts deficit expanded during the period because the drop in private sector net sav-
ings was larger than the improvement in public sector net savings.   
 
Banking system has gone through a significant restructuring process. Private banks 
strengthened their equity which they had lost significantly after 2001 Crisis. Banks fail-
ing to do this either merged with other banks or were transferred to SDIF.  
 
State-owned banks were restructured, and collected under a joint management. Duty 
losses of state-owned banks were settled against government debt securities, and fi-
nancial structures of these banks were strengthened. 
 
“Financial restructuring program” (“Istanbul Approach”) was adopted and applied for 
some of the bad loans of the banking sector.  
 
Understanding of the risk management in banks and understanding of the risk-based 
supervision of banks in public supervision authorities have developed. Public supervi-
sion and audit function has been made more autonomous. Laws and regulations re-
garding banks’ activities were renovated in 2005 and converged to the internationally-
recognized principles and applications significantly.  
 
Details of the experiences in economy and banking sector in 2002-2007 period named 
as restructuring period is provided in the relevant section herein.  
 
2.       Economic Developments in Recent Past and Their Effects on  
 Banking Sector  
 
2.1.  Economic Outlook During 1990s 
 
During 1980s, efforts have been made for preparation of regulations on foundation and 
operation of a market mechanism and developing the institutional structure, and taking 
decisions in line with market economy. Turkey, as a continuation of these efforts and 
just as it entered 1990s, made a substantial and fundamental change of policy that will 
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have a significant and lasting effect on its economic performance and its international 
relations: foreign exchange regime was further liberalized, and capital moves were lib-
eralized. But, despite having made this very significant change, Turkey failed to adopt 
decisions for elimination of macro-economic imbalances inherited from the past, and 
instead, put effect to applications that would further enlarge these imbalances and act 
as the basis of instability in its economy. As a result, single party era was finished, and 
coalition governments were back in the office.   
 
Economic performance was significantly deteriorated during the period of 1991-2001 
when international economic relations grew rapidly and got complicated. Economic 
growth showed an instable record; average growth was realized as 3.2 percent in real 
terms during this period after fluctuating within a wide range of 9 percent and minus 9 
percent. Public sector deficits rose sharply and were realized as 10 percent of GNP on 
average throughout the period. Average increase in consumer prices was 80 percent 
between 1990 and 2001. Public sector debt stock also rose firmly. Domestic debt stock 
to GNP ratio jumped to 68 percent, and external debt stock to GNP ratio to 79 percent 
as of 2001. Total debt stock of the public sector reached to 100 percent of GNP in the 
same year. External balance was impaired. Maturity of the both domestic and foreign 
resources got shorter. Foreign currency substitution increased.  
 
Public sector’s solidly growing financing deficit could be financed only at the expense of 
the financial strength and balance sheet structure of the banking system. Significant 
portion of the resources created by banks was used by the public sector in short terms 
and with high costs. Solely for the sake of postponing the results of the erosion of con-
fidence caused by the upset balances in banking system, deposits were given full in-
surance cover by a decree of the Council of Ministers without any legal ground or regu-
lation by the Parliament and without taking any due economic measures in the budget. 
More importantly, in a period of full insurance to deposits, new deposit banks were al-
lowed to be founded on the one hand, and efficiency in supervision of banks’ activities 
was loosened on the other; and decisions to act on the suggestions from the supervi-
sory authorities were always delayed due to political costs. This caused both environ-
ment of activity becoming more risky, and measures aimed to bring limitations to 
banks’ involvement in riskier activities could not be taken.  
 
Resources of state-owned banks were used predominantly for financing of budget defi-
cits, and asset quality, liquidity and profitability deteriorated as shown by their balance 
sheets. Similarly, a significant portion of resources of some private banks were allo-
cated to their shareholders without any regards to the risk and return principles. Banks’ 
asset quality deteriorated, liquidity dried, and profitability was neglected in the face of 
rapidly increasing credit risks, interest rate risks and foreign exchange risks, losses 
grew, shareholders’ equity eroded in real terms, and free shareholders’ equity turned to 
red. In sum, while macro-economic imbalances have become unsustainable, banking 
system also lost its vigor financially. Consequently, sensitivity and vulnerability of Turk-
ish economy and banking system against internal and external developments rose.  
 
There have been some feeble actions to reinforce the financial structure of banking 
system in the second half of 1990s. But these initiatives failed to go beyond being pa-
perwork of partial amendments to regulations, and radical measures could not be taken 
in banking sector due to rapid deterioration in public sector balances. Brokerage func-
tion was limited in banking system in this period. Loans to public sector took a major 
part in banking system’s balance sheet. More importantly, there were huge amount of 
duty losses in state-owned banks’ balance sheets. Total of the loans disbursed to pub-
lic sector and duty losses is a good indicator of the vehemence of the public sector’s 
pressure on total financial resources. At the end of 2000, for instance, sum of these two 
items was 53 percent of the total assets of state-owned banks.  
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Aside from the direct pressure of the public sector on banking system, government se-
curities also prevented the banking sector’s disbursement of loans to private sector. 
Loan market could not develop both in depth and in variety of its products. There were 
no bonds and bills issuance from the private sector in capital markets due to the attrac-
tion of lending to public sector with high interest rates (crowding-out) and due to tax 
concerns. 
 
Assets were also concentrated in short term just like the resources, due to the absence 
of a financial and macroeconomic environment to derive long term resources. This 
negative outlook had become very acute by 2000 due to the negative effect of high in-
flation on market mechanism and that of the high-risk environment on the balance 
sheet structure of banking sector. Meanwhile, the situation became as critical for bank-
ing sector too, due to the encouragement of banks to take risks under the “Disinflation 
Program” of 2000, which, disregarding the vulnerability of financial structure in financial 
sector, further deteriorated the relative financial structure in the banking system. Tar-
geting the lowering of inflation through an exchange rate regime setting the increase of 
exchange rates at fixed rates, the Disinflation Program, while encouraging taking of 
risks, failed to prove sufficient on fronts such as gaining efficiency to risk management 
and public supervision. 2001 crisis that erupted shortly after, caused realization of all 
risks in financial sector and created great damages in the banking industry. 
 
We believe that determination of the causes of the vulnerability and risks built in the 
economy and banking system during 1990s is of great significance for understanding 
the restructuring process started in the banking industry after 2001. Causes of this 
negative outlook in banking system in the beginning of 2000s can be divided into two 
main groups. One of these groups is economic factors and the other is factors stem-
ming from the management of the public sector.  
 
2.2.  Fundamental Economic Indicators During 1990s  
 
2.2.1.  Unstable Growth Trend  
 
Unstable growth has become a significant economic problem during 1990s. Average 
real growth in GNP during the period 1990-2001 has been 3.2 percent, which should 
be regarded as quite low. Worse still, the growth followed a highly fluctuating track be-
tween plus and minus 9 percent.  
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Instability in the GNP growth has been a major hurdle before the growth and deepening 
of the banking sector. This increased the uncertainties and the risk premium in econ-
omy and therefore played a negative role on receipt and application of long-term pro-
duction, investment, saving and consumption spending in a healthy and rational way.  
 
There have been three acute crises with highly serious and damaging outcomes in this 
period (1994, 1998-99 and 2001). Growth rate was in general above 5 percent in the 
years except the crisis years. This unsteady growth led to high exchange rate, interest 
rate and liquidity risks in particular in banking sector, also curbing the growth of loan 
supply. 
 
2.2.2.  Budget Deficit and Public Sector Borrowing Needs  
 
High rate of budget and public sector deficits was a major problem throughout 1990s. 
Public sector deficits also led to other problems like high real interest rates and crowd-
ing-out effect, or otherwise contributed to some existing problems becoming more ob-
stinate. 
 
The ratio of budget deficits to GNP was 7.4 percent, and total public sector deficit to 
GNP ratio was 10.2 percent on average terms during the period 1990-2001. Public sec-
tor deficits had in general kept an uptrend during the subject period save for some ex-
ceptions like the crisis years of 1994 and 1998, when relative improvements were seen 
due to seniorage revenues and high taxation. The ratio of consolidated budget deficit to 
GNP jumped to as high as 17.4 percent, and total public sector deficit to GNP ratio to 
16.5 percent in 2001.  
 
This unparalleled rise in public sector deficits in 2001 was also fuelled by sharp de-
valuation of Turkish Lira and sudden increase in interest rates as a result of the eco-
nomic shock in 2001, as well as settlement of Treasury’s debt to state-owned banks via 
government debt securities, and exchange of problematic assets of some banks liqui-
dated or transferred to SDIF, with government debt securities.   
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Most significant fallout of high public sector deficits on financial sector was the crowd-
ing-out. Government securities issued for financing the deficits of the public sector 
have taken major part in the balance sheets of the organizations in financial sector.  
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Another major negative effect on financial sector from the rising public sector borrowing 
requirement was its obstruction of the issue of financial borrowing instruments by the 
private sector. Big differences in taxation of public sector and private sector borrowing 
instruments in the favor of the public sector and the high returns and lower risks offered 
by the government debt securities made issuance of any fixed-income financial instru-
ments by the private sector impossible. 
 
2.2.3.  High Inflation  
 
High inflation was the most significant reflection of economic imbalances during 1990s. 
Average increase in consumer prices has been about 80 percent during the period of 
1990-1999. High rate of inflation for long years had negative effects on expectations, 
raising the risk premium. This situation prevented banking industry’s securing long term 
TL financial assets and hence creating long term assets. Most significant negative ef-
fect of high and chronic inflation was its deterrence of efficient operation of the market 
mechanism. This limited the demand for long term and TL denominated resources, and 
also restricted productive use of scarce TL resources. It also caused currency substitu-
tion to speed up.  
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On the other hand, rising risk premiums led to real interest rates sticking to high levels 
in general. This situation impaired banks’ capacity to increase the loan supply, and also 
posed difficulties for their securing resources from abroad. Resources received from 
abroad, where possible, were always short term and bore high interest rates.  
 
Another significant negative effect on banking industry caused by high inflation was the 
restriction of the growth of balance sheet on a sound and solid way. Eroding effect of 
inflationist process on financial assets restricted the supply of financial savings to the 
system despite high interest rates. Another negative result of the constant falls in the 
value of TL was the currency substitution becoming widespread. This subject will be 
considered in detail at the relevant chapter.  
 
One of the factors stirring the inflation was the use of short term advances from the 
Central Bank by Treasury Undersecretariat for the purpose of financing of the budget 
deficits. Authorization granted to the Treasury Undersecretariat to use advances at a 
rate of 10 percent of the total budget expenditures was used extensively during the first 
half of 1990s and partly in the second half.  
 
The Treasury used its advance capacity fully in the first quarter of 1994 just before the 
crisis in April, and a supplementary budget was drafted for using additional resources 
from the Central Bank. This approach not only triggered the crisis, but also increased 
its strength. The restrictions were introduced on advance uses of the Treasury after 
“1994 crisis” as negative effects of using advance were confirmed; and the last time 
advances were received from the   Central Bank was in 1997 and the total sum was 
repaid to the Bank within the same year.  
 
2.2.4.  Low Savings and Need For Foreign Resources 
 
Another significant economic problem during 1990s was the insufficiency of net sav-
ings. The source of savings deficit was the public sector during those years.  
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This gap was closed by capital moves except for the years of crisis, namely 1994, 1998 
and 2001. Capital moves have in general been with short term. Total current accounts 
balance gave a total deficit at a sum of USD 30.1 billion in 1990-2001 period. Short 
term capital use and portfolio investments corresponded to USD 29.8 billion in total, 
which was used in financing of 99 percent of the deficit in current accounts balance.  
 
2.2.5.  High Real Interest Rates and Currency Substitution  
 
Three fundamental economic problems (high inflation, unstable growth and public sec-
tor deficit) discussed above in the preceding sections have in general had negative ef-
fects on expectations in economy. Fuelled by these problems, both risks in the econ-
omy and the risk perception of economic units increased. Due to inflation expectations 
and risk premium interest rates rose and currency substitution gained pace conse-
quently. Real interest rates calculated as the difference between the actual consumer 
prices inflation and the interest rates of the government debt securities have been at 
around 15 percent during the period 1990-2001 on average. Real interest rates fell un-
der zero only in 1990 and 2000 during this 12-years period. The years of maximum real 
interest rates were the two years succeeding “1994 crisis”, i.e. 1995 and 1996. Real 
interest rates rose to as high as 30 percent in these two years.  
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   * Calculations were based on actual CPI changes and the interest rates of the government debt securities.  
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High real interest rates restricted the growth of banking sector and prevented diversifi-
cation of the financial investment instruments. Taxation differences between the gov-
ernment debt securities and investment instruments, in particular, prevented the in-
crease in the variety of other fixed-income financial instruments. Risk management 
could not be established efficiently as the banking sector gave its weight to the financ-
ing of the public sector. High real interest rate payments pulled up the profitability on a 
temporary basis, and dependence on the revenues from government debt securities 
rose, and structural problems and weaknesses in the financial structure were ne-
glected. 
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There was a high level of currency substitution during 1990s as a reflection of the in-
crease in risk perception of economic units. Although currency substitution reversed in 
some years, it has gone up in the general of the period.  

 
Accordingly, the share of foreign exchange assets in the total balance sheet rose to 
about 50 percent in the aftermath of “1994 crisis” from just above 20 percent in 1990. 
Currency substitution which dropped, though slightly, in 2000 as TL got appreciated 
under the “Disinflation Program” rose again after 2001 crisis and climbed up to 60 per-
cent.  
 
Increase in the share of foreign exchange items in the balance sheet of the banking 
sector made the management of foreign exchange risks difficult and lowered the effi-
ciency of monetary policy; more importantly, this incident restricted the intermediary 
function of banks. A significant portion of the existing foreign exchange risks in the 
economy found their reflection in banks’ balance sheets in 1990-2001 period, playing a 
negative role in deterioration of the sector’s balance sheet quality.  
 
2.3.  Management Problems  
 
Another group of problems that had a negative effect on banking sector was the mana-
gerial problems. The term management refers here both to the approach in laws and 
regulations, implementations and supervision as applied by the public authority on the 
banking sector and to the banks’ own management approaches.  
 
These problems can be listed as the highness of the intermediary (brokerage) costs, 
anticompetitive elements and factors in laws and regulations, duty loss applications 
negatively affecting the state-owned banks, inefficient supervision, loans extended to 
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banks’ shareholders, and inadequacy of risk management systems in banks. Addition-
ally, the financing needs for the high levels of public sector deficits, weakening risk-
equity relationship arising as a by product of this financing need, not being delicate in 
granting of banking licenses, granting banking licenses to unqualified persons, entities 
and organizations, failure to increase supervisory efficiency to prevent moral hazards 
that may arise as a result of the full insurance cover provided for deposits, failure to 
take the required actions for banks with weakening financial structure, and shifting a 
portion of the budget financing on the shoulders of the state-owned banks at the ex-
pense of deterioration of the financial structures of these banks can also be listed 
among the fundamental problems.  
 
2.3.1.  Intermediary Costs  
 
Basic function of the financial sector is to act as intermediary between the parties sup-
plying and demanding financial funds. Besides, as an addition to this basic function, the 
financial sector also provides services such as operation of payment system, risk man-
agement, custody, cash transfer, checks, and invoice payments.  
 
Taxes imposed on the intermediary functions and services of the financial sector are 
finally reflected on those using the financial services, and they distort competition by 
increasing the costs of this intermediary function. For example, taxes imposed on loan 
transactions and reflected on persons requesting the loan increase the cost of loans 
and reduce the total demand for loan, thereby leading to wrong and baseless produc-
tion, consumption and investment decisions. Competitive power of the corporate cus-
tomers using the loans for production and investment purposes is affected adversely 
compared with their competitors doing similar work abroad. Besides, unfair competition 
is caused between banks having their operations in Turkey and banks operating 
abroad without being subject to these charges in favor of the latter, leading to the flow 
of loan demand to abroad.  
 
In Turkey, there are many official and public burdens on the services provided by the 
financial system before and during the restructuring period. These burdens have be-
come relatively less in the post-2002 period when a restructuring process has been en-
countered in the industry. Favorable domestic and international conditions, strength-
ened capital structure of the sector, strong capacity to use foreign recourses as well as 
reduction of the intermediary costs have contributed to the relatively high growth in loan 
supply and fortified intermediary function in the period of 2002-2007.   
 
Some of the abolished and/or diminished financial burdens causing the increased in-
termediary costs are: stamp tax on loan transactions and activities with foreign ex-
change earnings was repealed; private transaction tax levied on opening of time de-
posit accounts was repealed; withholding tax received from the deposit interests for the 
support of defense industry was repealed; the resource utilization support fund premi-
ums received from commercial and corporate loans was pulled down to 0 percent from 
3 percent, and the tax on exchange transactions was pulled down to 0 percent. 
 
2.3.2.  Factors Distorting the Competition  
 
Burdens imposed on intermediary transactions in a country act as factors distorting the 
competition between the banks inside and outside that country. However, there have 
also been other applications and regulations distorting the competition in the financial 
sector in 1990s. 
 
One of the leading competition-distorting applications was the unlimited insurance on 
saving deposits. The full insurance for deposits was the strongest measure taken in 
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1994 in order to prevent the problems surrounding the banking sector at that time from 
turning into a systemic crisis. However, full insurance cover for deposits has become 
an application which is a significant source of adverse selection and moral hazards in 
the second half of 1990s, finally leading to heavier damage to the banking sector in 
2001, also together with some other factors such as the inability to take the decisions 
of supervision and competition from other banks newly entering to the system, and 
highly-risky economic environment and public sector borrowing needs. 
 
Implementation of the full insurance on deposits led to a more careless attitude during 
the assumption of risks. Moreover, some banks’ application of much higher interest 
rates than the market average caused an irrational competition between banks. Insur-
ance for deposits was subsequently limited with TL 50 million (TL 50,000) in 2004.  
 
Amendments in 2005 to the Execution and Bankruptcy Law, which stood as another 
competition-distorting factor, relatively eased the process of banks’ collection of their 
receivables and thus prevented the delays in the execution proceedings regarding the 
debtors with bad intentions.  
 
The Communiqué of Public Treasurer’s Office issued in August 2008 obliged all public 
administrations with special budgets, revolving funds, funds, municipalities, special 
provincial administrations, social insurance organizations, institutions receiving funds 
from the budget, agencies, boards, upper boards, supreme boards and organizations 
founded by special law, state economic enterprises, and subsidiary partnerships, con-
cerns and enterprises of all listed above to deposit all of their financial resources under 
their budgets and savings in accounts to be opened at the Central Bank of Turkey or at 
state-owned banks. This has been a significant factor that disrupted the competition 
between the state-owned banks and other banks in favor of state-owned banks. 
 
One factor ruining the competition to the disadvantage of state-owned banks was state-
owned banks’ specific subjection to supervision of the Turkish Grand National Assem-
bly, the High Audit Council and the State Audit Council in addition to other audit 
mechanisms as applicable to banks under Banking Law No. 5411.  
 
2.3.3.  Duty Loss Practice 
 
This practice was the financial aids provided for encouraging the products and services 
of the banking sector under the budget law or other pertinent laws. Relevant regula-
tions and stipulations put it that the Treasury Undersecretariat would finally compen-
sate the duty loss sums to be first financed by the state-owned banks. State-owned 
banks’ receivables from the Treasury grew rapidly as their losses born due to their dis-
bursements of resources under their cost were not paid to these banks on time. It was 
like these banks were entrusted the task of making loss, but these loses were not com-
pensated at all. Sum of duty losses increased dramatically during 1990s, reaching to 
almost half of the balance sheet of the state-owned banks as of 2000. Share of other 
assets item consisted primarily of duty losses in total assets of the state-owned banks 
hit as high as 48 percent in 2000, before receding back to 9 percent thanks to meas-
ures taken in 2001 for compensation of duty losses. 
 
Duty losses included the practices of providing loans and subsidies to the sectors such 
as farmers and craftsmen generally in the fields of agriculture, real estate and small-
scale trade. This prevented the loan market for farmers and craftsmen from gaining a 
competitive character for private banks.  
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Another negative effect of the duty loss practice which led to the contraction of liquidity 
of banking sector was that state-owned banks had to collect deposits and also borrow 
from the interbank market with high interest rates in order to fund their own duty losses.  
 
On the other hand, use of this practice as a way of financing the public sector deficits 
without allocating adequate resources in the budget for this item caused public sector 
deficits and the debt stock to appear lower than their actual levels. This was an ob-
struction before the formation of stability policies. The duty loss practice which caused 
many negative effects was terminated within the framework of the restructuring pro-
gram adopted after 2001 crisis.  
 
2.3.4.  Underdevelopment of Risk Management  
 
Financial structure of the banking sector was weakened, risks increased, asset quality 
deteriorated and shareholders’ equity was left small and inadequate throughout 1990s 
due to the above-listed economic reasons. Moral hazards and wrong pricing and pref-
erences stemming from deposit insurance, duty losses and other competition-distorting 
practices, and the highness of intermediary costs aggravated the problem.  
 
Two significant functions that should determine and resolve these problems are the su-
pervision to be assumed by the public sector and the risk management systems to be 
adopted by the banking industry. Risk management was not given due importance 
throughout 1990s while public supervision and audit activity also failed to be of ade-
quately efficient. Therefore, the risks hidden in the balance sheet of the banking sector 
were to a great extent realized in “2001 Crisis” leading to crucial financial structure 
problems in the sector.  
 
Details of this damage and the restructuring program in banking sector were provided 
under Chapter 2.6.     
 
2.3.5.  Effects of General Problems on Banking Sector  
 
Economic and managerial problems felt with increasingly heavier effects during 1990s 
found their negative reflections on the activity of banking sector too. Demand for finan-
cial assets remained low throughout this period. Financial institutions and markets were 
unable to grow due in particular to the chronic inflationist pressures. In addition to fi-
nancial markets thus staying small, crowding out effect of the public sector on the funds 
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issuable and utilizable also made the development and increase in variety of financial 
instruments impossible save for stocks and government debt securities. As a result of 
economic units’ avoiding to make long term contracts, both resources and assets of the 
banking system stayed on short term. This in turn stood as an additional obstruction 
before extension of the maturities.  
 
Demand for TL financial assets remained limited despite their high real interest returns. 
Foreign exchange demand rose and currency substitution gained speed due to high 
inflation, unstable growth and increased uncertainties. What’s worse, there has been 
flow of funds to outside the financial system. Negative effects caused by the economic 
environment bore the conclusion of banks having their activity in a highly risky envi-
ronment. This situation led to profits from the loan transactions to stay at insufficient 
levels. Insufficiency of the profits from loan transactions did not support and encourage 
the increase in shareholders’ equity. That’s why increase in loans remained limited, 
while the share of government debt securities within the balance sheet of the banking 
sector increased due to the demand of the public sector for funds. Banking sector failed 
to perform its financial intermediary functions duly and fully. Another factor rendering 
this performance hard was the tax burdens. Intermediary costs increased due to high 
and many taxes. Banking sector concentrated on providing funds to the public sector 
instead of private sector.  
  
Nonperforming loans increased, provisions set aside for the nonperforming loans 
proved insufficient, and asset quality deteriorated. Besides, banking sector had to carry 
fundamental banking risks such as exchange rate risks fuelled by the economic poli-
cies (which in general put pressures on foreign exchange rates), maturity risks allevi-
ated by too short term resources, and liquidity risks of the state-owned banks arising 
out of mainly duty loss practices. 
 
Regulations and practices - duty loss practice in particular - which distorted the compe-
tition conditions in general and the implementation of full insurance on deposits starting 
from 1994 have led to unfair competition in the banking industry and caused resource-
allocation decisions to be formulated on significantly wrong basis. This harmed the 
reputation of the banking sector, led to capital outflow from the financial system, and 
gave impetus to currency substitution process.  
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Aside from the domestic developments discussed above, financial system was signifi-
cantly affected by developments abroad as well. International standards gained more 
significance as a result of the ownership by small investors getting more widespread 
and the growth in corporate investors’ resources as fuelled by the worldwide develop-
ment of information and communication technologies during 1990s, acceleration of the 
integration of financial markets, and increased public float rates of publicly held com-
panies. Developing countries including Turkey made efforts for regulating/formulating 
their infrastructural elements such as institutional structure of their financial markets, 
their laws and regulations, and their accounting principles in line with the internationally 
recognized and generally accepted principles. Besides, audit and supervision of finan-
cial institutions on a consolidated basis and in accordance with universally accepted 
standards became more important with the financial institutions becoming international 
and more complex in nature and their ownership structure increasing in variety. 

 
International developments in general had positive effects on Turkish banking sector. 
Acceleration in capital inflows to developing countries in particular, channeling of the 
capital inflows to private sector through money and capital markets, development of 
technological infrastructure, increase in the educational level of the labor force em-
ployed in the sector and improvement of the relations with financial institutions abroad 
can be referred as significant achievements.  
 
Improved risk management techniques, new banking products, efforts for ensuring 
compliance with the changing international standards were prevented by economic in-
stability and deteriorated competition conditions. The shortages in this area could be 
closed with great costs during the restructuring period.  
 
2.4.  Disinflation Program and the Crisis: 2000-2001 
 
A “Disinflation Program” was implemented in Turkey starting from the year 2000 within 
the framework of a “stand-by” agreement of Turkey signed with IMF as of the end of 
1999. This program and the subsequent crisis in February 2001 make it necessary to 
deal with the 2000-2001 period under a separate chapter. This period is important for 
understanding the restructuring period of 2002-2007. 
 
Significant regulations have been put into force before signing of “stand by” agreement 
at the end of 1999, as a precondition for signature of this agreement. Accordingly, a 
Governmental bill, bringing amendments to the Banking Law, was passed from the 
Parliament in June 1999. Major amendments to Banking Law were the establishment 
of a supervision authority which had administrational and financial independence, the 
extension of the definition of loan so as to cover the subsidiaries too, the narrowing of 
the indirect loan-shareholders’ equity relationship, the introduction of supervision on 
consolidated basis, the regulation of the risk management, the reinforcement of finan-
cial structure of the banks having problems, and the regulation of the methods of inter-
vention to the activities of banks having problems. Meanwhile, decree for capital re-
serves was changed and the consolidated-basis approach was adopted in calculation 
of capital adequacy and foreign exchange positions. These amendments significantly 
converged Turkish banking laws and regulations to Basel Committee Recommenda-
tions, European Union Directives and international regulations.  
 
This program, which had a three-year implementation period, targeted to decrease the 
inflation rate under 10 percent. To this end, a calendar was set for both administrational 
and legal regulations aimed at attaining the fiscal discipline and reducing the public 
sector deficits. Part of these regulations has been completed before the announcement 
of program. Radical regulations regarding the controlling and diminishing the deficits in 
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social insurance, agriculture, and state-owned enterprises which were the main drivers 
behind the growth in public deficits have been indexed to an action plan.  
 
By setting forth the targets of giving primary surplus as well as using privatization reve-
nues in debt repayments, the program intended to reduce public sector’s debts. Pro-
gram also provided to reduce the real interest rates to agreeable levels and transfer the 
greater part of the created resources to private sector. Value of TL against major hard 
currencies was announced on an annual basis and it has been undertaken that the loss 
in the value of TL would be at the rate of the targeted inflation. A maximum limit was 
assigned for net domestic assets, and a minimum limit was assigned for net reserves. 
It was declared that the Turkish Central Bank would not resort to sterilization and the 
termination date of the program was also fixed.  
 
Three basic factors provided by the “disinflation program” which started to be imple-
mented starting from the beginning of 2000, following the above-referred preliminary 
works, can be summed as:  
 
i)  Attaining primary surplus through disciplined public finance, realizing structural 

reforms and acceleration of privatization, 
ii)  Application of an exchange rate and monetary policy with a focus to decreasing 

inflation, 
iii)  Application of a national revenues policy coherent with the inflation target.  
 
 
i) Disciplined public finance: It was targeted by the budget that a primary surplus at a 
rate of 5 percent of the national income would be attained in 2000. Following the de-
duction of the earthquake expenditures, it was planned that this sum would recede to 
2.2 percent of the national income. In attaining these figures, the budget required 
measures to be taken for both increasing tax revenues and decreasing expenditures.  
 
ii) Exchange rate and monetary policy focusing on the decrease of inflation: Ba-
sic meaning of this article is determination and announcement of the foreign exchange 
rates beforehand and implementation of a monetary policy that will ensure the increase 
in exchange rates at this level. For this purpose, the increase in the foreign exchange 
basket consisted of 1 US dollar + 0.77 Euro was calculated at a rate just under the ex-
pected inflation. This policy aimed at preventing the deep-rooted inflationist expecta-
tions and the accustomed practice in the society of determining the price increases not 
according to the expected inflation but according to the actual inflation.  
 
Besides, this foreign exchange policy also aimed that such calculation would pull the 
inflation down directly through its effects on the prices of the commodities being traded 
as the “trading” item had 55 percent share in price index calculation. Weakest point of 
this foreign exchange policy was its determination of foreign exchange rates by means 
of a mechanism outside the market, and thereby its distortion of the relative price struc-
ture.  
 
iii) Adoption of a national revenues policy coherent with inflation target: National 
revenues policy of the program covers measures to be taken for the purpose of calcu-
lation of the increases in prices such as labor wages and rents that had a major effect 
on the economy according to the expected inflation and not over the past inflation rate. 
In that sense, national revenues policy of the program aimed mainly outright eradica-
tion of the calculation of price increases based on the past inflation rate. 
 
Program had been a failure and ended with a serious economic crisis triggered in the 
financial sector and then overwhelmed all other sectors after 14 months of its starting 
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point. Basic macroeconomic factor causing the failure of the program is its predetermi-
nation of foreign exchange rates and pressurizing them for this purpose in a period of 
uncontrolled growth in domestic demand. This pressure led to the rise in the current 
accounts deficit.  
 
Basic factors of the disinflation program encouraged further increases in foreign ex-
change and liquidity risks while the previously referred financial and administrational 
weaknesses in the financial sector could not be resolved. Existence of a wide-scale 
deposit insurance prompted increases in moral hazards and adverse pricing and wrong 
credit applications.  
 
Moreover, structural regulations could not either be completed on time. For example, 
the World Bank’s financial sector harmonization loan was suspended because the law 
for restructuring of state-owned banks could not be passed from the Parliament. Prob-
lems caused by delays in enforcing the regulations provided by the program started to 
come out more solidly starting from the third quarter of the year. 
 
As a result of these factors, first November 2000 volatility and then February 2001 Cri-
sis hit the markets. Economy shrank by 9.4 percent on real terms in 2001, while the 
unemployment rate jumped to 8.5 percent in 2001 from 6.3 percent at the end of 2000. 
Annual rise in consumer prices climbed to 69 percent from 39 percent a year ago, and 
the ratio of public sector deficits to GNP rose to 16.5 percent from 11.9 percent. Many 
banks were transferred to SDIF, or closed, under and as a part of the banking sector 
restructuring program adopted in the period following the 2001 Crisis.  
 
Damages in the financial structure of the banking sector incurred in this period led to a 
comprehensive restructuring in the sector. 
   
2.5.  Stability and Restructuring Period: 2002-2007   
 
2.5.1.  Economic Developments: Program for Transition to Strong Economy  
 
Following the economic crisis in February 2001, Turkey has made a substantial change 
in its economic policies by announcing a “program for transition to strong economy” 
(“Program”) in May 2001. Main components of the Program were determined as fol-
lows: 
 
i) Implementation of a monetary policy that will ensure price stability in addition to an 

efficient fight with inflation, 
ii) Implementation of a disciplined finance policy, 
iii) Strengthening of the financial structure of financial sector; mainly the banking sec-

tor, 
iv) Realizing the basic structural regulations that will ensure efficiency, flexibility and 

transparency in all economic units. 
 
A great part of the targets provided under the Program were realized by contribution of 
the political stability and also positive developments in international markets, and a 
rapid and stable growth process was encountered in economy between the period of 
2002-2007. 
 
i) Disinflation: One of the main instruments used by the Program for reaching its tar-
get in the fight with inflation was to adopt floating exchange regime. Economic policies 
implemented during 1990s have provided a commitment for a certain foreign exchange 
rate explicitly or implicitly. This phenomenon restricted the Central Bank’s endeavors to 
fight with inflation also due to the effect of high levels of public sector deficits. There-
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fore, the change in the foreign exchange policy enabled the Central Bank to determine 
its main aim as the price stability and establish its monetary policy within the framework 
of this target.  
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The most significant change in order to increase the Program’s reliability in the eyes of 
the public in terms of fight with inflation was to give the Central Bank a more autono-
mous status and ensure its instrumental independence. The Central Bank Law was 
amended for this purpose which included the insertion to the Law a statement saying 
clearly that the main purpose of the Bank was to ensure price stability, thereby creating 
a strong commitment in this area. Furthermore, a Monetary Policy Committee was es-
tablished in order to serve to the purpose of gaining prestige to the monetary policy 
adopted after granting a more autonomous structure to the Central Bank. 
 
As a result of these policies, annual increase in consumer prices dived to 30 percent at 
the end of 2002 from above 70 percent during the period of 1990-2001 on average. In-
flation rate continued to fall in the succeeding years too and became 9 percent in 2004 
and followed the band of 8-10 percent throughout 2004-2007.  
 
Main factors in this success in the fight with inflation were definition of the main objec-
tive of the Central Bank as fighting with inflation, adoption of floating exchange rate re-
gime, implicit inflation targeting policy followed during the initial years of the Program, 
attaining of the financial discipline, and appreciation in Turkish lira caused by rapid cap-
ital inflows into Turkey depending on favorable developments in international markets 
during the implementation period of the Program. 
 
ii) Disciplined public finance policy: A policy targeting a primary surplus at the rate 
of 5.5 percent of the national income (this was raised to 6.5 percent in line with the 
positive developments in public finance after 2001) by way of reducing non-interest ex-
penditures in the field of public finance in real terms and increasing the tax revenues 
has been pursued during the period. 
 
Economy posted a stable and high-rate growth during the period in general. Financial 
system grew rapidly depending on the successful implementation of the fight with infla-
tion, increasing capital inflows and increasing TL demand.  
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Decreases in the ratio of public sector debt stock to GNP, owing to the strengthening of 
the financial structure of the financial institutions as a result of restructuring of the fi-
nancial system and owing to the maintenance of the disciplined public finance policy, 
led in turn to falls in real interest rates. The share of interest expenditures within the 
general budget expenditures recorded a steady decline as also contributed by stable 
economic growth. 
 
The ratio of public sector deficits to GNP receded to 0.1 percent in 2007 from 12.6 per-
cent in 2002. The ratio of public sector debt stock to GNP fell to 41 percent from 89 
percent. Similarly, ratio of domestic debt stock to GNP fell to 30 percent from 55 per-
cent, and ratio of public sector external debt stock to GNP fell to 11 percent from 34 
percent. Ratio of public sector domestic debt stock to broad money demand (broad 
money supply M2Y + repos + funds + demand by nonbank sectors for government debt 
securities) fell to 55 percent from 84 percent. 
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Interest rates fell while maturities extended in public borrowing due to improvement in 
risk perception and expectations of economic actors. This decreased the interest rate 
burden. Interest rate (annual, average, composite, net) in government debt securities  
fell to 17 percent in 2007 from 65 percent in 2002, while average maturity of these 
bonds was also extended to 999 days from 276 days as of the same period.  
 
Decrease in public sector deficit, reduction of the ratio of public sector debt stock to 
GNP and diminishing of the interest rate burden were led by the discipline attained in 
public finance, decrease in inflation, rapid growth of economy, demand for TL, and 
capital inflows. Adherence to primary surplus target at a rate of 6 percent of GNP on 
average, and the fall in inflation, reduced the risk perception of economic actors and 
helped interest rates decline steeply.  
 
iii) Structural regulations for attaining efficiency, flexibility and transparency: 
Regulations aimed at ensuring efficiency, flexibility and transparency in all economic 
units have been categorized under four main areas. These areas are: 
 
- Restructuring of the financial sector, 
- Increasing transparency in public sector and reinforcement of the public financing, 
- Enhancing the competition and efficiency in economy, and  
- Reinforcing social solidarity.  
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Foremost component of the structural regulations was restructuring of the financial sec-
tor. A comprehensive restructuring was made in the financial sector, and mainly in 
banking sector.  
 
This restructuring process, which will be treated in more details in Chapter 2.6. below, 
has been successfully implemented in various areas such as public supervision and 
audit of the financial sector, financial institutions’ own internal audit and risk control 
processes, reinforcement of the financial structure of financial institutions through en-
hancing the equity and asset quality in the general of the sector, renewal of the organi-
zation of the state-owned banks, settlement of the duty losses, increase in the supervi-
sion of the risks of the Treasury Undersecretariat and the banks through debt ex-
change (exchange of the exchange rate and maturity risks). Besides, a Financial Re-
structuring Program (“Istanbul Approach”) has been implemented as an extension/ con-
tinuation of the financial sector’s restructuring process. 
 
iv) Steady and high-rate growth: Liquidity surplus in international financial markets, 
robust global economic growth, political stability owing to single-party government, in-
creased efforts of membership in and harmonization with the European Union, and im-
plementation of the basic principles of the economic program decisively have all con-
tributed to the improved performance in macroeconomic variables, and in financial and 
balance sheet structure of the banking sector during the period of 2002-2007.  
 
According to the table of gross domestic product (GDP) figures issued and published 
by the Turkish Statistics Agency (based on the method of calculation adopted in 1998), 
GDP rose to USD 659 billion from USD 229 billion and per capita income rose to USD 
9,333 from USD 3,296 during the subject period. Hence, average growth rate has been 
6.8 percent with fixed prices in the period of 2002-2007.  
 
This high-rate and stable economic growth was considerably contributed by factors 
such as favorable international conjuncture, improvement of borrowing possibilities 
globally, success in the fight with inflation, maintenance of discipline in public finance, 
improvement in the financial structure of the financial sector, and growth of the loans 
made available for allocation to private sector depending on the decrease in the de-
mand of the public sector from the financial markets.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

20 
 
 
 
          * These figures are according to 1998-based GDP data. 
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2.5.2.  Growth in Savings Deficit  
 
Despite the referred positive developments in the economy, current accounts balance 
gave increasingly higher deficits during the period. Basic reason for this increase in 
current accounts deficit was the rapid change of the surplus in private sector savings 
balance into negative.  
 
As a matter of fact, public sector savings deficit dropped to 2.2 percent of GNP in 2007 
from 12.5 percent of GNP in 2002. So, improvement in public sector savings deficit has 
reached to about 10 percent of GNP between 2002 and 2007. On the other hand, there 
was deterioration in private sector savings balance during the same period. Private 
sector savings balance which gave a surplus at the rate of 9.9 percent of GNP in 2002 
turned to generate a deficit at a rate of 4.9 percent of GNP in 2007. This puts the dete-
rioration in private sector savings balance as 15 percent approximately.  
 
Private sector saving balance’s turning to negative was mainly fuelled by the fixed capi-
tal investments and the fall in household savings ratio during 2003-2006 period in par-
ticular. Consequently, ratio of private sector savings to GNP which was 25 percent in 
2005 fell to as low as 10 percent in 2006, before making a slight recovery to 14 percent 
in 2007.  
 
Ratio of fixed capital investments of the private sector to GNP posted a steady increase 
during the period 2003-2007 and rose to 17 percent in 2007 from 13 percent at the 
start of the period.  
 
The period between 2002 and 2007 has in general been marked with a positive macro-
economic performance, maintained stability, improved risk perception of economic ac-
tors, and a strengthened financial structure of the financial system. 
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A robust economic growth led by private sector was enjoyed during this period, and 
there has been an increase in relations and integration of private sector organizations 
with international organizations. Acceleration of privatization and efforts for member-
ship to and harmonization with European Union prompted increased capital inflows and 
increased share of direct investments within the capital movements.  
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Foreign trade volume and foreign trade deficit grew. Ratio of foreign trade volume to 
GDP rose to 42 percent in 2007 from 38 percent in 2002. Foreign trade deficit, on the 
other hand, also jumped to USD 63 billion from USD 16 billion, and its ratio to GDP in-
creased by 2.6 percentage points to 9.6 percent. Annual net capital inflows climbed to 
USD 50.4 billion in 2007 from USD 1.1 billion in 2002. This increased capital inflow 
made it possible to finance the foreign trade deficit which was the main driver of the 
current accounts deficit. Increase in capital inflows stemmed from both increase in port-
folio investments and increase in direct investments. There was a notable increase in 
borrowing from abroad by the private sector in this period. 
 
Both corporate loans and individual loans rose steeply within loans provided by the 
banking sector. Growth in individual loans market, whose market volume is yet very 
small, was more striking in comparison with the growth in corporate loans market. On 
the other hand, increase in energy prices and its further deteriorating effect on current 
accounts balance, and upward trend in non-interest expenditures starting from 2006 
have been the major risks topping the list of risks becoming accentuated towards the 
end of the subject period.  
 
2.6.  Restructuring in Banking System  
 
2.6.1.  Reorganization of Banking Supervision Authority, Strengthening of the 

Financial Structure of Banks  
 
Restructuring process in the Turkish banking sector had been started with the “disinfla-
tion program” which was put into implementation at the end of 1999, and an extensive 
“banking sector restructuring program” was announced in 2001. The initial efforts had 
appeared to harmonize the current domestic regulations with international standards 
and applications. The extensive amendments were made in the Banks Law. The su-
pervision and regulation duties and authorities, which were previously shared jointly by 
the Treasury Undersecretariat and the Central Bank, were passed to the newly estab-
lished Banking Regulation and Supervision Agency (BRSA).  
 
 
 
 

Capital Flows (USD million) and GNP Growth (percentage)

Growth Capital flows (right axis)

1999 2000 2001 2003 2005 2007

10

6

2

-2

-6

-10
2002 2004 2006

54,000

44,000

34,000

24,000

14,000

4,000

-6,000

-16,000



The Banks Association of Turkey

44

Cost of Restructuring of Banking Sector (USD billion) 
 

Resources transferred to state-owned banks  21.9
   - Debt incurred for duty losses  19.2
   - Cash capital support  2.5
   - Non-cash capital support  0.2
Resources transferred for banks owned by SDIF  22.5
    - Resources transferred from public sector  17.3
    - Deposits by SDIF revenues and transferred resources  5.2
Resources transferred from private sector  7.9
    - Resources transferred from private sector banks  2.7
    - Resources transferred from SDIF-owned banks  5.2
Total  47.2

      Source: BRSA, October 2003. 
 
The banking sector restructuring process stood on the pillars of: (i) Settlement of the 
financial problems of banks owned by SDIF within the shortest possible time, (ii) Re-
structuring of state-owned banks in financial and operational terms, (iii) Ensuring that 
the private banks negatively affected from the past crises gain a healthy structure, (iv) 
Financial restructuring program, and (v) Realization of legal and corporate regulations that 
will increase the supervision in banking sector, and give a more efficient and competitive 
structure to the sector.  
 
i) Settlement of the financial problems of SDIF-owned banks: First pillar of the re-
structuring was to seek solutions for banks having problems in their financial structure. 
Five such problematic banks in the Turkish banking system were transferred to SDIF at 
the end of 1999, and banking licenses of two development and investment banks were 
cancelled. The Treasury Undersecretariat issued special series of bonds, the Central 
Bank advances were used, and resources were transferred from SDIF for reinforcing 
the financial structures, restructuring and transfer of the obligations of 20 banks trans-
ferred to SDIF in the period of 1996-2003. Banking licenses of a total of 8 banks were 
cancelled and such banks were dissolved during the same period. Sum of the re-
sources transferred to banks owned by SDIF, including the debt principal repayments 
and interest payments made for and in the account of them, rose to a total of USD 28.2 
billion (TL 40 quadrillion) as of the end of July 2003. Birle ik Fon Bankas  A. . (United 
Fund Bank), which is structured as a transition bank, is a bank currently owned by 
SDIF. 
 
ii) Restructuring of state-owned banks: Second pillar of the restructuring process 
was restructuring of state-owned banks financially and operationally. A substantial sum 
of resources from public was needed to be allocated for strengthening the financial 
structure of state-owned banks which was deteriorated extensively because of non-
payment of the duty losses of these banks, the use of their resources inefficiently due 
to political interventions, and the managerial weaknesses in these banks. Within this 
framework a total of USD 21.9 billion (TL 28.7 quadrillion) was transferred to state-
owned banks as of the end of 2001 which included both settlement of the duty losses 
reaching 50 percent of their balance sheet totals as of the end of 2000 and cash capital 
support, Emlak Bankas  A. . was transferred to and merged with T.C. Ziraat Bankas  
A. ., the activities and initiatives were given speed for operational restructuring of 
state-owned banks which were reinforced through mergers between each other and 
which were intended to be privatized in the end.  
 
iii) Reinforcement of the capital of private banks: In addition to the negative effects 
of the crisis, the problems of private banks were further deepened due to provisioning 
for non-performing loans and the abrupt limiting in the loan supplies to the market by 
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the state-owned banks during the process of their restructuring and meeting the capital 
adequacy requirements. Therefore, at the third stage of restructuring of the banking 
sector, a program was adopted for reinforcement of the equity capital of private banks 
which provided that a three-party audit should be made before extending capital sup-
port to and reinforce the equity capital of private banks whose asset quality was dete-
riorated and equity capital rapidly melted down. With the domestic debt exchange car-
ried out under the Program in June 2001, foreign exchange positions of private banks 
were closed to a large part, and their interest rate and exchange rate risks were dimin-
ished. The audit performed by BRSA on the banks’ financial statements for the year 
2001 was based on the rules of inflation accounting, as different from previous periods. 
The capital requirements of the banking sector remained at a limited level due to posi-
tive approaches in cash capital increases, re-regulation of provisions for nonperforming 
loans, and assessment of market risks in considering the sector reports prepared after 
the audits. One bank was transferred to SDIF due to the inadequacy of its capital as 
judged at the end of the Program. The cost of restructuring of banking sector to the pri-
vate sector was USD 7.9 billion in total, out of which USD 5.2 billion was spent by SDIF 
and USD 2.7 billion by the private banks for reinforcing their equity capital. Besides, 
regulations were adopted for establishing mechanisms that would accelerate the solu-
tion of bad assets. 
 
iv) Financial Restructuring Program (“Istanbul Approach”): The crisis in the econ-
omy in 2001 gave rise also to an environment of uncertainty for non-bank sectors. The 
most of the companies in real sector reduced their activities and investments, and 
many of the companies were faced with insolvency problems. A program for restructur-
ing the companies’ debt to the financial sector came to the agenda. The ratio of non-
performing loans of the banking system (before provisioning) to total loans had risen to 
29.5 percent at the end of 2001, but this figure dropped to 18.5 percent at the end of 
2002 with the increase in the banks’ provisions set aside for bad loans in line with the 
amendments to the regulations about capital reserves. The “financial restructuring pro-
gram” known also as “Istanbul Approach”, was put into implementation in June 2002 for 
a period of three years.  
 
1. Legal regulations for establishing the legal ground for Istanbul Approach: 
 
The Law No. 4743 for Restructuring of Debts Owed to Financial Sector and for Amend-
ing Some Laws (“Law”) took effect by being published in the Official Gazette No. 24657 
on 31 January 2002. The Law regulates the Financial Restructuring Framework 
Agreements (“Framework Agreement”) prepared under Istanbul Approach. Content as 
well as the parties to sign the Framework Agreements were mentioned in Articles 1 and 
2 of the Law, while tax exemptions and incentive certificates were regulated and dealt 
with in Article 3.  
 
The Law did not have any compulsory stipulations for the banks, private financial insti-
tutions, other financial organizations and the creditors to sign the Framework Agree-
ments, setting them free on whether to sign any Framework Agreement or not.  
 
General conditions for the ratification, acceptance and implementation of the Frame-
work Agreements was laid down by the Regulation about General Conditions for Ratifi-
cation, Acceptance and Implementation of Financial Framework Agreements prepared 
by BRSA and published in the Official Gazette No. 24723 on 11 April 2002 in accor-
dance with and in reliance upon Article 2 of the Law.  
 
Subsequently, “Financial Restructuring Frame Agreement” (Framework Agreement) 
prepared by the Banks Association of Turkey based on Article 2 of the Law was signed 
by the creditor companies and gained effect upon its ratification by BRSA. BRSA was 
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consulted for exchange of views during all phases of preparation of the Framework 
Agreement. Besides, Framework Agreement was discussed in detail at the meetings 
held between the World Bank officials and the Restructuring Work Group of the Banks 
Association of Turkey.  
 
2. Basic provisions of the Framework Agreement:  
 
The purpose of the Framework Agreement was identified as to make it possible for the 
producer companies - which are in financial distress and which could continue their ac-
tivities only if they are restructured - to work in a productive way, to increase employ-
ment and capacity utilization in the general of the economy by way of creating working 
environment for other companies which are suppliers or buyers of the referred compa-
nies as a result of their expanding commercial activities, to provide order, health and 
transparency to the balance sheets of the companies both in real sector and in financial 
sector through performing these regulations, and thereby to increase tax collections. 
   
The Framework Agreement included the criteria to apply to the selection of debtor 
companies to be restructured. Accordingly, the companies:  
 
- having at least 100 payroll employees,  
- having total annual exports in excess of USD 15 million,  
- having a total annual turnover in excess of TL 25 trillion, and  
- having at least TL 15 trillion asset size in their audited balance sheets  
 
as of 31.12.2000 were defined and termed as “Large Size Companies”, whereas com-
panies not satisfying these criteria were defined and termed as “Small and Medium 
Size Enterprises” (SME) in the context of the loans disbursed before the effective date 
of the Law No. 4743.   

 
In order to ensure the account settlement and reconciliation process provided by the 
Framework Agreement, an organizational structure was established comprising Coor-
dination Secretariat, Arbitration Panel, Consortium of Creditor Companies and a 
Leader Bank.  
 
3. Other regulations realized under Istanbul Approach: 
 
Following regulations have been introduced under the Law No. 4743: 
 
- The Law gave authorization to the state-owned banks, whose status would normally 
not permit them to sign Framework Agreements, and to the banks which have been 
transferred to and now owned by the SDIF, and to the SDIF itself, to agree the post-
ponement of maturity of their receivables from the subject companies and thus enter 
into and execute a Framework Agreement. 
 
- The Law offers tax advantages and incentives to the parties signing the Framework 
Agreement and to the restructured companies. As a part thereof, all documents, nego-
tiable instruments, agreements, and proceedings regarding the guarantees and collat-
erals received have been exempted from all taxes, duties, charges and compulsory 
payments to official funds.  
 
- Difficulties that may be engendered by the priority and privilege of receivables of pub-
lic sector were resolved and removed.  
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- It was made possible to postpone the sanctions until the end of the Protocol, as may 
become applicable in the case of shortages in export commitments of companies 
stemming from the loans used by companies included to the restructuring program. 
 
First sentence of first paragraph of Article 766/A of Turkish Civil Code No. 743 was 
amended as follows: 
 
"It is possible to file and establish mortgage on real properties in order to secure the 
cash and non-cash foreign exchange loans made available by the credit organizations 
having their operations inside and outside the country."  
 
Regulation on capital reserves was also amended within the framework of Istanbul Ap-
proach via the Regulation About Amendment of Article 9 of the Regulation About Gen-
eral Conditions of Ratification, Acceptance and Implementation of Financial Restructur-
ing of BRSA dated 13 June 2002. Accordingly, it was stipulated that the loans which 
were included to the financial restructuring process and for which a financial restructur-
ing agreement was signed with their holders as these loans gained the status of bad 
loan as of the date of such restructuring under the provisions of “the Regulation About 
Principles and Procedures on Determination of Qualities of the Loans and Other Re-
ceivables Which Need to be Provisioned, and Nature of the Provisions for Such Loans 
and Receivables” (Regulation on Capital Reserves) could be re-categorized through a 
new assessment on their characterization in accordance with the provisions of Article 4 
of the Regulation on Capital Reserves, providing, however, that: 
 
- Repayment of 6 percent of the total sum of receivables under the agreement in the 
case of loans for which a new repayment plan has been made, and repayment of 10 
percent of the additional loan in the case of loans restructured by disbursing additional 
loans to their debtors, and continuing to monitor the progress of loans in their own 
category for six months, providing that the subject agreement stipulates no grace pe-
riod for the interests of the loan, or 
 
- Payment of interests for 3 succeeding interest periods in the case of loans whose re-
payment plan stipulates the payment of interests in equal installments. 
 
Sums disbursed as additional loans were exempted from provisioning obligations 
throughout the monitoring period for the re-categorization of a loan, as referred to 
above.  
 
It was agreed that the above referred rate of 6 percent would be raised to 12 percent, 
and the condition of 3-period-payment would apply as 12-period-payments in concern 
with the loans disbursed to the same risk group as the bank. 
 
It was also agreed that, on condition that the referred conditions are complied with, the 
restructured loans would be transferred to the account of “Renewed Loans Connected 
to Redemption/Repayment Plan”, and further to that, the loans included to the restruc-
turing program should be notified to the Agency.  
 
4. Works carried out by Banks Association of Turkey following the signing of the 

Framework Agreement: 
 
After the signing of the Framework Agreement, a report was prepared about the work-
ing principles and procedures of the Arbitration Panel in order to set up the organiza-
tional structure provided by the Agreement, and election of the members for the Arbi-
tration Panel was made in the meeting of the Board of Directors of the Banks Associa-
tion of Turkey on 17 June 2002.  
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Application and Commitment Letter to be signed by the debtor companies was pre-
pared by the Association and sent to the parties to sign the Framework Agreement.  
 
An agreement was reached with Türkiye S nai Kalk nma Bankas  A.  for this bank to 
act as Coordination Secretariat.  
 
A total of 331 companies, comprised of 219 big companies (35 groups) and 112 SMEs, 
were included to the Financial Restructuring Program. Of these companies, the Re-
structuring Agreement was signed with 221 big companies (30 groups) and 101 SMEs, 
making up a total of 322 companies. Total sum of the restructured loans reached USD 
6.02 billion. 
 
2.6.2.  Legal Regulations  
 
Reinforcement of the structure for banking supervision:  One of the main objec-
tives of the restructuring in the banking system has been to enact the legal and institu-
tional regulations for improvement of supervision and audit systems, changing the risk-
taking and risk-management processes and methods and enhancement of the corpo-
rate infrastructure. Reforms started in 1999 were based on foundation of an independ-
ent supervision and audit system for banks.  
 
Regulations introduced by the Banking Regulation and Supervision Agency, which was 
founded in 2000, considerably converged the banking law and regulations with interna-
tional regulations, recommendations and particularly with EU directives. International 
regulations were considered in adopting the regulations which aimed to increase the 
transparency of balance sheets of banks, ensure compliance with international ac-
counting standards, and strengthen the financial structure of banks, as well as charac-
terize the management structure and define the risks.  
 
Within the framework of these regulations, the consolidated shareholders’ equity term 
to be used in calculation of loan limits and standard ratios was defined in line with the 
definition of the shareholders’ equity in EU regulations, and it was adopted that a stan-
dard chart of accounts should be used in preparation of the financial tables and state-
ments for the system. 
 
Concentration of banks’ resources on certain groups was tried to be prevented via the 
regulations which provided that all direct and indirect loans should be taken into con-
sideration together in calculation of the loans to be allocated to a certain group in order 
to eliminate the concentration of risks in banks’ loans. For this purpose, banks were 
requested to adapt themselves, gradually until the end of 2006, to the new regulations 
regarding the sums exceeding the threshold. The participation of banks to non-financial 
institutions was restricted with 15 percent of the shareholders’ equity, and total sum of 
the entire participations was restricted with 60 percent; and banks were given a transi-
tion period until 2009 for conforming to this stipulation. 
 
Besides, an obligation was introduced on banks to calculate their foreign exchange po-
sitions on a consolidated basis too, in order to allow monitoring of their foreign ex-
change positions efficiently. Under the new regulation introduced for capital reserves, it 
was adopted that loan receivables be classified under five separate categories accord-
ing to their repayability, securitization and collateral characteristics. (Comprehensive 
information on banking sector restructuring program and its results is provided by the 
Development Reports prepared and published by BRSA at www.bddk.org.tr) 
 
The Banks Law No. 4389 ruled that the Savings Deposit Insurance Fund, which had 
been established in 1983, to be represented by the Banking Regulation and Supervi-
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sion Agency. On the other hand, it was ruled by the Law No. 5020 dated 12.12.2003 
Amending the Banks Law and Some Other Laws that decision making organ of the 
SDIF was the Fund’s Board, and that the Chairman of Fund’s Board was in charge of 
SDIF’s general management and representation as well as the decisions taken by the 
Fund’s Board. 
 
Case Study: T. mar Bankas  T.A.  
 
The case of T. mar Bankas  T.A. . was revealed about two years after BRSA’s imple-
mentation of banking sector restructuring program in 2001 in order to alleviate the 
problems of the banking sector that had become acute with the crisis of the same year.  
 
Banking license of T. mar Bankas  T.A. . was cancelled and the Bank was trans-
ferred to SDIF at a time when the first positive results were being received from the 
Program’s implementation (July 2003). This transfer of the Bank revealed an organ-
ized corruption with a colossal magnitude that was unheard before in the banking sec-
tor.  
 
It was understood by the examinations carried out on Bank’s records that Bank’s data 
processing system was managed in an organized way together with Merkez Yat r m ve 
Ticaret A. . for the purpose of misleading the public authorities, and the Bank’s actual 
transactions were not recorded for this purpose, and the owners and former managers 
of the Bank concealed the real sum of Bank’s deposits from the public authority and 
embezzled the difference between the actual sum and the sum shown in the records, 
and they made unauthorized short-selling of Government Debt Securities, they gave 
misleading information to the public authority, they resorted to transactions for evasion 
of their due tax payments, and they performed deeds and actions which were to the 
disadvantage and loss of Bank’s customers and the public.  
 
It was established that all of these deeds and actions were carried out in contradiction 
of BRSA’s instructions in a continuous and organized way. A look into the nature of the 
entire transactions designed and carried out at the Bank and at Merkez Yat r m ve Ti-
caret A. ., performing data processing system of the Bank, in an organized fashion 
showed a series of applications that did not abide by banking applications and estab-
lished principles and practices of the banking profession which were also illegal and 
corrupt. 
 
It was understood within this framework that following actions: 
 
- Bank’s data processing system was carried out by Merkez Yat r m ve Ticaret A. . in 

such fashion to allow the performance of organized transactions which are of a cha-
racter to mislead public authorities, 

- Actual transactions of the Bank were not recorded through this instrument, 
- Short-selling of Government Debt Securities, 
- Group’s assets were disposed of through share transfers, 
- Monetary transactions were carried out without recording, 
- Transactions aimed at tax-evasion were performed systematically and as a natural 

part of the daily works, and 
- Deeds and actions were assumed at the loss of the public and the Bank’s customers 
 
were performed together and systematically, and it was impossible to identify these ac-
tions from the information and documents provided directly to BRSA. Following the due 
investigations and supervisory activities, an injunction order was awarded from the 
courts, and enforced, for a total of 490 real and legal persons including the controlling 
shareholders, former managers, former employees, and their spouses and children. 
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These incidents prompted BRSA to review the existing methods employed for supervi-
sion and audit of banks and to consider adopting new actions about how to device a 
more efficient system to this end. 
 
The case of mar Bankas  proved that: 

 
- The most significant phase of the regulations and audits is the phase of granting of 

the banking license, a fact which was known very well before too.  
- Since depositors tend to forget about acting with caution in the face of continued full 

deposit guarantee applications, it was revealed once again that full deposit guaran-
tee application should be a short-term and temporary method to be practiced only 
in extraordinary conditions. 

- It was seen that corruption may occur in the entire world, and even in the most de-
veloped economies, and in all financial institutions including the strong ones as op-
erational risk factor; that weaknesses in internal control system establish a favorable 
atmosphere for corruptions; and that data processing systems, despite the many 
benefits they offer, also pose a significant operational risk source.  

 
This case showed BRSA regarding the supervision and audit of banks that:  
 
- It was seen that there may be transactions requiring the authorities to work like a 

financial detective, and therefore, it was concluded that these events should be 
revealed through cooperating with other authorities and institutions more effi-
ciently as may be required. 

- Significance of efficient supervision of banks’ data processing systems was once 
again revealed for the health of the system, and the fact that data processing sys-
tems were intensely used for performing illegal transactions (in the subject case) 
showed that this area should be well cared for. 

- It was understood that gaps and blanks in the laws and regulations regarding out-
sourcing of banks’ data processing system services and the content of such sys-
tems should be filled at once. 

- It was seen that regulation and supervision frame of banking sector should be fur-
ther strengthened. 

 
It was understood once again that all and any measures and amendments needed to 
eliminate the corruptions that may be faced in banks as well as steps for increasing the 
international competition power of the banking sector should be continued to be taken 
decisively. In this context: 

 
- It was concluded that information on banks and other financial institutions should be 

shared and exchanged more efficiently and quickly between the relevant institutions 
and organizations.  

- It was understood that more efficient mechanisms to increase information exchange 
and cooperation should be founded between the regulatory and supervisory au-
thorities in regards with organizations involved in capital markets. 

 
Risk management and Basel II: Comprehensive works have been made on the subject 
of managerial dimensions and technical capabilities of risk management applications for 
banks in the period following 2001. With the transition from traditional supervision ap-
proach to risk-oriented supervision approach in the banking sector, supervision of mar-
kets also gained significance in addition to regulations-based supervision. Accounting 
standards, reporting and applications for public disclosures have been made far more 
effective for the purpose of easier monitoring and assessment of banks’ activities by the 
investors and the general public. Regulations have been introduced on risk manage-
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ment under Banking Law, which are consistent with international developments and ap-
plications. Major steps were taken by banks for founding modern risk management sys-
tems within the frame of these regulations.  
 
Basel Committee on Banking Supervision (BCBS), consisted of representatives from 
central banks and bank supervision authorities and bodies of the developed countries 
and organized as a part of Bank for International Settlements (BIS), published the New 
Basel Capital Accord (Basel-II) in June 2004 which brought radical changes and 
amendments to Basel Capital Accord (Basel-I) published in 1998 on the subject of 
measurement and assessment of banks’ capital adequacies.  
 
In line with international developments Turkey had started works in 2002 for incorporat-
ing the infrastructural elements of Basel-II (risk management systems, corporate gov-
ernance systems, accounting, information systems, etc.) to the Turkish banking sys-
tem. 
 
Basel-II Working Committee was established at the Banks Association of Turkey by the 
participation of BRSA officials and top managers of various banks in March 2003 and 
was charged with risk management for the purpose of instruction of banking system 
about Basel-II, expression of the banking system’s opinions about the subject regula-
tions, and formation of a joint strategy. This Committee had some works under various 
headings for transition to Basel-II. Subsequently, Basel-II Coordination Committee was 
established by participation of the officials of BRSA, Treasury Undersecretariat, the 
Central Bank, the Capital Markets Board, the Banks Association of Turkey, and some 
individual banks for the purpose of creating an efficient discussion platform in the proc-
ess of preparations for Basel-II and making works on various technical subjects for 
Basel-II.  
 
One of the major works of Basel-II Guidance Committee was to prepare the “Road Map 
for Transition to Basel-II” as an efficient planning of the process of transition to Basel-II 
through receiving the opinions of and in consultation with the banks. This report was 
announced to public by BRSA in May 2005.  
 
Quantitative Impact Studies (QIS) were realized on global level for the purpose of as-
sessing the effects of provisions, introduced during the process of preparation of Basel-
II by the Basel Committee, on banks’ capital adequacies and to ensure that required 
amendments are made accordingly.  
 
Within this framework, Basel Committee’s third Quantitative Impact Study (QIS-3) was 
participated by six banks with a high share in the Turkish banking system. Benefitting 
from the experience of QIS-3, a domestic quantitative impact analysis study (QIS-TR) 
was performed in July 2003 with participation of 23 banks making up 95 percent of 
Turkish banking sector in terms of asset size. That was followed by QIS-TR2 study 
which was performed based on the data of September 2006 period with the participa-
tion of 31 banks representing approximately 97 percent of the sector’s total assets. 
QIS-TR2 was performed during October 2006-June 2007 period.  
 
Works are underway by BRSA under a program for Basel-II to be implemented to 
banks operating in Turkey, while regulatory harmonization process for Basel-II continue 
in many countries. One of the fundamental changes brought about by Basel-II was met 
through the amendment made to the “Regulation About Measurement and Assessment 
of Banks’ Capital Adequacy” under the harmonization works for Basel-II, and opera-
tional risk item has been added to capital adequacy calculations as of June 2007. 
Hence, the calculation of capital adequacy in Turkey has become partly in harmony 
with EU Directives on Basel-II.  
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Impact of Operational Risk on Capital Adequacy * 
 

                                        Capital Adequacy Standard Ratio (percent) 
 Excepting  

operational risk 
Including  

operational risk 
 

Difference 
    
Deposit banks  20.4 17.8 2.6 
   State-owned banks 25.9 20.8 5.1 
   Private banks  19.2 17.2 2.0 
   Foreign banks 17.5 15.6 1.8 
Development and investment b. 77.2 66.4      10.8 
Total  22.4 19.5 2.9 

      * Calculated by the  Banks Association of Turkey based on September 2007 balance sheets. 
 
The impact on capital adequacy standard ratio from the inclusion of operational risk to 
capital adequacy calculations was found as 2.9 percentage points according to the cal-
culation based on September 2007 balance sheets. This impact was 2.6 percentage 
points for deposit banks and 10.8 percentage points for development and investment 
banks. 
 
On the other hand, the implementation of the Basel II for rating-based calculation of the 
credit risks for the basis of measurement of banks’ capital adequacies as planned un-
der the road map for transition to Basel-II was postponed to a later date than 2009. 
 
2.6.3. Economic Approach to Restructuring  
 
Developments in the world and Turkish economies put it very clearly that strength and 
health of national economies and markets are very significant for the stability of the 
country and the world economy. A strong financial system requires the existence of 
strong financial institutions. Therefore, improvement of the financial structure of banks 
and their restructuring becomes much more crucial.  
 
The purpose of reform in the banking system in Turkey is the restructuring of all banks 
in the system according to the internationally-recognized standards, supervision of their 
activities efficiently, and making these banks attractive for the investors through 
strengthening of their balance sheets. It becomes extremely important in reaching this 
target that this process should be reinforced through the state-owned banks also going 
public, and that reforms and supervision should be extended so as to reach also to 
nonbank sectors simultaneously.  
 
Satisfaction of the capital adequacy requirements within a short time and without caus-
ing a contraction was not unforced. As a matter of fact, developments in the recent past 
have confirmed this fact. Attempts of the banking sector to reduce its risks in a setting 
where it is not possible to increase its capital may lead to further negative effects when 
economic conditions are also taken into consideration.  
 
Therefore, it is important that regulations and implementation should be performed 
without causing a systemic risk and problems for organizations that have no troubles. 
Serious problems were encountered at the outset. Unfortunately, the crisis could not be 
managed well and the impact of the crisis on the banking sector could be limited to a 
certain extent. Moreover, the preparation of a comprehensive solution package for the 
settlement of the problems of troubled banks was taken a long time. This inflicted a se-
rious cost to the economy.  
 
Accepting the receivables of banks taken over by SDIF as receivables of the govern-
ment had negative impact on banks’ attitude for loans. This regulation, which was en-

(percentage)
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acted despite the objections of the sector and which is proven to be hard to implement, 
has also had its effects on restructuring of the debt.  
 
Provisioning for non-performing loans and the abrupt limiting in the loan supplies to the 
market by the state-owned banks during the process of their restructuring and meeting 
the capital adequacy requirements caused further deterioration in the other banks. 
Early warnings were expressed, in this regard, for realization of the restructuring activ-
ity at the economy-wide and it should be realized in consideration with the needs of the 
economy.  
 
The problem of operation of banks with a low profitability for a long time was disre-
garded despite many times of its expression in many occasions. On the contrary, 
banks were tried to be used directly or indirectly in financing of the budget in addition to 
the contribution from their economic activities. Additional tax burden on banks such as 
net asset tax, capital income tax, and wealth tax, had negatively affected the financial 
structure of the system as a whole. 
 
The regulation provided major discrepancies between state-owned banks, foreign 
banks, listed private banks, and non-listed private banks from the viewpoint of the prin-
ciples of the balance sheet and the methods of disclosure. This caused that the desired 
transparency could be achieved only for a certain group of banks. Furthermore, appli-
cation of different methods for state  banks than other banks and the difference in bal-
ance sheet disclosure of state  banks due to such different methods led to the emer-
gence of serious doubts about the financial sector in the domestic and foreign investors 
having invested in the banking sector.  
 
Application of highly different reform processes to the other sectors of the economy 
while the reform in the banking sector was about to be completed made the whole sys-
tem vulnerable. Requests for a rapid completion of the reform process in banking sec-
tor, while the public sector and real sector were yet at the beginning of it, had led to the 
closure of the loan market. This lock-up in the banking sector and contraction of the 
loan supply caused further difficulties for the real sector, leading delays for the econ-
omy to start growing as it prevented the financing of the industry needed  for getting to 
a sustainable growth path.  
 
It is believed that giving a well-designed harmonization and transition period with pre-
determined rules for the financial and real sectors of the economy in Turkey aimed at 
solution of the problems in these sectors, and making the reforms in all fields in coher-
ence and in a way that supports one another, would create a more favorable environ-
ment for the restructuring of the economy, resumption and maintenance of the growth 
while navigating in the process of transition to low-inflation. 
 
A well-defined and easy-to-understand restructuring process in banking and in econ-
omy is of utmost importance. A clear indicator of this for the banking sector has been to 
witness that abolition of full insurance cover for deposits, which was still effective at the 
end of the restructuring period, created no worries in the system. Such indicators on 
the part of macroeconomic point of view can be listed as low inflation, an environment 
of stable growth, creation of a market economy functioning in coherence with EU Co-
penhagen criteria, and the existence of financial institutions that can compete in such a 
stetting.  
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Plan for Rehabilitation and Restructuring of Banking System  
In Market Conditions  

 
Main elements of banking system restructuring from the perspective of international 
applications include the improvement of regulation and supervision system, changing 
the risk-taking and management process and method, recognition and reduction of the 
bad assets, strengthening of the capital, elimination of political intervention to banking 
system, and good corporate governance.  
 
There are two basic approaches in rehabilitation and/or restructuring of banks. First 
approach argues for increasing the shareholders’ equity in time in order to improve and 
enhance banks’ financial structures, and hence works for creation of an economic envi-
ronment that will ensure the increase in profits which is the most efficient way to 
achieve this objective. Second approach, which is a short-term approach, calls for in-
creasing the shareholders’ equity forthwith. Naturally, both of these approaches have 
their own good and bad sides, depending on the prevailing conditions.  
 
From the methodology point of view to rehabilitation and/or restructuring of banks, 
there are numerous methods that can be applied depending on the conditions of banks 
and banking system. Mostly and commonly used methods for the rehabilitation of 
banks are strengthening of the capital, increasing the quality of management, rein-
forcement of the banks’ ownership and shareholding structure, improvement of the 
competitive structure, and conditional provision and supply of liquidity support to banks. 
Restructuring methods, on the other hand, are offering public sector support, transfer of 
the bank under public sector’s management, merger, split-up, downsizing, restructuring 
of receivables, and privatization. There have been other applications such as offering 
insurance cover for deposits, providing government support, and holding out additional 
liquidity window, which were also occasionally used in the case of high systemic risks 
in the banking system.  
 

Restructuring Plan  
 

Financial measures / instruments (short-term support to banking sector) 
 

 Provision of liquidity by Central Bank  
 Granting full insurance coverage for deposits and other resources  
 Holding out government support  
 Capital increase by the shareholders  

 
Operational measures / instruments (improvement of management quality  
and increasing the efficiency) 

 Capital increase  
 New management  
 Increasing the quality of employees  
 Use of foreign banks or consultants  
 Encouragement of foreign banks’ entry to the system  

 
Structural measures/instruments (increasing the competition) 

 Transfer of the bank under public sector’s (SDIF) management 
 Closure of the bank  
 Merger, split-up, downsizing 
 Asset management  
 Restructuring and management of receivables  
 Privatization  
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2.6.4.  Assessment of our Association Regarding the Amendments to Banks Law  
 
Opinion of the Banks Association of Turkey on amendments to the Banks Law enacted 
under the restructuring process in banking sector including the Association’s assess-
ment and suggestions about the principles to be taken into consideration in execution 
of the subject process was as follows:  
   
i) Financial sector acts like the brain of the economic activity in economies where free 

market economy prevails. Gathering and disbursing the financial assets, and effi-
cient maintenance of the payment system, which are among the most fundamental 
elements of growth and development, may be enumerated as the primary functions 
of the financial sector. Financial sector needs to be strong, constantly grow up and 
have an efficient functioning in order to ensure a stable and sustainable growth. 
Our Association supports the changes and amendments entered in our country for 
the growth and strengthening of the financial sector and the banking segment which 
occupies a substantial part thereof, and for increasing its reputation, its functioning 
in a robust structure, improvement of its competition conditions as well as increas-
ing its international competitiveness, instituting an efficient supervision therein, and 
its harmonization with international good examples.  

 
ii) A highly constructive work has been carried out together with BRSA, relevant minis-

tries, and Treasury Undersecretariat during the process of preparation of the Bill 
providing extensive amendments to Banks Law. We have taken the opinions and 
suggestions of all of our members regarding the subject Bill. Working groups estab-
lished by participation of our members have assessed the opinions received from 
our members. The report prepared by these Working Groups have been presented 
to the Board of Directors after due discussions thereon at the Legal Advisors Board.  

 
iii) Our Association’s assessments, opinions and suggestions regarding the intended 

amendments to the Law assume the following targets:  
 
a) Ensuring a steady line in regulations also in consideration with the problems 

encountered in our country in the recent past,  
b) Making the regulations easier to understood and easier to implement, and pav-

ing the way for efficient supervision of practices,  
c) Minimizing the operating costs to stem from the regulations as low as possible,   
d) Elimination of unfair competition, and implementation of identical regulations, 

supervision and audit to financial institutions having similar activities,  
e) Increasing the international competition power of the Turkish banking system, 
f) Considering international regulations not only as a legislative act, but also in 

terms of implementation thereof, and 
g) Offering reasonable transition periods for the purpose of ensuring possible 

flexibility and reducing vulnerability of the system by also considering the reali-
ties of our country. 
 

iv) Our Association is of the opinion that regulation and supervision authority has a 
crucial responsibility in banking system, and this authority should therefore be en-
tirely independent in its activities and decisions for full and complete performance of 
its functions while carrying this responsibility. Hence, our Association defends that 
BRSA should, in taking and implementing its decisions, have independence inter-
nationally in all senses. 

 
v) It is deemed necessary that the savings deposit insurance system should be re-

viewed and it should be targeted that only the insured part of the saving deposits 
should be provided insurance cover just like the established practices and applica-
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tions in countries with a developed banking system, and deposit insurance system 
should be made coherent with the insurance system’s mentality.  
 

vi) Our Association has supported all efforts for punishment, in the heaviest possible 
way under applicable laws, of the controlling shareholders and/or managers of 
banks who have inflicted high losses for the country by acting in ways which can 
never be associated with bank ownership or banking profession, and in contradic-
tion with the Banks Law, other laws and general banking principles and established 
practices; and of those who were found negligent in their responsibility in granting 
of banking license to such banks, monitoring of the transactions and supervision 
and disciplining of these banks; and for making such persons and officials compen-
sate such bank resources they used in violation of the laws or the resulting losses 
they caused on such banks; and for amendment of the laws accordingly if there are 
deficiencies and uncovered areas within them. However, it is also believed that 
treating the shareholders and managers of banks, whose banking license was can-
celled and/or which are transferred to Savings Deposit Insurance Fund solely due 
to negative impacts of the crisis hitting the economy with frequent intervals, with 
those who acted in bad faith for their designed purposes, can not be associated 
with neither the spirit of the law nor the economic reality.  

 
vii) Articles of the Bill pertaining to Saving Deposits Insurance Fund and Proceedings 

Law should be consistent with the Constitution, fundamental rules of the law, prin-
ciples of the rule of law, fair trial and hearing, and the rule of equality of everyone 
before the law. It is believed that attempts of collecting the losses of the Treasury 
by SDIF in the way provided by the Bill are in conflict with the second Article of the 
Constitution, saying that rule of law prevails and governs Republic of Turkey; and 
that violation of the principles of law would engender far heavier consequences.  

 
viii) Our Association expressed its opinion that stripping off the rights of other creditors 

for collection of their receivables while trying to compensate the losses inflicted to 
the public due to banks transferred to Savings Deposit Insurance Fund and whose 
banking licenses were cancelled, would have severe effects on them, besides, the 
rights acquired in trust of and on the back of the laws should not be taken back ret-
rospectively; and that excessive regulations that are not consistent with the logic of 
law and have no comparison in international records also pose a major risk of not 
bearing the intended results at the outset due to their contradiction with the Consti-
tution. Otherwise, regulations will have very negative effects on banks whose basic 
functions are to assume risks, thereby leading to serious and unrecoverable prob-
lems and turmoil in economy. 

 
2.7.  Reflections of Economic Developments on Banking Sector  
 
2.7.1.  General Framework  
 
Fundamental changes in the economic policies with the “Program for Transition to 
Strong Economy” had extensive and positive impacts on the financial sector, and 
mainly in banking system. 
 
Stability in markets were reestablished and economic performance gained speed with 
the successful implementation of the Program as well as favorable global market condi-
tions leading to increase in liquidity in international markets. Financial discipline at-
tained in public sector gave a solid support to the fight with inflation; disguised inflation 
targeting has been a success also with the contribution of capital inflows; and risk per-
ception of economic units improved depending on the decrease in inflation. 
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These developments had positive effects on the financial stability too. Increase in fi-
nancial stability was also significantly contributed by restructuring program in banking 
sector, as well as by institutional reforms bringing in changes in rules (renewal of the 
Banking Law and other related laws and regulations, foundation of BRSA, increased 
independence of supervision and audit function, and development of risk-based audit 
concept, and parallel increase in the importance of the risk management in banking 
sector, etc.). 
 

Distribution of Financial Assets (percentage) 
 

 1981 1990 2000 2007 
Cash and quasi-cash  80 52 43 36 
  TL 80 41 26 25 
   Money in circulation  15 7 2 3 
   Demand deposits 31 10 3 3 
   Time deposits  35 24 17 19 
   Repos 0 0 4 0 
   Foreign exchange     
   deposits  0 11 17 12 
     
Securities  20 48 58 64 
     
Securities (private sector) 7 33 32 35 
  Stocks  0 32 32 35 
  Bonds  0 1 0 0 
  Financial bonds and  
  commercial papers 0 0 0 0 
  Asset-backed securities  0 0 0 0 
     
Securities (public sector) 13 15 25 27 
  Government bonds 8 11 23 26 
  Treasury bonds  5 3 1 1 
  Revenue sharing  
  certificates  0 0 0 0 
  Foreign-exchange-   
  indexed bills  0 0 0 0 
  Privatization  
  Administration bonds  0 0 0 0 
     
Investment Fund  0 0 0 1 
 
Total  100 100 100 100 

 
As a result of these developments, demand for TL and financial assets was boosted, 
public sector debt stock to financial system ratio declined and demand by foreign inves-
tors for government debt securities rose.  
 
2.7.2.  Growth in Banking Sector and Change in Capital Structure  
 
The ratio of banking sector balance sheet size to GNP recorded an increase in the en-
tire period of 2002-2007, save for the years 2002 and 2003, as this period was marked  
with high and stable growth rates. Economic and financial growths existed together in 
this period. The ratio of total assets to GNP rose to 84 percent in 2006 from 77 percent 
in 2002. 
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23 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The size of banking sector balance sheet shrank in real terms during 2002 and 2003, 
due to banks transferred to SDIF, or closed, following 2001 crisis. However, during the 
period between 2004 and 2007 when the outcomes of restructuring program and 
measures adopted previously were seen, and also due to the positive effect of robust 
economic growth during these years, real growth in the balance sheet of the banking 
sector realized above the real growth in GNP.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

24 
 
 
Though subsided slightly compared with the previous period, currency substitution in-
creased considerably throughout this period. Growth in foreign exchange denominated 
items within the balance sheet was restricted due to the appreciation of TL against for-
eign currencies in real terms.  

 
Although the balance sheet size and the number of branches and employees of the 
banking sector increased during 2002-2007, the number of banks continued to decline 
due to mergers and acquisitions. Compared with 2002, the number of banks in the 
banking system decreased by 8 to 46 at the end of 2007.  
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25 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The number of branches and employees enjoyed steady growth during the period 
2002-2007 in line with the financial growth in the period. Total number of branches and 
employees in the banking sector declined to 6,106 and 123,271 in 2002 just after the 
2001 crisis; and these figures rose to 7,618 and 158,559 respectively at the end of 
2007.  
 
 

26 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Foreign direct investments and portfolio investments climbed while foreign borrowing 
by non-bank sectors rose in line with the increased stability in economy, fall in inflation 
rate and growth in economic activity, resulting in acceleration of capital inflows during 
the period of 2002-2007 and appreciation of TL against major currencies in real terms. 
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          * It is the weighted ratio according to foreign capital shares, it does not include publicly-held stocks. 

 
Another major change in the structure of the banking system during 2004-2007 was 
seen in the ownership structure. 
 
Potentials of the economy in general and the financial sector in particular were used 
more efficiently, and interest of the foreign investors for the sector increased, due to 
factors like strengthening of the capital structure of the banking sector following the re-
structuring, and harmonization of the laws and regulations about the activities of the 
sector to international standards, improvement of the risk-management concept, in-
crease in the efficiency of the official supervision and audit function, increase in the 
demand for financial services, ensuring a stable high growth rate, improvement in mac-
roeconomic balances and fall in inflation rate. 
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Increase in foreign capital interest to the sector was transformed into physical invest-
ment particularly after 2004. Hence, the majority capital shares or capital shares giving 
strategic partnership rights of a total of 10 banks were bought by non-residents during 
the period of 2005-2007; of these 10 banks 3 were bought in 2005, 4 in 2006, and 3 in 
2007. Accordingly, the share of foreign banks in the total shareholders’ equity of the 
banking system rose to 24 percent in 2007 from 5 percent as of June 2005, before the 
increase in the interest of foreign investors.  

 
Public Float Rate of Banking System and Share of Foreign Capital  

(weighted share, percent)* 
 

 Public float rate  Foreign capital’s share  
 Shareholders’  

equity  
Shareholders’ 

equity 
    
Total Assets 

      
Total Loans 

    
2005 18.5 11.9 12.0 15.1 
2006 18.4 15.4 17.8 21.0 
2007 18.2 23.6 24.6 29.4 

      * Distribution of the shares trading in ISE was not included. 
 
The number of deposit banks with majority shares owned by non-residents was 17, and 
that of development and investment banks was 4, as of 2007. Total number of foreign 
banks rose to 25 with the inclusion of 4 banks with strategic partnership agreement 
with non-resident investors. Of these 25 foreign banks; 14 were from Europe, 5 from 
Mideast, 4 from USA and 1 from Central Asia and Africa.  
 
Positive developments in economy also boosted the market value of companies traded 
in Istanbul Stock Exchange (ISE) in general during the period 2002-2007. Similarly, 
market value of financial institutions traded in ISE rose to a record level of USD 117 
billion at the end 2007 from USD 7.3 billion it had fallen in 2002.  
 
The number of publicly-held deposit banks was 13 as of December 2007. Although the 
share of equity represented by the publicly-held stocks in the total equity of banking 
sector stood at a relatively low rate of 18 percent, these stocks provided 44 percent of 
the total market capitalization, and 47 percent of the total trading volume, in ISE as of 
December 2007.  

 
 

29 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(weighted share, percentage)*

Market Value of Financial Institutions (USD billion)
115

105

95

85

75

65

55

45

35

25

15

5
2002 2003 2004 2005 2006 20072001



The Banks Association of Turkey

62

2.7.3.  Financial Intermediary Functions Indicators  
 
Improved expectations, capital inflows from international markets, stabilized economic 
growth, reduced pressure from public sector borrowing needs on the financial sector, 
fall in interest rates, and increased variety in financial products set a favorable ground 
for a steep rise in individual loan demand in particular. Financial intermediary functions 
of the banking sector increased in variety during the period of 2002-2007 on the back 
of these positive developments.  

 
Public Sector’s Debt and Financial Sector (percent ratio) 

 
 2002 2007 
   
Domestic debt stock/GDP 43 30 
Domestic debt stock/money demand from residents  106 71 
Total debt stock/GDP  73 39 
Domestic debt stock/(non-financial and non-bank sector’s de-
mand for DGB) 84 55 
Domestic debt stock/total assets  70 45 
(Non--financial and non-bank sector’s demand for Government 
Bonds) / GDP  51 54 
   TL 29 41 
   FX 22 13 

             
 
30 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The ratio of deposits and loans to GNP rose in the period 2002-2007, which is an indi-
cator for banks’ financial intermediary function. The ratio of deposits to GNP was 52 
percent in 2002 and rose to 54 percent in 2007. The reasons for the limited increase in 
this ratio are that foreign exchange deposits still had a high share in total deposits and 
that TL appreciated in real terms against foreign currencies in this period. Conse-
quently, the ratio of TL deposits to GNP rose to 36 percent from 22 percent in this pe-
riod, while the ratio of foreign exchange deposits to GNP dropped to 19 percent from 
29 percent. The ratio of loan stock to GNP also rose to 38 percent from 20 percent in 
the same period. Distribution of loans between TL and foreign exchange also shows 
that TL loans/GNP ratio jumped to 29 percent in 2007 from 8 percent in 2002, while 
foreign exchange loans slumped to 9 percent from 12 percent in the same period.  
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Loans to deposits ratio, which is a significant indicator of banking sector’s financial in-
termediary function, recorded a sharp increase in the period 2002-2007. This ratio 
which stood at 35 percent as of December 2001 reached 80 percent in 2007.  
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Loans to total assets ratio, another key indicator, rose to 48 percent at the end of 2007 
in a steady increase that started back in 2002.  
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In addition to the growth in loan stock, variety of the credit services also increased con-
siderably. Consumer loans which had a very restricted place among the total loans until 
2002 steeply increased during the period of 2002-2007. Consequent to this increase, 
the share of consumer loans in total loan stock rose to 32 percent in 2007 from 14 per-
cent in 2002.  
 
According to the sub-segments of consumer loans, the biggest increase was posted in 
other consumer loans in the period of 2002-2007. While the share of outstanding un-
paid debts of credit cards within total loan stock gained 1 percentage point and rose to 
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10 percent; other loans gained 18 percentage points and increased their share within 
the total loan stock to 23 percent.  
 
The increase recorded particularly in housing loans and other loans, as sub-segments 
of other consumer loans, was outstanding. The share of housing loans within total 
loans rose by 10 percentage points to 11 percent. Hence, housing loans made up ap-
proximately half of total other consumer loans. Generally given in small sums other 
loans increased its share within total loans to 10 percent from 3 percent during the pe-
riod.  
 

Distribution of Loans (percentage) 
 

  2002 2007 
Corporate loans 86 68 
   SME ... 29 
Consumer loans 14 32 
   Credit cards  9 10 
   Other consumer loans  5 23 
      Housing  1 11 
      Automobile  1 2 
      Other  3 10 
Total  100 100 

          Source: BRSA  
 
Increase in housing loans in particular stemmed to a large extent from the increase in 
banks’ possibilities to raise long term resources from abroad as well as positive eco-
nomic developments in the country. Loans for SME stood at TRY 80.7 billion at the end 
of 2007 which made up 29 percent of total loans. The number of SMEs using loans ex-
ceeded 1.5 million. 
 
2.7.4.  Selected Risk Indicators  
 
Structure and level of the risks in the banking sector underwent a significant change in 
the period of 2002-2007. Following the realization of the risks assumed by the sector to 
a large extent during 2001 crisis, restructuring program in the sector in addition to the 
stability in economy acted as one of the positive factors prompting the positive devel-
opments in this period. Increased importance given to risk management following 2001 
crisis had also been a major cause in maintenance of the capital adequacy in this pe-
riod.  
 

Risk Distribution of Assets (percentage) 
 

 2002 2003 2004 2005 2006 2007 
Total 100 100 100 100 100 100 
Risk weight %0  42 41 35 32 40 32 
Risk weight %20  13 12 12 11 11 8 
Risk weight %50 12 11 15 20 10 10 
Risk weight %100 28 30 33 32 37 40 
Sum exposed to market risk  6 6 5 4 2 2 
Sum exposed to oper. risk … … … … … 7 
Capital adequacy (percent) 25 31 29 24 22 19 

             
Shareholders’ equity started a rapid increase from 2002. The shareholders’ equity 
which stood at TRY 26 billion in 2002 rose to TRY 73 billion at the end of 2007. As of 
December 2007, the average capital adequacy ratio was at 19.1 percent for the whole 
banking sector.  
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Positive developments in shareholders’ equity had also its effects on free shareholders’ 
equity. In the meantime, banks reduced their nonfinancial subsidiaries and participa-
tions and illiquid assets due to fall in inflation and increase in the returns of monetary 
assets as well as for the sake of compliance with the regulations. Fuelled also by the 
improvement in loan performance, growth in fixed assets stalled. Consequently, free 
shareholders’ equity rose to TRY 51 billion in 2007 from TRY 4.2 billion in 2002. The 
ratio of free shareholders’ equity to total assets, after hitting a low of -3.1 percent in 
2001, increased rapidly after 2002 and rose to 9 percent at the end of 2007. 
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Balance sheet foreign exchange position, which is an indicator of exchange rate risks, 
gave a deficit of USD 21.7 billion in 2007 compared with USD 5.3 billion in 2002, while 
the ratio of balance sheet foreign exchange positions to total assets stabilized at 
around 4 percent throughout the period of 2002-2007.  
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On the other hand, foreign exchange net general position which also includes off-
balance sheet transactions kept on to a much lower profile. Foreign exchange net gen-
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eral position which gave a deficit of USD 71 million as of December 2004 did not 
change much and stood at USD 296 million as of December 2007. Ratio of the net po-
sition to shareholders’ equity has become 0.2 percent as of December 2007.  
 
Off-balance sheet foreign exchange position surplus balanced the deficit carried in bal-
ance sheet significantly during the period of 2004-2007. Therefore, the banking system 
was protected from exchange rate risks during the fluctuations in the markets in May-
June 2006 and August 2007 periods as stemming from international markets. Banking 
sector managed its exchange rate risks successfully during the period of 2002-2007. 
This was also contributed by factors such as increased efficiency in supervision, stabil-
ity in markets, improvement of risk management as well as TL demand from foreign 
investors.  
 
 

35 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Foremost development following the restructuring period was the rise in the share of 
loan stock within total assets. Credit risks, however, stayed low despite this sharp loan 
expansion fuelled by consumer loans in particular, owing to rapid and stable growth in 
economic activity. 
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Consequently, the share of non-performing loans (after provisioning) within total loan 
stock, which hit a high of 10.5 percent in 2001, fell down steadily in the period of 2002-
2007 to 0.4 percent as of December 2007. The share of non-performing loans before 
provisioning within total loans fell to 3.5 percent from 18.5 percent as of the same pe-
riod.  
 
Increase in corporate and consumer loan demand, reduction in public sector’s demand 
for financing, increase in the supply of resources on a global scale throughout the pe-
riod and improvement in borrowing terms and conditions positively affected this devel-
opment.  
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The share of fixed assets within total assets, which diminishes the liquidity of total as-
sets, also dropped sharply. These items, which had a large share within total assets 
before 2001 due to non-performing loans, duty losses and investments on non-financial 
subsidiaries, receded during the period 2002-2007 depending on issuance of govern-
ment debt securities to state-owned banks against their duty loses, reduction of credit 
risks, and the sale of real estates and non-financial subsidiaries and participations. The 
share of permenant assets and other assets within total assets which stood at 17 per-
cent in total in 2002 dropped to 5 percent at the end of 2006. 
 
Risk structure didn’t change much during the period 2002-2007. Despite the drop in the 
share of financial assets within total assets, capital requirement of the sector increased 
as a result of the increase in the share of loans and inclusion of the operational risk 
sum to the calculation of capital adequacy starting from July 2007. On the other hand, 
there were great achievements compared with 1990s on the management of some 
risks such as foreign exchange risks as a result of the improvements in understanding 
of the risk management and increased public supervision and audit.  
 
2.8.  Assessment About Near Past  
 
Recent history of the Turkish economy and banking system can be divided into two pe-
riods in general terms: the period of 1991-2001, when political instability reigned, 
macro-balances deteriorated, financial structure of banking sector weakened, and risks 
increased, and the period of 2002-2007, when economic and financial stability was 
greatly secured, price stability was also maintained to a large extent, and restructuring 
in the banking sector was realized.  
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From the viewpoint of economy, the period of 1991-2001 was marked with low and un-
stable average growth performance, inability to maintain price stability, growth in public 
sector deficits, and serious pressure on the system by public sector borrowings. On the 
contrary, inflation and public sector deficits diminished, and growth became stabilized 
in the period 2002-2007. The average growth rate in GNP was 3.2 percent in the period 
of 1991-2001, compared with 7.2 percent in the period of 2002-2007. 
 
According to the inflation rates calculated over annual consumer price increases, the 
average annual inflation rate was 76 percent during 1991-2001, while this rate dropped 
to 15 percent in the period 2002-2007. Currency substitution, high risk premium and 
deterioration in the financial structure of banking sector can be listed as secondary 
economic problems fuelled by the problems experienced in growth, inflation and public 
sector balance during 1991-2001. 
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From the banking sector perspective; the balance sheet quality changed, increase in 
the shareholders’ equity proved insufficient, and risks in the banking sector increased 
during the period of 1991-2001. Control of the increased risks was difficult due to the 
fact that public supervision in the sector lacked a risk-oriented structure and did not 
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function efficiently yet, and the concept of risk management did not develop fully during 
the period of high inflation when banks’ intermediary functions were still restricted. 
 
Disinflation Program implemented in 2000 within the frame of “stand-by agreement” 
signed with International Monetary Fund, and a series of regulations enforced in 1999 
preceding this Program give a distinct character to the two years of 2000 and 2001, 
compared with the rest of the period. Although the referred regulations put into force 
before the Disinflation Program were aimed at reduction of the risks particularly in the 
financial system, they proved inadequate and failed to generate the expected benefits 
due to macroeconomic implementations provided by the Program which provoked the 
increase of risks in the financial system.   
 
Disinflation Program implemented in 2000 encouraged particularly the increase in ex-
change rate and liquidity risks of the banking sector, because it set forth the determina-
tion and announcement of foreign exchange rates in advance reflecting a limited in-
crease in exchange rates, and thereby spoiled the relative pricing relations. Major part 
of the risks in the sector was realized during the Crisis of February 2001. For this rea-
son, weaknesses in the financial system played a role that increased the impacts of the 
Crisis in this sense. Consequently, several various factors such as risk management, 
increased efficiency of supervision, compliance with international regulations and best 
practices, ensuring capital adequacy, and increasing the free shareholders’ equity gave 
a higher profile during the banking sector’s restructuring process in the aftermath of 
2002.  
 
Macroeconomic stability increased during the period of 2002-2007 as a result of suc-
cessful application of the Program for Transition to Strong Economy prepared after 
February 2001 Crisis, and the Central Bank’s adoption of the fight with inflation as its 
primary target and ensuring its instrumental independence, and excess liquidity in the 
global economy. Reduced public sector interest expenditures realized thanks to main-
tenance of a disciplined fiscal policy and decreasing inflation ensured the preservation 
and enhancement of financial stability in this same period. 
 
In parallel with macroeconomic developments; restructuring program in the banking 
sector, debt exchange program (exchange of reciprocal foreign exchange and liquidity 
risks of the Treasury and the banking sector), increased efficiency in supervision, and 
reinforcement of risk-oriented audit concept all led to increase in financial stability dur-
ing the period 2002-2007. While the ratio of the shareholders’ equity of the banking 
sector to total assets stood at 5.8 percent on average during the period of 1991-2001, 
this ratio jumped to 13.4 percent in the period of 2002-2007.  
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The banking sector’s intermediary function was enhanced as a result of the increase in 
economic activities, improvement in possibilities of securing foreign resources, ample 
liquidity and reduction of the public sector’s pressure on financial system, thereby lead-
ing to significant rises in loans made available and extended to private sector. On the 
other hand, ratio of non-performing loans (net) to total loans fell to 1.9 percent in the 
period of 2002-2007, from 2.9 percent in the period of 1991-2001. 
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In summary, balance sheet structure of the banking system did not change significantly 
during the period of 2002-2007. Asset quality, return on equity, and capital adequacy 
strengthened. The intermediary function of banks was reinforced. Both the ratio of 
loans to total assets GNP, and loans-to-deposits ratio increased. Moreover, variety of 
the loan stock increased, and consumer loans, mainly housing and vehicle loans, 
gained higher significance.   
 
3. Balance Sheet, Income-Expenditure Analysis and Off-Balance 

Sheet Transactions (1959-2007) 
 
3.1.  Resource Structure and Development  
 
Resource structure of the banking sector underwent a limited number of but significant 
changes in the period of 1959-2007. The main factors prompting these changes can be 
listed as radical change in economic regime, differences in economic policy, change of 
the accounting rules, problems of the banking system related with its financial structure 
and differences in approaches for the solution of these problems, and public sector bor-
rowing needs, taxation of the financial system and its instruments, small size of non-
bank financial institutions, underdevelopment of capital markets due to low demand for 
financial instruments in general, low-profitability, high degree of volatility in financial 
markets, instability in and frequent interventions to the laws and regulations and in the 
political front.  
 
During the period subject to our analysis, the Turkish economy switched from a closed 
economy to first a mixed regime and then to a liberal regime that is open to outside. 
With the adoption of the applications of free market economy after 1980, organizations 
and rules coherent with the market mechanism were started to be established aimed at 
ensuring the growth of financial sector.  
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Most significant changes that took place during this period were freeing of interest 
rates, allowing the residents to hold foreign exchange savings, and finally freeing of 
capital movements via changing the exchange regime. Throughout the whole period of 
implementation of market economy, excepting the early 1980s and the period after 
2002, main preference of the economic policy was inflationist expansion. Turkey, unfor-
tunately, was obliged to live with a high and chronic inflation for long years. Public sec-
tor borrowing needs followed an upward trend and constituted the major force shaping 
both its resource and asset structure during this period when exchange rate regime 
was changed with frequent intervals.  
 
Deposits were traditionally the most significant resource. On the other hand, liberaliza-
tion in the exchange regime, high inflation rate and instability had significant impacts on 
both TL-FX structure and maturity structure of deposits. Share of foreign exchange de-
posits within total deposits, hence within the resources, grew substantially starting from 
the middle of 1980s. Maturity of deposits was generally concentrated on very short 
terms.  
 
Introduction of full insurance coverage on saving deposits starting from the middle of 
1990s fuelled an unreasonable competition between financial institutions which disre-
garded risk and profitability relation both on the part of investors and financial institu-
tions in a setting of unchanged supervision and audit concept and rising inflationist 
preferences. This competition waged at the expense of deterioration in resource struc-
ture and financial structure of banking system was one of the main causes that had dri-
ven the crisis in 2001.  
 
Another significant consequence of the change in exchange regime was the start of 
banks’ borrowings from abroad. Therefore, the share of non-deposit resources in the 
balance sheet increased starting from 1990s in particular.  
 
Balance sheet items called as other liabilities fluctuated in time depending on the 
change of accounting rules and restructuring of the classification, however, it followed a 
decreasing trend in general as may be expected. The fact that the activities, which 
were classified as off-balance sheet items after 1980s, were classified as other liabili-
ties before 1980s, caused these items stay at high levels.  
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Due to the absence of means of protection from high inflation without making a nega-
tive effect on profitability, placements to government debt securities which are ac-
cepted to have zero risk due to high demand of the public sector, discouraging effect of 
low profitability and reduced demand for financial services in a setting of high inflation 
have restricted the growth in shareholders’ equity. Considering the investments to sub-
sidiaries, participations and fixed assets, free shareholders’ equity stayed at very low 
levels, occasionally falling into negative territory. Shareholders’ equity started to grow 
after 2001 when a comprehensive restructuring was assumed in banking. This was 
also contributed by amendments to regulations and supervision and audit concept, low 
inflation environment, increase in loan demand of the private sector depending on the 
relative drop in public sector borrowing needs, reinforcement of the competition envi-
ronment, positive amendments to tax regulations, and improvement in profitability.    
 
Share of non-deposit resources within total liabilities was restricted during the period of 
1959-1980 when a closed-up economic regime was in effect, but on the other hand, 
share of non-deposit resources started to rise due to increased capability to raise funds 
from abroad in the years following 1980 when economy started to open out. 
 
3.1.1.  Deposits  
 
Share of deposits within total resources of the banking sector in general tended to 
grow. Deposits item traditionally maintained its status to be the most significant re-
source. Total deposits in the sector which stood at TRY 7,350 (USD 2.6 billion) in 1959 
rose to TRY 360 billion (USD 307 billion) in 2007. 
 
Average annual increase in deposits stayed behind the increase in inflation - in terms 
of average rise in annual consumer prices – during 1965-1980 period, despite the scar-
city of alternative financial investment instruments on the part of the savors during this 
period. This mainly stemmed from the limited field of banking activity and low income 
level as well as control on interest rates and negative level of real interest rates.  
 
Deposits in general rose faster than the inflation rate during the period of 1980-2007 
when financial liberalization was adopted and deposits were paid positive real interest 
rates commonly. Except for the period 1986-1990, increase rate in deposits has been 
faster than the inflation rate despite the financial crises, high inflation rates and devel-
opment of alternative investment instruments (stock exchange market, and the in-
crease in the number of government bonds and the financial instruments associated to 
them, etc.) during 1990s in particular.  
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Share of deposits within total liabilities rose to above 65 percent in 2000s from 40 per-
cent during 1960s. Deposits’ share within total resources continued to increase despite 
the pronounced increase in non-deposit resources starting from 1980, in particular, 
when possibility and tendency of securing resources from abroad gained impetus and 
momentum.  
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Share of foreign exchange deposits within total deposits was at negligible levels until 
1984, as it was illegal to possess and use foreign currencies to a great extent. This 
share started increasing after the use of foreign exchange was set free for commercial 
purposes in 1984, and totally in 1989. Demand for foreign exchange deposits in-
creased during 1990s as a result of high and continued inflation during these years with 
the share of foreign exchange deposits within total deposits exceeding 50 percent level 
in 1994. Share of foreign exchange deposits within total deposits, which stood at about 
50 percent until 2003, started to decline after this year as a result of the drop in infla-
tion, establishment of economic stability, increased demand for TL, and TL’s steady 
appreciation against other currencies. 
 
Average maturity of deposits, which stood at 3.3 months level in 1996, started falling 
after 1999, and finally dropped to 2.5 months in 2001. Average maturity started a slow 
pick-up after 2001 Crisis, though very slowly, and stood at 2.5 months in 2007.  
 
 
 

45 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

100

90

80

70

60

50

40

30

20

10

0
1981

TRY FX

1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007

4

3.8

3.6

3.4

3.2

3.

2.8

2.6

2.4

2.2

2
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

TRY FX Total

Average Maturity of Deposits (month)

TRY / FX Composition of Deposits (percentage)



The Banks Association of Turkey

74

Maturity of TL deposits shows greater volatility compared with foreign exchange depos-
its. Maturities of TL and foreign exchange deposits did not move in the same direction 
during the period of 1996-2007. While average maturity of TL deposits receded after 
2004 in particular, average maturity of foreign exchange deposits did not move in that 
direction. 
 
Development of the share of deposits within total liabilities poses significant variations 
between bank groups. Share of deposits within state-owned banks’ balance sheets 
was below 50 percent before 1980, and started to rise after this date and reached to 
about 65 percent in 2000s. Foremost reason for this difference is that the item of other 
liabilities had greater significance for state-owned banks before 1980 compared with 
private and foreign banks, therefore rendering the share of deposits within total depos-
its smaller.  
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Share of deposits within total liabilities in private banks followed a slow but steadily 
downward trend after 1980s in particular. This fall accelerated and gained a more per-
sistent character between 1980 and 1995, and then it reversed its direction and started 
to rise in the period of 1996-2007. 
  
Share of deposits in the balance sheets of foreign banks followed a fluctuating path. 
This share rose to about 65 percent during 1970s before falling to around 40 percent in 
the first half of 1980s, and than it rose to above 50 percent in the second half of 1980s. 
This ratio fell under 40 percent in the first half of 1990s, and then it has been in a 
steady and rapid rise since then. 
 
Main factors having an influence on the distribution of deposits between groups were 
special duties assigned to state-owned banks, failure to collect in a timely fashion the 
receivables arising out of financing of such duties, higher share of TL items in the bal-
ance sheets of state-owned banks compared with other groups, higher preference of 
private and foreign banks to borrow from abroad, and fluctuations in the value of TL 
against other currencies. Share of TL items within total deposits of state-owned banks 
rose steadily during 2000s, and reached to 79 percent as of 2007. This ratio stood at 
59 percent in private banks and 53 percent in foreign banks.  
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3.1.2.  Non-deposit Resources  
 
It is seen that average annual increase rate in non-deposit resources in the period of 
1965-2007 has always been above the inflation rate save for two periods of economic 
crisis of 1976-1980 and 1991-1995. Similarly, the rate of increase in non-deposit re-
sources in the period of 1996-2001 including 2001 crisis was also above the inflation 
rate, but the difference here was very small in real terms.  
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These resources obtained via foreign borrowings were generally in foreign currencies. 
Therefore, changes in the value of TL against major foreign currencies were also effec-
tive in the rate of increase in non-deposit resources. For instance, increase rate of non-
deposit resources stayed low on TL-basis between the period 2002-2007, when TL ap-
preciated against most major currencies in real terms. 
 
Share of foreign exchange items within non-deposit resources increased in general 
during 1990s, a period when foreign resources were intensely used. TL equivalent of 
foreign exchange items’ share within total non-deposits rose to 85 percent in 2001, due 
to also the effects of devaluation during the 2001 crisis. 
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Share of TL items within non-deposit resources started to increase after 2002 with the 
appreciation of TL against major currencies in general in this period and with the emer-
gence of the possibility of securing TL resources from abroad. Both share of the re-
sources raised from abroad in TL and share of the resources obtained via repos within 
the total non-deposit resources have increased in the recent period.  
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* Only the group of deposit banks has been included to the study. Development and investment banks (DIB) in which 
non-deposit resources occupy a major space are not included to the study. But, DIBs are included to the sector data.  
 
No significant difference is seen between the shares of non-deposit resources within 
total liabilities according to bank groups. Share of non-deposit resources within total 
liabilities stayed at very low levels for all deposit banks between 1959 and 1980. Share 
of non-deposit resources, however, showed a rapid increase after 1980 due to foreign 
borrowings. This increase was higher particularly in the groups of foreign banks and 
private banks.  
 
It is seen that share of non-deposit resources within total liabilities has conspicuously 
diminished in foreign banks during the period of 2002-2007. This reduction stemmed 
from the wide-scale effects on the total balance sheet of foreign banks due to some lo-
cal banks changing their status as foreign banks.  
 
3.1.3.  Other Liabilities  
 
Other liabilities item which was mainly consisted of commitments and various receiv-
ables before 1980 made up about 40 percent of total resources until that date. Also due 
to the change in the accounting system, this item increasingly lost its importance after 
1980.  
 
Increase rate of other liabilities remained always under the inflation rate throughout the 
period of 1985-2007, except for the period of 1991-1995, and its share within total li-
abilities slid rapidly after 1980. It is particularly noteworthy that the rate of increase in 
other liabilities item was behind the inflation rate in the period of 2002-2007, when total 
balance sheet size expanded and rose significantly in real terms.  
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50 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Other liabilities item was generally consisted of TL items. A study of the period 1992-
2007 shows that other liabilities item was consisted of TL items by approximately 80 
percent. Although share of TL items was temporarily reduced during the crisis years of 
1994 and 2001 due to major devaluations and under the effects of fluctuations in ex-
change rates, this share again picked up after 2001 and became 80 percent as of 
2007. 
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Share of other liabilities within total liabilities in the period of 1959-1965 was about 40 
percent. This share was maintained until late 1970s before it started to come down af-
ter 1982. Other liabilities item’s share fell as low as to 6 percent during the period of 
2002-2007. 
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No significant difference as a main trend is seen between bank groups in terms of the 
change and variation of share of other liabilities within total liabilities. Share of other 
liabilities within total liabilities moved in the same direction in the same periods for all 
three groups of the state-owned, private and foreign banks.  
 
However, it is also true that other liabilities item enjoys a much higher share within total 
liabilities in the groups of state-owned and foreign banks compared with private banks 
particularly during the period of 1959-1990. 
 
Therefore, changes in the share of other liabilities item within total liabilities does not 
stem from a certain bank group, but shows the characteristic of being sector-wide 
movement.  
 
3.1.4.  Shareholders’ Equity  
 
The share of shareholders’ equity within total liabilities moved steadily downward dur-
ing our subject period of 1959-2007, except for the periods of 1981-1985 and 2002-
2007. The reasons underlying the increase in the period of 1981-1985 were the 
amendments to the Banks Law, acceptance of the capital adequacy ratio and the in-
creased competition from foreign banks due to transition to market economy.  
 
Shareholders’ equity grew, capital adequacy ratio rose and the share of shareholders’ 
equity within total liabilities resumed an increase between the period of 2002-2007 de-
pending on the efforts for reestablishing the stability in the financial sector after the 
economic crisis in 2001, which included reinforcement of capital and shareholders’ eq-
uity of banks, exclusion of banks whose shareholders’ equity became inadequate, 
merger of such banks, increase of the public supervision and audit functions on banks, 
reinforcement of the risk-based audit concept, convergence of regulations on banks to 
the universally-recognized practices, and consequent increase in the importance of risk 
management in banking sector, growth of the loan supply by banks, strengthening of 
competition, improvement of the financial environment and increase in profitability, all 
as parts of the comprehensive restructuring process applied on banks. 
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Banks, particularly during 1990s, invested the resources they collected, to government 
debt securities, which had an increasingly lower risk weight in the calculation of capital 
adequacy ratio, and government debt securities also offered banks a good investment 
instrument which had lower risks and relatively higher returns. The sum of capital re-
quirement for holding government debt securities was naturally much lower compared 
with other instruments. Therefore, banking sector’s motivation and aspiration to in-
crease its shareholders’ equity has been limited as long as the share of government 
debt securities within its total assets kept on rising – and, of course, as long as the 
policies encouraging this regime were in effect.  
 
This trend was inherent to all bank groups and there was no difference between bank 
groups in this aspect.  
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Although it is true that above-mentioned trend was inherent to all bank groups, it was 
also true that state-owned banks, in general, had higher shareholders’ equity rates be-
fore the period of 1981-1985, compared with private and foreign banks. 
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This picture was reversed after the period 1981-1985, and shareholders’ equity rates of 
private and foreign banks, in general, became higher than that of the state-owned 
banks. 
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Main reason for the shareholders’ equity of state-owned banks remaining lower than 
that of the private and foreign banks after the period of 1981-1985 was the assignment 
of tasks to state-owned banks which would cause duty losses on their part, and failure 
in collection and recovery of these duty losses.   
 
Net working capital (shareholders’ equity - fixed assets) has in general generated 
negative balance during the period preceding 1980, because net working capital bal-
ances of both state-owned banks and private banks, which two bank groups made up 
almost entire banking sector in the said period, generated negative results. 
 

Net Working Capital / Total Assets (percentage) 
 

 1996-2001 2002-2007 
  
Deposit banks  -6.9 7.1 
   State-owned banks  -9.6 7.3 
   Private banks  -4.4 5.0 
   Foreign banks  -0.1 14.6 
Development and investment banks  7.2 40.4 
Total       -6.7     7.4 

 
 
Net working capital continued to be inadequate during 1990s too, and net working capi-
tal deficit of state-owned banks and private banks grew further in the period 1996-2001. 
Net working capital of foreign banks has become zero in this period too. Net working 
capital of the banking system rose rapidly during the period of 2002-2007 in parallel 
with the fall in fixed assets and the increase in shareholders’ equity. Net working capital 
of the banking sector stood at TRY 54.3 billion (USD 46.8 billion) as of the end of 2007.  
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3.2.  Structure and Development of Assets  
 
3.2.1.  Developments Affecting the Structure of Assets  
  
Asset structure in the banking sector varied considerably during the period 1959-2007 
depending on factors such as the preferred economic regime, the credit and interest 
rate policies varying and differing from each other significantly by time depending on 
this regime, public sector borrowing needs, capacity to secure resources from abroad, 
tasks assigned to state-owned banks by the government, high and stubborn inflation, 
frequent and large-scale fluctuations, regulations making it difficult to collect the out-
standing receivables, regulations for financing of the subsidiaries, and relationship be-
tween the bank ownership and credit disbursements, etc.  
 
The period between 1959 and 1980 has been an era of planning and guiding the econ-
omy. Extending loans to selected sectors as incentives has been encouraged during 
this period. Financial prices, mainly deposit and loan interest rates, have been deter-
mined directly by the government, and have been used for supporting the selective 
crediting policy and practice. Selective-crediting policy led to the conclusion of in-
creased loan volume, as well as more nonfinancial subsidiaries being owned by the 
banking sector. Hence, the share of fixed assets within the balance sheet increased, 
and liquidity of the balance sheet dropped. Besides, high taxes levied on financial and 
banking transactions during this period, and short-term structure of deposits which is 
the most significant item in resources, and high and chronic inflation which emerged 
towards the end of the period have had negative impacts on the size of the balance 
sheet. 
 
Selective crediting policy was also abandoned in the process of liberation of interest 
rates and slow and gradual elimination of planned economy mechanisms after 1980. 
Banks’ cost of resources increased significantly during this period, and this found its 
reflection also on the loan rates.  
 
Growth in public sector’s deficit during 1980s led to an increase in public sector borrow-
ings. In this period when the financial system was relatively small, the increased public 
sector demand, in turn, led to an increase in real interest rates and exerted pressure on 
the sum of available loan funds by way of expanding the share of the public sector in 
available loans. 
 
The most significant source in financing of the public sector deficits has been the bank-
ing sector. The public sector deficits were financed mainly and primarily by the banking 
sector due to many reasons, including, but not limited to, it being easier for the banking 
sector to raise funds from abroad compared with other sectors, small size of capital 
markets, underdevelopment of non-bank financial institutions, and banking sector hav-
ing higher experience in the management of maturity, liquidity and exchange rate risks 
compared with the real sector.  

 
This led to an increase in the share of financial assets within total assets and to a re-
duction in the share of loans within total assets. At the same time, the fact that part of 
the public sector deficits was financed by the resources secured by banks from abroad 
increased the exposure of the banking sector to exchange rate and maturity risks too.   
 
Another significant factor having an effect on banks’ balance sheet structure was the 
developments related with inflation. Turkey lived with a high and chronic inflation for a 
long time that extends from the last years of the planned economy until early 2000s 
(from the second half of 1970s until 2001 crisis).  
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Inflationist period had restraining effects on the performance and growth of financial 
assets, and slowed down the growth of total balance sheet. It influenced banking sec-
tor’s liquidity preferences and profitability; and concealed significant structural problems 
such as nonperforming loans, inadequate capital and low profitability. Investing on fixed 
assets and subsidiaries has become more attractive for the sake of protection from in-
flation and for tax planning, and also under the effects of the encouraging regulations 
under and provisions in the Banks Law.  
 
Asset structure of state-owned banks was widely affected from the duty losses. As a 
result of non-payment and non-compensation of duty losses on time which grew more 
and more particularly in 1990s, share of other assets item, which was to a large extent 
consisted of duty losses, within total assets grew rapidly, thereby negatively affecting 
the liquidity of state-owned banks and of the general banking sector. 
 
Government debt securities extended to state-owned banks in 2002 for compensation 
of their duty losses led to an increase in the share of financial assets item within total 
assets, while also leading to a rapid drop in other assets item. 
 
3.2.2.  Loans  
 
Loans have traditionally been an important asset item in the Turkish banking sector 
which founded its development on universal banking model. Selective crediting policy, 
implemented during the planned economy period of Turkish economy which allowed 
only restricted capital movements and adopted a strict exchange rate regime, as well 
as the policy of pressuring the deposit interest rates which was adopted in order to 
support the selective crediting policy, have had positive effects on the supply and de-
mand for loans, and the ratio of loans to total assets reached to its highest level during 
the period of 1965-1980. The share of loans, which came down during 1990s in favor 
of securities portfolio due to financing efforts for public sector borrowings, started to 
rise again after 2002 thanks to re-establishment of economic stability and due to the 
decreased pressure of the public sector on available resources.  
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57 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Loan stock increased in real terms during the period of 1965-1985, except for the pe-
riod of 1976-1980 when a significant contraction and inflationary process was experi-
enced due to the rise in oil prices. Selective crediting policies and incentives have been 
effective during this period of increase up until 1980. The preference of transition to a 
structure that is open to the world marks the years between 1980 and 1985. Real 
growth in loan stock slowed down during 1990s due to high public sector borrowings 
and economic crisis, and even became negative during the period of 1996-2001.  
  
Loan stock resumed its rapid increasing pace in real terms during the period of 2002-
2007 as banking sector was restructured and economic stability was maintained during 
this period. 
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TL-FX distribution of loan stock has been in a move that conformed to the general 
trend in currency substitution. Share of foreign exchange denominated / indexed items 
within total loan stock was at about 30 percent in 1992. This share increased through-
out 1990s as currency substitution was at high speed, rising as high as 62 percent in 
2001 under the effects of the economic crisis and devaluation in that year. TL loans’ 
share within total loans started to increase again from 2002 on, increasing its share in 
total up to 75 percent as of 2007. 
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To speak in terms of bank groups, the share of loan stock within total assets moved in 
accordance with the general trend of the sector in private banks and foreign banks. Al-
though share of loans in state-owned banks also moved in line with the general trend of 
the banking sector until 2001, differentiation started in the period of 2002-2007. Share 
of loans within state-owned banks’ total assets was reduced in the period 2002-2007, 
contrary to the overall trend in the sector. Share of loans within total assets rose again 
to 37 percent on average in the period of 2002-2007. However, this rate rose to 50 per-
cent level for the entire sector as of 2007. Share of loans within total assets stood at 63 
percent level for foreign banks, 52 percent for private banks, and 39 percent for state-
owned banks as of the same period.  
 
In addition to a rapid increase in loan stock, structure of the loans also changed signifi-
cantly during the period 2002-2007. While consumer loans made up 12 percent of the 
total loan stock in 2002, this rate rose to 33 percent in 2007.  
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      * This calculation of GNP was based on 1987 method. 
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Growth in economic stability, fall in inflation, fall in interest rates, reduction of the public 
sector’s demand  for resources, strengthening of banks’ capital structure, enhancement 
and reinforcement of competition, increase in the possibilities of borrowing from inter-
national markets on long-term and with low interest rates, improvement in household 
expectations, increase in number of bank branches and more widespread use of tech-
nology-backed non-branch operational units fuelled the increase in consumer loans. 
 

Loan Stock and Household Attitudes (percentage) 
 

 2002 2007
  
Consumer loans/savings deposit  7 42
Consumer loans/savings deposit + gov. debt securities (individuals) 6 39
Total loans/total deposits  38 78
   Corporate loan /total deposits  33 52
   Consumer loan /total deposits  5 26

             
Increase in income – in the meantime - improvement of expectations and fall in interest 
rates led to changes in individual customers’ attitudes, and demand for consumer loans 
rose rapidly. The ratio of non-performing loans after provisioning to total loans changed 
in line with the economic developments. This ratio dropped to 1.2 percent from 6 per-
cent between 1986 and 1990, and went and remained under 1 percent between 1990 
and 1997 as financing of the public sector debts gained importance while loan sources 
and funds became relatively scarce in this period. The ratio of non-performing loans 
after provisioning to total loans rose to 4 percent in 1998 due to the fluctuations in the 
Turkish economy caused by Asian and Russian crisis.  
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The ratio of non-performing loans (net) to total loans rose to as high as above 10 per-
cent in 2001 due to the crisis. This ratio fell rapidly between the period 2002-2004, 
dropped under 1 percent starting from 2004, and stayed at about 0.4 percent until 
2007.  
 
Main reasons for the rapid fall in nonperforming loans after provisioning during the pe-
riod 2002-2007, and maintenance of these low levels throughout the said period, can 
be listed as establishment and maintenance of economic stability, increase in the capi-
tal of banks within the framework of restructuring program, transfer of banks with prob-
lems to SDIF and gradual settlement of their bad loans, financial restructuring program 
(Istanbul Approach), increase in public supervision and audit functions, and  rising im-

Non-performing Loans (net) / Total Loans (percentage)
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portance of risk management concept in banking sector, improvement in the operations 
environment, and accelerated growth, and increased ability of non-bank organizations 
to secure foreign borrowing and proliferation of loan portfolio.  
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A significant reflection of public sector’s pressure on resources could be observed on 
loans-to-deposits ratio. The period of highest deposits-to-loan ratio between 1959 and 
2007 was the years of planned economy, because selective crediting incentives were 
applied and deposit increase rate was low due to negative real interest rates during this 
period.  
 
Loans-to-deposits ratio was 100 percent on average between 1959 and 1980; and rose 
as high as to 140 percent during the period of 1965-1970, while it dropped to about 80 
percent between 1976 and 1980. Drop in loans / deposits ratio continued throughout 
1980s and 1990s, and receded to as low as 54 percent between 1995 and 2001. As a 
result of rapid increase in loan stock starting from 2002, in the period of 2001 – 2007, 
this ratio rose to 54 percent on average and stood at 79 percent as of the end 2007.  
 
3.2.3.  Liquid Assets  
 
Liquid assets item followed a highly volatile trend throughout the concerned period de-
pending on the economic conditions and characteristics of the periods, as these assets 
are closely related and serve the management of liquidity risks, which is a crucial fun-
damental function.   

 
Share of liquid assets within total assets increased regularly between 1959 and 1995, 
and started to fall after 1995. Ratio of liquid assets to total assets rose to 27 percent in 
the period between 1991 and 1995, while it dropped to 15 percent in the period 2002-
2007 due to fall in inflation, reduction of risks, and maintenance of stability.  
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63 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Share of liquid assets within total assets has treaded on a line which is parallel with the 
general tendency in all bank groups excepting the development and investment banks 
group. Share of liquid assets stayed low in development and investment banks until 
1985, and increased regularly and consistently after 1985 until 2007. Share of liquid 
assets within total assets has been higher in foreign banks compared with the state-
owned and private banks.  
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While liquid assets item was consisted mainly of statutory reserves and receivables 
from the Central Bank subaccounts until 1985, the significance of receivables from 
banks and money markets items increased due to the establishment of interbank 
money markets and increased efficiency of money markets after 1985. Total of these 
two items rose above 92 percent of total assets as of 2007. 
 
 
 
 
 
 
 
 

20

15

10

5

0

-5

-10
1976-801965-70 1971-75 1981-85 1986-90 1991-95 1996-’01 2002-’07

Real Growth Rate of Liquid Assets (percentage)

Share of Liquid Assets by Banking Groups (percentage)
45

40

35

30

25

20

15

10

5

0
1959-65 1966-70 1971-75 1976-80 1981-85 1986-90 1991-95 1996-01 2002-07

Public PrivateTotal Foreign Dev. and inv. banks



The Banks Association of Turkey

88

65 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Following opening up of the economy, share of foreign exchange items within liquid as-
sets has become higher. This was contributed by the placements of banks kept in their 
foreign correspondent accounts for use in their transactions abroad or for other mo-
tives, depending on the increased share of foreign exchange items.  

Share of FX items in liquid assets has been at about 70 percent during 1990s. This 
share has been in a mild and gradual decline since 2000 and fell to 56 percent as of 
2007.  
 
3.2.4.  Securities Portfolio  
 
Securities portfolio increased in real terms in the general of the period 1965-2007. This 
general increasing tendency was halted only during the periods of 1970-1975 and 
1996-2001. 
 
The period in which real increase in securities portfolio has been at its highest level 
was between 1981 and 1985, which was marked by increases in public borrowings. 
Securities portfolio continued to increase in real terms in the second half of 1980s and 
in major part of 1990s too.  
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67 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Interest rates which increased rapidly due to 1994 and 2001 Crises had negative im-
pacts on the value of securities portfolio which was consisted of generally fixed-income 
government debt securities. Hence, real increase in the period between 1991 and 1995 
decelerated compared with the previous period, and fell into negative territory in the 
period of 1996-2001.  
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Despite the relative fall in public sector borrowings between 2002 and 2007, rate of real 
increases in financial assets again became positive in this period as a result of the ex-
change of duty losses of state-owned banks with government debt securities in this pe-
riod and rapid decline in interest rates particularly in the initial years of this period.   
 
Securities portfolio traditionally had a TL-weighted structure since it is generally con-
sisted of government debt securities. However, there were also cases of public sector 
issuing bonds and debentures denominated or indexed to foreign currencies in periods, 
such as 1990s in particular, of deteriorated expectations for economic stability, in-
creased foreign exchange deposits, and difficulty in borrowing via TL denominated 
bond issues. These bonds and debentures were preferred by the public sector for the 
purpose of extending the maturity of borrowing, and by the private sector for partly bal-
ancing their existing foreign exchange risks.  
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Share of foreign exchange denominated items within the securities portfolio has fluctu-
ated at around 40 percent during 1990s. This ratio exceeded 50 percent threshold for 
the first time after 2001 Crisis and rose to as high as 55 percent. 
 
Share of foreign exchange items within securities portfolio decreased starting from 
2002 due to reasons such as general fall in interest rates, relative decrease in public 
sector borrowings and slowdown in currency substitution. 
 
There were no bank groups differing from the general trend of the sector in terms of 
distribution of securities portfolio. However, on the other hand, private and foreign 
banks have given more weight to securities portfolio in their assets during the period 
1965-1985 compared with state-owned banks. 
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Due to the increase in public sector borrowings in the period 1985-2001, share of secu-
rities portfolio within total assets increased for all bank groups. This increase trend ac-
celerated in the period 2002-2007. Established economic stability made it possible for 
banks to increase their loans by reducing their liquid assets. Fall in interest rates in-
creased the value of securities portfolio. Increasing trend in securities portfolio has 
been more punctuated in state-owned banks due to holding out to them government 
debt securities against their duty losses.  
 
Although the share of financial assets within total assets increased on average terms 
during the period of 2002-2007, increase in the share of securities portfolio within total 
assets was first halted and then started to decline after 2005 due to start of reduction in 
public sector borrowings.   
 
3.2.5.  Fixed Assets  
 
Fixed assets item is mainly consisted of subsidiaries, participations, illiquid securities 
and partnerships. Duty losses of state-owned banks were also shown within this item 
until 2001. 
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Real increase rate of fixed assets posted strong gains in the period of 1981-2001 when 
the banks’ acquisition of subsidiaries and participations accelerated and duty losses of 
state-owned banks climbed. 

 
Fixed assets item shrank sharply on real terms during the period of 2002-2007 as a re-
sult of delivery of government debt securities to the state-owned banks against their 
duty losses and of the banks’ efforts to increase their liquidity through reducing their 
subsidiaries and participations. 
 
Fixed assets item has, due to its content, traditionally been TL-weighted. The period of 
highest FX items’ share within total fixed assets during the period of 1992-2007 has 
been between 1999 and 2001. Share of FX denominated items within total fixed assets 
of banking sector has been just above 20 percent during these years, before coming 
down to 10 percent level starting from 2002. 
 
Share of fixed assets within total assets did not vary from the general of the banking 
sector between the bank groups. Share of fixed assets in state-owned banks has been 
higher than that of private and foreign banks during 1990s mainly due to state-owned 
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banks’ duty losses during those years, and it rapidly fell down during the period 2002-
2007. 
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3.2.6.  Other Assets  
 
Real growth rate of other assets item has been volatile in the general of the period 
1965-2007. On the other hand, real growth rate of this item has followed a decelerating 
trend after 1980 and fell under zero except for the period of 1991-1995. Other assets 
item shrank by 22 percent in real terms in the period of 2002-2007. Share of other as-
sets within total assets fell to 5 percent in this period of highly-growing balance sheet 
sizes, through a decline of 12 percentage points compared with the previous period of 
1996-2001. 
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A breakdown of TL-FX structure of other assets shows that this item in general had a 
TL-weighted structure during 1992-2007. Share of TL items within other assets has 
been about 85 percent until 1997, and rose to above 90 percent during 1998-2000. 
Share of TL items within other assets declined again after 2000 and fell to 77 percent 
as of 2007. 
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During the period of 1981 – 1985, a high rate of increase is observed in the share of 
other assets within total assets in all bank groups. This increase has been more pro-
nounced especially in foreign banks.  
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As for the share of other assets item in different bank groups, share of other assets 
item in state-owned banks is in general higher than the other bank groups of private 
and foreign banks. Reduction in other assets item during the period of 2002-2007 has 
been witnessed in all banking groups; but this reduction has been sharper in state-
owned banks group. 
 
3.3.  Income-Expenditure Structure and Profitability  
 
Income-expenditure structure and profitability of the banking sector during the subject 
period of 1959-2007 were formed and shaped depending on the economic regime and 
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financial, monetary, interest rate and exchange rate policies being followed, maturity 
structure of the balance sheet, level of inflation, economic stability and growth rate, for-
eign trade volume, regulations pertaining to banking activities and operations including 
mainly those related with taxation, and competition level of the sector. 
 
Public sector borrowings, duty losses, and taxation differences between financial in-
vestment instruments have had impacts on both income-expenditure structure and 
profitability through changing the direct asset structure significantly. Incentive-based 
credit policies applied during the planned economy period, and determination of the 
prices of financial assets so as to support such credit policies have increased the loan 
volume. Almost all of the interest income of banks during this period was consisted of 
interests received from loans. Falling between the years of 1960 and 1980, this period 
has also been the period with the highest interest margin. 
 
High and chronic inflation continued from the second half of 1970s until the beginning 
of 2000s. Inflationist process negatively affected return on equity in banking sector in 
real terms. Return on equity has been under inflation rate throughout this period. Drop 
in banking sector’s return on equity in real terms has been more pronounced during 
periods of fast increase in inflation rate.  
 
Development of money and capital markets starting from 1980s led to an increase in 
the variety of banks’ revenues. Emergence of alternative investment instruments and 
increase in the number of banks fuelled competition both inside banking sector and 
with other financial markets. Cost of the resources increased and interest margin con-
tracted consequently.  
 
Frequent interruptions to the economic stability during 1990s and increased borrowing 
needs of the public sector led to an increase in the share of interest income from finan-
cial assets within total interest income, and to a drop in the share of interest income 
from loans therein. 
 
Banks’ exchange rate risks assumed due to and as a result of the foreign exchange 
and finance policies encouraging the enlargement and increase of risks as preferred 
and implemented during 1990s, have led to significant levels of exchange rate losses 
on the part of the banks during the years of 1994, 1998 and 2001 when there was eco-
nomic volatility and accelerated losses in the value of TL.  
 
Consequently, net trading profit-loss item generated a loss at the rate of 10 percent of 
the operating income in the periods of 1991-1995 and 1996-2001. 
 
Generally subdued demand for banking products, external gains from demand deposits 
during periods of high inflation, and competition to increase the market share have pre-
vented our banks to establish a tradition of pricing their banking services for long years.  
 
3.3.1.  Income-Expenditure Structure  
 
Main item in operating income is net interest income. Net interest income made up ap-
proximately 40-50 percent of the total net operating income during the period 1960-
1980. Due to limited dimension of foreign exchange transactions and due to undevel-
oped capital markets, net trading profit/loss item was at negligible levels before 1980 
when net fees and commissions item comprised 15 percent of total operating income. 
 
After 1980, share of net interest income within total operating income started to rise. 
This share rose to 90 percent during 1990s from 33 percent in the period 1981-1985, 
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and then dropped to 62 percent in the period 2002-2007. Reasons for the rise in inter-
est income particularly during 1990s were the rise in the share of public borrowing 
bonds, i.e. government debt securities within total assets, and net trading profit-loss 
item dropped to negative balance due to fluctuations in the pricing of financial assets in 
the subject periods of economic instability.   
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The share of net fees and commissions receded during the first half of 1990s when 
high returns from public borrowing instruments, i.e. government debt securities sup-
pressed other banking activities and a high competition marked the sector. While 24 
percent of net operating income was obtained from fees and commissions in the period 
1981-1985, this ratio dropped to 9 percent in the period 1986-1990, and to 5 percent in 
the period 1991-1995.  
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As a result of the cost of intense technology investments of banks during the first half of 
1990s, increase in the variety of financial services provided by banks, and widespread 
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use of non-branch service means and channels, the fees and commissions income of 
banks started to rise as from the second half of 1990s. This ratio rose to 15 percent in 
the period 2002-2007.  
 
Almost all of the interest income of banking sector which constituted the major part of 
banking sector’s operating income was from the interest for loans during 1960-1985. 
Loans have been the foremost income item in this period when capital and money 
markets were not yet formed and developed, and public borrowing instruments, i.e. 
government debt securities were also scarce. Interest income from financial assets 
could not rise above 5 percent of total interest income during this period.  
 
It is observed that share of interests from loans within total loans fell as a result of for-
mation of money and capital markets during 1980s and rising efficiency of these mar-
kets in the succeeding years. On the other hand, share of interests from financial as-
sets within total interests is seen to start rising during 1990s as a result of the growth in 
public sector deficits and financing of these deficits mainly via banking sector. Share of 
interests from financial assets which stood at 19 percent in the period 1986-1990 rose 
constantly after that period and became 49 percent in the period of 2002-2007.  
 
The reason of the increase in the share of interests from financial assets within the total 
assets during the period 2002-2007, when loan stock posted strong gains, was settle-
ment of duty losses of state-owned banks with public borrowing instruments such as 
government debt securities, and the financial assets having higher yields than the 
loans. Yield of loans could equal that of financial assets in as late as 2007 only.  
 
Speaking of the gross yield from the two major items of total assets, namely loans and 
financial assets, (which is calculated as interest income from the interests for loans / 
loan stock, and interest income from financial assets / financial assets stock); yield of 
loan stock was higher than the yield of financial assets during 1960-1985 and the dif-
ference between these two items was about 5 percent. 
 

78 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Yield of financial assets outdid the yield of loans after 1986. This has continued up until 
2007. Increase in public sector borrowing needs during the period 1986-2007 and fail-
ure to maintain economic stability during most part of this period caused the yields of 
loans stay under the yields of financial assets.  
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Yield of financial assets continued to be above the yield of loans also during the period 
2002-2007, when economic stability was maintained. On the other hand, interest rates 
of loans and financial assets came very close to each other in 2007, which happened 
for the first time since 1985. Interest margin broadened during the period 2002-2007, 
when interest rates fell in general, due to the fact that average maturity of the assets of 
banking sector was longer than the average maturity of its liabilities. This situation 
made a positive impact on the yield of loan stock.  
 
Another factor that should be considered during the analysis of interest margin is the 
effect from foreign exchange income and expenditure. When there are big changes 
and fluctuations in the value of TRY against major foreign currencies, this change is 
reflected onto the banks’ interest rate income and expenditures in proportion with the 
difference between the foreign exchange denominated and interest bearing assets and 
liabilities of banks. Hence, interest margin is affected by foreign exchange incomes and 
expenditures.  
 
On the other hand, holding financial assets had certain advantages over lending activ-
ity in general as the cost of lending activity was higher than the cost of holding financial 
assets, because banks had to incur inquiry and research costs for the loans, and loans 
had higher risks of non-repayment and nonperforming loans, and they required higher 
capital, and they might have involved in more legal problems, and there were differ-
ences between these two instruments stemming from organizational reasons and tax 
regulations.  
 
The ratio of interest income to interest expenditure has generally been high during the 
period 1960-1980, and then gradually came down afterwards. This ratio was around 
210 percent during the period 1960-65, and fell to 180 percent in the period 1976-1980. 
The period between 1960 and 1980, when deposit and loan interest rates were deter-
mined by the government and competition in the banking sector was very low, had the 
highest interest margin level within the broader period of 1960-2007.  
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Liberation of interest rates starting from 1980 increased the cost of resources and 
caused the contraction of interest margin. The ratio of interest income to interest ex-
penditure fell under 120 percent in this period. This ratio slowly picked up during 1980s 
and 1990s, excepting the period of 1996-2001 which was under the effect of the 2001 
Crisis, and became 159 percent during the period 2002-2007. The share of interests 
paid for deposits within the interest expenditures reached to its highest level in the pe-
riod 1986-2007. Second major item within interest expenditures was the interests paid 

Interest Income / Interest Expenses (percentage)

1960-65 1966-70 1971-75 1976-80 1981-85 1986-90 1991-95 1996-01 2002-07

220

200

180

160

140

120

100



The Banks Association of Turkey

98

for the loans. The share of this item within total interest expenditures stayed between 
the range of 20-25 percent in the period 1988-1993, before starting to come down later.  
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The course of the share of interests paid for loans within the total interest expenditures 
generally depends on the capacity to borrow from international markets, hence on the 
economic stability. Decrease in the sum of resources secured from abroad in the af-
termath of crises such as in 1994 and 2001 also pulled down the share of interests paid 
for the loans within the total interest expenditures.  
 
3.3.2.  Profitability  
 
Return on assets in banking sector has been about 1 percent level in the period 1959-
1970. Return on assets generally followed a rising trend during the period of 1971-
2001, and reached to 2.5 percent at the end of this period. It fell after 2002, though. 
The fact that inflation rate has been very different during this period renders it difficult to 
compare this period with previous periods in terms of return on assets.  
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Foreign banks, generally working as a branch of their headquarters abroad and with a 
very little asset share, had better performance during the greater part of the subject 
analysis period in terms of return on assets compared with private banks and state-
owned banks. There were no big differences between the return on assets figures of 
bank groups before 1980, however, foreign banks’ return on assets rose above the 
sector averages after 1980. This differentiation with the sector average emerged be-
tween foreign banks and the other two groups after 1980 and between private banks 
and state-owned banks after 1985.  
 
Return on asset figure receded for the general of the sector and the difference between 
the groups was closed in the period of 2002-2007 as inflation rate dropped and compe-
tition became ever stronger. Contrary to private and foreign banks, state-owned banks 
increased their return on assets in the period of 2002-2007. The reason of this was 
they were paid for their duty loss receivables via government debt securities.  
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Return on equity of the banking sector has been at around 10 percent during the period 
1959-1975. Return on equity in general followed a rising trend in the period 1971-2001, 
and rose to 50 percent at the end of this period. It has fallen on nominal basis after 
2002 in line with the drop in inflation. Therefore, nominal figures are misleading in 
analysis of the return on equity in periods of volatile inflation. That is why inflation-
adjusted return-on-equity figures is given separately for the purposes of analysis.   
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A study of the development of return on equity between bank groups shows that return 
on equity of foreign banks was again well above that of the private and state-owned 
banks in the period of 1975-2001, and this difference was closed to a greater part by 
the period 2002-2007.  
 
High return on equity figures particularly during the second half of 1980s and during 
1990s was mainly stemmed from high and chronic inflation, high public sector borrow-
ing requirements, economic instability, and high levels of real interest rates due to pub-
lic sector’s demand for funds, and because holding government debt securities re-
quired less shareholders’ equity compared with lending activity. Difference between 
return on equity and interest rates of government debt securities came very close in 
2002-2007 period, and totally closed in 2006 and 2007. Basic drive behind this closing 
of the gap was the drop in interest rates of government debt securities in line with the 
decrease in inflation rate and the reduction in risk perception. 
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Hence, it will be beneficial to consider the developments on inflation front while making 
assessments on return on equity. As can be seen from the graphic, high inflation rate 
increased the sum of nominal profits, and pulled up the return on equity to higher lev-
els. However, it is also seen that return on equity has been below the inflation rate dur-
ing a great part of the period 1959-2007.  

* The scale of the graphic has been restricted due to ease of showing it.  

25

15

5

-5

-15

-25

-35

-45
1965 1968 1971 1974 19801977 1983 1986 1989 1992 1995 1998 2001 2004 2007

Return on Equity (deflated by WPI, percentage)

Return on Equity by Banking Groups
(deflated by WPI, percentage)

Public Private Foreign Dev. and inv. banks

100

80

60

40

20

0

-20

-40

-60 1965
1967

1969

1971

1973

1975

1977

1979

1981

1983

1985

1987

1989

1991

1993

1995

1997

1999

2001

2003

2005

2007



101

50th Anniversary of the Banks Association of Turkey and Turkish Banking System “1958-2007”

Inflation-adjusted return on equity data show significant differences between bank 
groups. Inflation-adjusted return on equity of state-owned banks has been in the nega-
tive territory almost in the entire period of 1959-2002. Inflation-adjusted return on equity 
of private and foreign banks and development and investment banks has been gener-
ally positive on the contrary to the state-owned banks, and has shown a more pro-
nounced trend against the state-owned banks during 1990s, in particular, when public 
sector borrowing needs increased.  
 
During the initial years of economy’s opening up, i.e. in the first half of 1980s, inflation-
adjusted return on equity could reach quite high levels and rates, mainly in foreign 
banks. This is related with the fact that shareholders’ equity of the banking sector was 
at very low levels before 1985, and that newly entering resources to the economy 
pulled the prices of financial assets rapidly higher.  
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The periods when return on equity was higher than the inflation rate throughout the pe-
riod subject to our analysis were 1965-1968 and 2004-2007. Main common character-
istic of these two periods is low inflation rate. Similarly, return on equity was pronounc-
edly above the inflation rate in 2000 when inflation rate dived rapidly. Increased eco-
nomic stability, fall in inflation, increasing loan demand, growth in the demand for bank-
ing transactions, and strengthening of shareholders’ equity put return on equity of 
banking sector into a stable period during 2002-2007. As a matter of fact, an analysis 
of return on equity on the basis of bank groups also confirms that the only period of 
positive and identical return on equity in all bank groups was  the period of 2002-2007. 
 
3.4.  Off-balance Sheet Items  
 
Off-balance sheet items were included to the balance sheet until 1982, and excluded 
from the balance sheet after that date. Off-balance sheet items were mainly consisted 
of commitments item until 1982. Commitments item continued to be the major item 
within the memorandum accounts in the following years too.  
 
Depending on the increase in public sector borrowing needs during 1990s and inves-
tors’ preference for short-term and more secure financial instruments, the repo transac-
tions, which are a short term instrument based on government debt securities, have 
become attractive in general. Hence, the share of repo transactions increased within 
off-balance sheet items, as repo transactions were reported under off-balance sheet 
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items throughout 1990s. Repo transactions were subsequently excluded from off-
balance sheet items and included to balance sheet. Use of derivative financial instru-
ments has become consistently widespread during the period of 2002-2007, and, ex-
cluding safe-custody and pledged securities, the derivatives occupied 43 percent of off-
balance sheet items as of 2007. 
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Safe-custody and pledged securities item which is a subaccount of off-balance sheet 
items includes the securities deposited to Settlement and Custody Bank Inc. of Istanbul 
Stock Exchange. Following the change of method applied in calculation and accounting 
of these securities, the safe-custody and pledged securities item rose to TRY 3.9 trillion 
from TRY 336 billion, increasing the share of safe-custody and pledged securities item 
within total memorandum accounts to 95 percent since 2005.     
 
 
 
 
 
 
 
88 
 
 
 
 
 
 
 
 
 
 
 
Other than these changes which had major impact on the structure of off balance sheet 
accounts, some other changes in the format of off-balance sheet items at different 
dates form major hurdles before obtaining a long, homogenous and healthy data set 
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relating to memorandum accounts. Hence, only that part of memorandum accounts 
which belongs to the period 2002-2007 has been analyzed.  
 
Excluding the safe-custody and pledged securities item, memorandum accounts rose 
to TRY 367.5 billion in 2007 from TRY 99.3 billion in 2002. Hence, the rate of rise in off-
balance sheet items was 270 percent on TRY basis and 424 percent on dollar basis 
during the five year period. 
 
Distribution of memorandum accounts (excluding safe-custody and pledged securities) 
as of the sub-items is: share of the sub-item of derivative financial instruments rose 
from 26 percent in 2002 to 43 percent in 2007; commitments item to 34 percent from 
29 percent; while guarantees and sureties item fell to 23 percent from 45 percent as of 
the same periods.  
 
4.  Developments on Fundamental Variables  
 
Turkey’s population rose to 73.9 million from 26.7 million during the period 1950-2007, 
which is the subject period of our analysis on the development in Turkish banking sec-
tor. During this period when the population has been tripled, per capita income in the 
country increased by 12 folds on dollar basis to USD 7,575 from USD 584.  
 
In addition to the increase in population and per capita income, it is believed that the 
country has become more prosperous both in absolute terms and geographically dur-
ing this period. Aside from Istanbul, Ankara and Izmir, which are major three cities of 
attraction in Turkey, some other cities in Anatolia such as Denizli, Gaziantep, Konya 
and Bursa have become cities of industry, while cities like Antalya, Mu la and Çanak-
kale have become tourism centers. 
 
Banking sector targeted increasing the geographical spread and accessibility of finan-
cial services by increasing the number of its staff and branches. The rise in the number 
of branches and staff of banking sector, particularly in the period of 1960-1980, 
stemmed from the need of the banking sector to increase its geographical presence.  
 
Banking sector has increased the number and variety of its non-branch channels in re-
cent years by the help of its traditional service network as well as technological devel-
opments. The number of customers benefiting from internet banking services exceeded 
10 million. On the other hand, volume of transactions entered via two major banking 
instruments of credit cards and bank cards rose to TRY 270 billion annually, which fig-
ure corresponds to 29 percent of GDP. These results were achieved due to the banks’ 
ability to successfully use non-branch service channels for the purpose of providing ef-
ficient and satisfactory services to their customers, and swift adaptation of their cus-
tomers to these novelties in order to benefit from these channels.  
 
4.1.  Number of Banks, Branches and Staff 
 
Banking sector accompanied the developments at the fronts of population and income 
with increase in the number of its branches and staff. The number of branches in-
creased by 4 folds, while number of staff rose by 5 folds, to 7,618 and 158,534 respec-
tively during the period 1961-2007. 
 
The number of banks fell to 46 in 2007 from 51 in 1959. The number of banks changed 
between the range of 40-50 during the period from 1959 to 1985, while this number 
rose rapidly after 1985 when the economy opened up to the world. The number of 
banks rose to its highest number of 81 in 1999.  
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The number of branches and employees increased regularly and rapidly between 1961 
and 1980. This rate of increase decelerated between 1980 and 2000. The number of 
staff employed in banking sector rose to its highest level of the analysis period in 1999 
by 173,988 staff, and number of bank branches in 2000 by 7,837 branches. After de-
creasing sharply after 2001 Crisis until 2003, the number of employees and branches 
resumed their increase after 2003. As of 2007, 47 percent of the total number of 
branches, 64 percent of total deposits, and 51 percent of total loans were concentrated 
in three major cities of Istanbul, Ankara and Izmir. This shows that there is still great 
potential in other cities, in particular, on the subject of accessibility to customers. 
 
Asset size per branch rose to USD 3.1 million in 1980 from USD 1.5 million in 1962, 
and asset size per employee rose to USD 148,000 from USD 77,000 as of the same 
period.  
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Asset size per branch and per employee continued their rising trends during 1980s and 
1990s except for the years of economic crises. But the real growth came in the period 
of 2002-2007. Asset size per branch rose by 282 percent to USD 63.5 million in 2007 
compared with 2002, while asset size per employee rose by 265 percent to USD 3.1 
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million in the same period. 10 percent growth in the number of branches and 15 per-
cent growth in the number of staff show the significance of the growth pace in this pe-
riod.  
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Population per branch and population per staff decreased in the period 1960-1980 due 
to rapid increase in the number branches and in employment. The number of people 
served by one branch was 16,500 on average in 1961, which compares with 7,300 in 
1982. Similarly, 881 people were served by each staff member in 1961 which fell to 
355 by 1982.  
 
Population per branch and population per staff did not change significantly during 
1980s, rose in the first half of 1990s, and declined again the second half of 1990s de-
pending on the increase in the number of branches and staff. These figures dropped 
after 2003, though mildly, in parallel with the increase in the number of branches and 
staff in the banking sector. One branch served 9,697 people on average while one staff 
served 466 people as of the end of 2007. 
 
4.2.  Developments in Total Assets, Loans and Deposits  
 
Total asset size of banking sector rose to TRY 561 billion (USD 484 billion) in 2007 
from TRY 17,774 (USD 6.3 billion) in 1959. Total loans rose to TRY 280 billion (USD 
242 billion) from TRY 9,261 (USD 3.3 billion), while total deposits rose to TRY 357 bil-
lion (USD 308 billion) from TRY 7,350 (USD 2.6 billion ). GNP rose to TRY 649 billion 
(USD 560 billion) from TRY 43,700 (USD 15.6 billion) in the same period.  

 
A study of development of GNP, total assets, loans and deposits with fixed prices dur-
ing the period 1965-2007 reveals that GNP rose by 667 percent, total assets by 1,294 
percent, total loans by 1,345 percent, and total deposits by 2,316 percent during the 
period 1965-2007. Growth in total balance sheet sum of the banking sector and in ma-
jor sub-items of this balance sheet with fixed prices has been faster than the growth in 
GNP itself again with fixed prices. Among these aggregates and sizes, the volume of 
deposits has been the fastest growing item with fixed prices. Total assets and loan 
stock also grew by an approximate rate  and faster than GNP with fixed prices.  
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Economic regime and monetary, exchange rate and finance policies adopted during 
the whole period affected the growth rate of the analyzed variables based on sub-
periods. GNP grew faster than assets, loans and deposits during 1965-1980, when fi-
nancial prices were kept under control. Limited chances of securing resources from 
abroad, and higher attraction of alternative investments outside the financial sector 
compared with deposits in a setting of high and chronic inflation have restricted the 
function and balance sheet of the banking sector. Although deposits item is the only 
financial investment instrument for the household, even growth in deposits item fell un-
der the growth in GNP. 

 
Ratio of Selected Aggregates and Sizes to GNP (percentage) 

 
 1959 1980 1990 2000 2007 
  
Total assets  41 31 43 83 87 
Loans 21 17 20 27 43 
Deposits  17 15 24 55 55 

             
During the period between 1980 - the year the market mechanism was first started in 
Turkey - and 2000, total assets grew by 4 folds, total loans by 2 folds and total deposits 
by 6.6 folds with fixed prices, while GNP growth was only 85 percent in this period. Al-
though high and chronic inflation continued in this period, the increased possibility of 
securing resources from abroad, liberation of deposit interests, and expansion of the 
possibility to have savings in foreign currencies have accelerated the growth of the fi-
nancial system. Deposits were the fastest growing item, while growth in loan stocks 
was restricted due to concentration of the demand on government debt securities due 
to public sector’s needs for resources throughout 1990s, in particular.  
 
Loan stock, especially, increased rapidly in the period of 2002-2007 due to establish-
ment of economic stability, fall in interest rates and increased chances of raising funds 
from abroad. GNP rose by 42 percent, total assets by 59 percent, total deposits by 51 
percent, and loan stock by 200 percent with fixed prices in this period. Increase rate in 
deposits was behind the increase in balance sheet items due to appreciation of TRY 
against major currencies which pulled down TRY equivalent of foreign exchange de-
posits within total deposits.    
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Per capita bank assets, loans and deposits figures rose a lot faster than the increase in 
per capita GNP, with the ratio of banking system to GNP rising to 87 percent from 41 
percent in the period 1959-2007. However, monetization level of Turkish economy, and 
the ratio of Turkish banking system to GNP which is a good indicator for the level of 
monetization, are yet well beyond being adequate compared with developed countries. 
Per capita bank assets rose by 27 folds while per capita income (GNP) rose 12 folds 
during the period 1959-2007. Hence, total assets of the banking system increased by 
more than 2 times the growth rate in GNP. It is seen that per capita loans and deposits 
figures also show similar developments.  
 
As of the same period, loan stock rose by 25 folds, and deposits stock rose by 41 folds. 
Hence, per capita bank assets rose to USD 6,552 from USD 237; per capita loans to 
USD 3,275 from USD 124; and per capita bank deposits to USD 4,168 from USD 98.  
 
4.3.  Concentration  
 
Share of top five and top ten banks in total assets, total loans and total deposits of the 
Turkish banking system decreased at the end of 1990s compared with 1980. However, 
concentration started to increase again in 2000s. Concentration in the banking sector 
as of the end of 2007 in general decreased compared with 1980, but increased com-
pared with 1990.   
 

Concentration in Banking Sector (percent share) 
 

 1980 1990 1999 2000 2002 2007 
   
Top five banks        
   Assets  63 54 46 48 58 62 
   Deposits  69 59 50 51 61 64 
   Loans  71 57 42 42 55 57 
Top ten banks    
   Assets  82 75 68 69 81 85 
   Deposits  88 85 69 72 86 89 
   Loans  90 78 73 71 74 83 

         
The reason for lower concentration in loan stock compared with that in total assets and 
total deposits is that the security portfolio of state-owned banks has a higher share in 
their total assets compared with other bank groups. This share rose further after 2002 

(percentage)



The Banks Association of Turkey

108

due to issuance of government debt securities against the duty losses of state-owned 
banks. One of the three state-owned deposit banks is among the top five banks and 
the other two are among the next group of top five banks. 
 
Concentration in banking sector has regularly diminished in the period 1980-2000. Fac-
tors having an effect on this process were the speeding up in new entrances to the 
banking sector, high inflation rate, high public borrowings, deposit insurance, and in-
creased borrowing from international markets though with short term.  
 
4.4. Internet Banking Transactions  
 
Internet banking transactions are one of the most significant alternative service chan-
nels which has developed very much in the last years. Internet banking transactions 
offer considerable advantages to both customers and banks in terms of time and costs.  
 
Internet banking data is being published by the Banks Association of Turkey since June 
2006.11  

 
Number of Customers Using Internet Banking  

 
December 

2006 
December 

2007
  
Number of individual customers   
  Active (A) (logged in at least once in the last 3 months) 2,976,292 3,795,627
  Registered (B) (Logged in at least once) (*) - 8,908,956
  Registered (C) (logged in at least once in the last 1 year) (*) - 4,920,907
  Ratio of Active (A) / Registered (B)  
  customers (percent) 

 
- 43

Number of corporate customers   
  Active (A) (logged in at least once in the last 3 months) 391,565 478,737
  Registered (B) (Logged in at least once) (*) - 1,131,302
  Registered (C) (logged in at least once in the last 1  
   year) (*) 

- 588,211

  Ratio of active (A) / Registered (B)  
  customers (percent)  

 
- 42

Total number of customers   
  Active (A) (logged in at least once in the last 3 months) 3.367.857 4.274.364
  Registered (B) (Logged in at least once) (*) - 10.040.258
  Registered (C) (logged in at least once in the last 1 year) (*) - 5.509.118
  Ratio of Active (A) / registered (B)  
  customers (percent) 

 
- 43

 
The number of individual customers using internet banking services has been 8.9 mil-
lion as of December 2007. Of these customers, 3.8 million customers are active. The 
number of corporate customers was 1.1 million, and number of active corporate cus-
tomers was 479,000 as of the same date. Total number of customers is above 10 mil-
lion, and more than 4 million or 41 percent of this figure are active customers. 
 

                         
11 These published data cover 26 – out of the total 46 banks - providing internet banking services data. 
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Financial Transactions in Internet Banking (TRY Million) 
 

       December 2006       December 2007 

  Number 
(Thousand) 

Volume Number 
(Thousand) 

Volume 

  
Cash transfers 24,300 90,935 29,335 116,958
Payments 10,232 1,921 15,393 2,911
Credit card transactions  4,058 4,819 5,352 3,301
Other financial transactions  1,231 7,559 1,131 8,345
Total  39,821 105,234 51,211 131,515

 
Financial transactions performed via internet banking services increased by 29 percent 
in terms of number, and by 25 percent in terms of volume in the period of December 
2006-2007. So, financial transactions performed through internet banking channels 
reached to TRY 131.5 billion as of December 2007. 

 
Internet Banking Investment Transactions (TRY Million) 

 
 December 2006 December 2007 

 Number 
(Thousand) 

Volume Number 
(Thousand) 

Volume 

  
Investment Funds  3,374 12,810 3,600 15,228
Foreign Exchange Transactions  1,512 6,847 1,905 10,346
Forward Accounts  175 2,894 290 4,077
Realized stock transactions 3,442 7,003 1,448 4,183
Repo Transactions  139 4,374 161 4,498
Bonds and Bills Transactions  172 2,052 195 1,982
Gold  17 24 17 30
Total  8,832 36,004 7,615 40,344

 
Although investment transactions performed via internet banking services decreased 
by 14 percent in number in the period December 2006-2007, these transactions in-
creased by 12 percent in volume in the same period. It is seen that the drop in number 
stemmed from transactions in stocks. Consequently, investment transactions per-
formed through internet banking channels reached to TRY 40.3 billion as of December 
2007. 
 
4.5.  Number of ATMs and Credit Cards  
 
According to the data of Interbank Card Center (ICC), total number of credit cards rose 
by 138 percent to 37.3 million as of 2007 compared with year end of 2002.  

 
Number of ATMs and Cards  

 
2002 2007 

  
Total credit cards (Thousand) 15,705 37,335 
Total bank cards (Thousand) 35,057 55,510 
POS (Thousand)* 510 1,454 
ATM 12,069 18,800 
Credit card transaction volume (TRY Million) 24,507 141,468 
Bank card transaction volume (TRY Million) 32,412 129,121 

                   Source: ICC 
                  * As of January 2003. 
                  ** Periodical  
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Total number of bank cards, on the other hand, increased by 59 percent to 55.5 million 
in 2002-2007 period. Number of POS (Point of Sale) devices and ATMs (Automatic 
Telling Machines) also rose by 181 percent and 56 percent and reached to 1.5 million 
and 18,800 respectively in the same period.  
 
Credit card transaction volume has been TRY 141.4 billion, and bank card transaction 
volume has been TRY 129.1 billion in 2007. Ratio of total transaction volume to GNP 
increased by 15 percentage points to 31 percent, compared with 2002.  
 
4.6.  International Comparison 
 
According to international comparisons, financial sector in Turkey is small in terms of 
size, and lacks depth in terms of variety of financial institutions involved in the sector 
and financial services provided by these organizations. Traditionally, Turkish financial 
sector has a structure weighed by deposit banking. Ratio of total assets of the banking 
system to those of organizations involved in financial sector is 87 percent as of the end 
of 2007. Deposit banks have a share of 83 percent within the total banks. Capital mar-
kets are yet at the stage of growth. Securities issues by the private sector in capital 
markets are almost totally limited with public offering of stocks. Share of the private 
sector in the debt market which comprises bonds and bills has been very limited or 
next to nil.  
 
According to Global Financial Stability Report issued by International Monetary Fund, 
the ratio of bonds and bills to gross domestic product was 146 percent on average 
worldwide in 2008, and 45 percent in developing countries. While, in Turkey, all of the 
bonds were issued by the public sector, the ratio of bonds and bills issued by the pri-
vate sector to the gross domestic product stood at 94 percent on average worldwide 
and 17 percent in developing countries.  
 
The ratio of market value of stocks to gross domestic product stood at 119 percent 
worldwide, 122 percent in developing countries, and 44 percent in Turkey.  
 

Selected Aggregates in Capital Markets (2007, as percentage of GDP) 
 

 World DC* Turkey**  
  
Capital Markets  265 167 77 
 Stock *** 119 122 44 
 Bonds and Bills  146 45 33 
   -Public Sector 52 28 33 
   -Private Sector  94 17 0 
Total (including bank assets) 421 253 150 
* Developing Countries  
** Ratios based on foreign exchange 
*** Market value  
Source: Global Financial Stability Report, October 2008 

 
The ratio of total assets of the banking system to gross domestic product was 66 per-
cent in Turkey, 87 percent on average in developing countries, and 155 percent on av-
erage worldwide.  
 
Both capital markets and banking sector have a small size as also shown by a com-
parison with European Union (EU) countries which have a banking sector weighted 
structure like Turkey. According to EU-15 average figures, ratio of bonds and bills to 
gross domestic product was 180 percent, and the ratio of market value of stocks to 
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GDP was 94 percent, while the ratio of total assets of the banking system to GDP 
stood at 334 percent in EU-27 countries.  
 

Selected Aggregates: EU and Turkish Banking System * 
 

 EU27 (2007) Turkey (2007) 
  
Per capita income (euro) 24,792 6,770 
Per capita bank assets (euro) 82,827 4,453 
Per capita loans (euro) 38,918 2,225 

       * Deposit, development and investment and participation banks are included. 
         Source: European Central Bank  
 
Per capita bank assets is 83 thousand euro on average in EU, which compares with 
4.5 thousand euro in Turkey. While per capita income in EU is 3.7 times greater than in 
Turkey, this difference reaches to 18.6 times in terms of per capita bank assets. While 
one bank serves to 59 thousand people on average in Turkey, this number rises to 1.6 
million people in Turkey. While one bank employee serves to 153 people on average in 
EU countries, this number rises to 466 people in Turkey. Population per branch is 
2,123 in EU countries, against 9,697 in Turkey.  
 

Selected Aggregates: EU and Turkish Banking Systems* 
 

 EU27 (2007) Turkey (2007) 
  
Population per bank  59,401 1,605,978 
Population per staff  153 466 
Population per branch  2,123 9,697 

       * Deposit, development and investment and participation banks are included. 
         Source: European Central Bank  
 
The ratio of total deposits to gross domestic product is 136 percent in EU countries, 
which corresponds to 3.2 times the ratio in Turkey. The ratio of loans to gross domestic 
product is 157 percent and ratio of housing loans to GDP is 41 on average in EU coun-
tries. Same ratios stand at 33 percent and 4 in Turkey percent respectively. 
 

Selective Indicators: EU and Turkish Banking Systems * 
(Percentage of GDP, 2007) 

 
 EU27 (2007) Turkey (2007) 
  
Total assets  334 66 
Total deposits  136 42 
Total loans  157 33 
Housing loans  41 4 

            * Deposit, development and investment and participation banks are included. 
              Source: European Central Bank  
         
In Turkey, return on equity is lower compared with both EU and United States of Amer-
ica. Difference between return on equity and long term public borrowing instruments, 
i.e. government debt securities was 13 percent in EU countries, 9 percent in USA, and 
1 percent in Turkey in the year 2006.  
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