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|. The Global Financial Crisis and
Recent Developments



The effect of the global financial crisis on world

abrupt and devastating manner since the last quarte

Global Financial Crisis

Regional Growth Rates

(2002 Q1 — 2009 Q1, percent)

USA

OECD Members

2002Q1

2003Q1

Source: IMF, CBT

2004Q1

2005Q1

2006 Q1

2007Q1

2008Q1

2009Q1

2009 Growth Projections for Selected Countries

Iceland
Estonia
Singapore
Ukraine
Japan
Russia
Germany
Turkey

ltaly

United Kingdom
Mexico
Croatia
Czech Republic
Malaysia
Hungary
United States
Bulgaria
Argentina
Brazil

South Africa
Colombia
Chile
Indonesia
India

China

Source: IMF, CBT

economies has been felt in an

r of 2008.

(percent)

10

(&
o
(&



Recent Developments in Financial Markets

It is observed that a certain degree of optimism has prevailed in global financial
markets recently.

The Difference Between 3-Month LIBOR Rate and

3-Month US Treasury Bills (TED Spread) Risk Appetite Index
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Confidence Indices and Leading Indicators

This favorable atmosphere in the financial markets
corporate sector indicators, too. Expectations rela
economy have recently showed signs of recovery, albe

Global Purchasing Managers’ Index
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Effects on the Global Economy

Additionally, it should not be forgotten that this crisis has brought about
tremendous losses in world economies. Asset write-d owns coupled with
negative expectations pertaining to the future have led to an increase in

precautionary saving tendency and a severe contract ilon in demand.

Household Assets in the USA Ratio of US Household Savings to GDP
(2006 Q4 — 2008 Q4, trillion USD) (January 1990 — April 2009, percent)
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Effects on the Global Economy

The size of the destruction indicates that it is no t very probable in the short-run to
eliminate the financial squeeze, restore confidence a  nd revive global demand

permanently . The Central Bank’s expectation is thati  t will take a long time for
the global economy to reach its potential production level.
Losses Incurred by the Global Banking Sector Financial Conditions Index
(2007 Q2 — 2009 Q1, billion USD, cumulative) (January 2005 — March 2009)
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Il. Economic Indicators Pertaining
Turkey



Effects of the Global Crisis on the Turkish Economy

The global turmoil, which emerged at the second half of 2007, adversely
affected financing facilities and foreign demand, a nd led to a significant

slowdown in economic activity in developing countri es, and Turkey was no
exception.
Growth Components GDP
(2007 Q1 — 2008 Q4, year-on-year percentage contribution) (2004 Q1 - 2008 Q4, seasonally adjusted, with 1998
constant prices, 2008 Q1 = 100)
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Financial Developments in Turkey

The recent recovery in global risk perceptions has favorably affected Turkey’'s

risk premium, domestic market interest rates and vol atility in exchange rates.

Risk Indicators
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Financial Developments in Turkey

Thanks to the measures taken, the financial conditi ons in Turkey have recently
followed a fairly moderate course compared to econo mies in a similar situation.

Credit Market
(January 2008 — May 2009, 4-week moving average, percent)
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Production Developments and Expectations of Orders

Current indicators suggest that expectations related
months point to a recovery and that industrial prod

to orders for the next three
uction will gain stability in the

second quarter of 20009.
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Inventory liquidation has gained pace since March d
should be borne in mind that the revival of domesti
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Domestic Demand Indicators

the advancing of future demand.
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Confidence Indices and Leading Indicators

In addition, the recent rebound in business confiden
indices signals the possibility of a partial recover

Consumer Confidence Index
and Business Confidence Index
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Both exports and imports have experienced slumps in
seasonally-adjusted figures indicate that exports in
stable course recently and that expectations pertai

Foreign Demand Expectations

nominal terms. However,
quantity (real) have displayed a
ning to foreign demand have

improved.

Change in Exports and Imports in USD
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Credit Developments

Consumer loans, which have been declining since Nov ~ ember 2008, have slightly
increased in recent weeks. Nevertheless, due to the  weak course of investment,
commercial loans continued to decrease and the decli ne in the total volume of loans
persisted through May.

Domestic Real Credit Volume Monthly Changes in Commercial and Consumer Loans
(January 2006 — May 2009, September 2008=100) (January 2008 — May 2009, 6—week moving average, percent)
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Ill. Projections About the Near
Future
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Recovery in Economic Activity

Following recent rate cuts and fiscal measures, we anticipate that domestic
demand in Turkey might gain relative stability in t he second quarter of 2009 and
growth will post positive figures from the last qua rter onwards.

Central Bank’s Output Gap Forecasts
(2008 Q4-2012 Q1)
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Banking Sector

Fluctuations in Turkey'’s financial markets remained limited during the crisis and

the hikes in Turkey’ risk premium lagged behind tho se of many other emerging

market economies, and Turkey has shown significant resistance to the crisis at a

higher degree than implied by her credit rating.

Exchange Rate Volatility
(September 2008 — May 2009, standard deviation of daily
changes in exchange rates)
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Financial Stress Indices

The deterioration in Turkey’'s Financial Stress Inde
other emerging market economies. While banking sect
exerted pressure on their financial systems, this p

Financial Stress Indices*
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Banking Sector

The main factor reinforcing the resilience of our e conomy in the face of the global
crisis is the sound and stable structure of our fin ancial system.

Net FX Position Effect of Credit Shocks on CARs of the Sector
(2000 Q1 — 2009 Q2*, billion USD)
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Banking Sector

Balance sheets free of distressed foreign assets,t  he strong level of capital and
liquidity adequacy ratios of our banks will support the normalization of the Turkish
credit markets earlier than that of its peers world wide.

Capital Adequacy Ratio Short-term FX Liquidity
(July 2007 — April 2009, percent) Adequacy Ratios
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Banking Sector

The ratio of loans to deposits, which is an indicat or of the depth of the
banking sector and the evolution of the intermediatio n function of banks,
came to the forefront as a risk element during the global crisis.

Ratio of Loans to Deposits in Turkey Ratio of Loans to Deposits in Selected Countries
(January 2001 — April 2009, annual percent) (2007, percent)
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Households

The low level, compared to many emerging market econ  omies, of both household
indebtedness and also consumer loans susceptible to exchange rates underpin a

relatively faster recovery in the Turkish economy.
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Households

Backed by the prudent monetary policy implemented s ince mid-2006, credit
expansion in Turkey has been more moderate compared to other countries and
this, in turn, has led households to defer their co nsumption demands.

Share of Consumption of Resident Households in GDP (2003 Q1 — 2008 Q4, percent) and
Quarterly Change of Consumer Credits (2003 Q1 - 2009 Q2*, real, percent)
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The FX short position of the non-banking sector rea
the last quarter of 2008. The short-term short posit

Corporate Sector

USD 5 billion in January.
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External Financing Requirement

Turkey'’s foreign trade deficit has been narrowing s ignificantly since the third
guarter of 2008 and thus Turkey’s financing require ment has been decreasing
rapidly. The level of Central Bank reserves is adeq uate to cover Turkey’s short-term

external debt.

Ratio of Central Bank Reserves to Short-term

Foreign Trade Balance

(January 2005 — April 2009, billion USD) 200 External Debt
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Risks

Tightness in external financing conditions, lagged and gradual recovery in our primary

export markets, and the large share of durables and ¢ apital goods -sensitive to foreign

demand- in exports, indicate that the recovery in th e Turkish economy will be different
from what we have experienced so far.

Share of Investment and Durable Goods in Exports

Growth Forecasts (1996 - April 2009, percent)
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Investment and Employment Forecasts

Investment and employment indicators show that econo mic recovery is
expected to be gradual and slow as opposed to ther  apid recovery in economic
activity after the 1994 and 2001 crises experienced by Turkey and that a
significant acceleration in aggregate demand is not expected in the near future.
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Financial Tightness Indicators

The tightness in financial conditions still persist
rate cuts. Even if the liquidity facilities provide d by the CBT alleviated the liquidity
squeeze in the market; with respect to maturity, th ey cannot be a substitute for the

financing facilities banks used to utilize.

Interest Rates
(April 2007 — April 2009, annual percent)
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Bank Loans’ Tendency Survey

The Bank Loans’ Tendency Survey conducted by the CB T indicates that the
investment-driven credit demand has significantly d ecreased recently; a large portion
of the credit demand stems from the intention of co mpanies to restructure their
corporate credits and the fact that the risk percep tions of banks play an important role
in banks’ tightening their credit conditions.

Factors Affecting Credit Supply
(June 2004- March 2009.)
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The rise in the non-performing loan ratio, which st

Ratio of Bad Checks to the Total Amount of Checks

Submitted to the Clearing House
(2003 — April 2009, annual percent)
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arted in September 2008, continues.
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V. Inflation Developments &
Monetary Policy Stance
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Commodity Prices

Commodity prices remain low parallel to the slowdow n in global growth.

Commodity Prices
(1 January 2006 — 2 June 2009, 2001 = 100)
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Inflation Developments in Turkey

In May, inflation fell to 5.24 percent year-on-year

Consumer Inflation Food and Energy Inflation
(January 2007 — May 2009, annual percentage change) January 2007 — May 2009, annual percentage change)
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The slowdown, which has been observed in annual serv
two quarters, continued in May. The slowdown in the

Inflation Developments in Turkey

ices inflation in the last
rate of increase in prices is

observed in all subcategories.

Prices of Goods and Services
(January 2007 — May 2009, annual percentage change)
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Inventory and Cost Developments

It is thought that firms are on the verge of deplet  ing their inventories, which might
have positive implications on production in case dem and continues to rise in the
upcoming period.

Stock of Finished Products*
(January 2007 — May 2009)
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* Difference between "above the season” and “below the season” answers given to the current stock of finished
goods question in the “Business Survey” conducted by CBT.
Source: CBT
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Inflation Expectations

As the inflation data substantiated policy rate cuts , inflation expectations reacted
favorably. A significant improvement in medium-term inflation expectations has
been observed particularly since January.

Inflation Expectations
(January 2006 — May 2009, annual percentage change)
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It is expected that it will take some time for econ

downward pressures on inflation will prevail and th

pace in the short-term.

Inflation and Output Gap

omic activity to recover,
e disinflation process will gain

Inflation and Output Gap Forecasts

(2008 Q4 — 2012 Q1)
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Source: CBT
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Central banks of developing countries maintained a
of 2008 in view of depreciation of exchange rates a

Monetary Policy Stance

cautious stance in the first half
nd concerns over financial

stability.

Inflation and Policy Rates in Emerging Markets
(January 2008 — May 2009, average percent)
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Inflation and Policy Rates in Turkey
(January 2008 — May 2009, average percent)
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How Monetary Policy Evolved After 20017
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Monetary Policy Stance

With the disappearance of factors that were driving the inflation rate up, CBT
started monetary easing and thereby assumed a leadi  ng role amongst the emerging
markets.

Policy Rate Change in Emerging Market Economies  (percent)
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Monetary Policy Stance

Market interest rates adopted a sharp downward cours e in view of the moderate
recovery in risk perceptions and the Central Bank’s rate cuts backed by the
announced inflation data.

CBT Short-Term Interest Rates and

Benchmark Government Securities Interest Rate
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Export Rediscount Credits

In order to mitigate the adverse effects of global financial turmoil on the
corporate sector, the limit for export rediscount c redits was increased from USD
500 million to USD 2.5 billion and the utilization of these credits was facilitated.

Export Rediscount Credit Utilization
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Counter-Cyclical Public Finance

One of the major factors determining the effectiven ess of monetary policy in this period
Is developments in fiscal policy. Many countries ar e increasing their public

expenditures within their means in order to revive domestic demand. Those that

have gotten through this period with a moderate rise in their public debt stocks will

be able to regain, in the aftermath of the crisis,t  heir potential growth rates earlier.

2008 Budget Deficit and 2009-2010 Budget Deficit FOo  recasts* (Ratio to GDP, percent)

United Developed Developing
India  Kingdom Japan France Economies Turkey Economies China  Mexico S.Africa  Brasil
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* KEP forecasts are used for Turkey and IMF forecasts for the rest.
* Source: IMF, KEP, CBT



Need for a Medium Term Fiscal Framework

Under current economic conditions, the higher finan cing requirement of the government
might weaken the favorable impact of monetary polic y decisions on economic activity.

Central Government Tax Revenues and Primary Expendi  tures

(March 2007 — April 2009, annual percentage change, quarterly moving average)
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Need for a Medium Term Fiscal Framework

It is probable that short term policy rates will ho ver around single digits for quite some
time. However, how sooner the long term interest ra  tes will drop to single digits
depends on the quality of the fiscal discipline in m edium term.
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Need for a Medium Term Fiscal Framework

Short-term fiscal expansion should be backed by a cre dible medium term fiscal
framework that would ensure fiscal discipline and d ebt sustainability.

EU-Defined Public Debt Stock and Targets
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V. International Bank Account
Number (IBAN)
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International Bank Account Number

The Communiqué on International Bank Account Number (IBAN) was

published in the Official Gazette of 10 October 2008

IBAN stands for international bank account number g enerated in
accordance with certain standards to be used in the place of an

existing bank account number.

Existing Bank Converted into IBAN

Account Numbers ‘ TRO8 0006 4000 0014 2005 787X YZ
142005787XYZ

Money transfers will be conducted rapidly and accur ately with IBAN.

Harmonization is achieved with the European Union leqgi slation.
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International Bank Account Number

IBAN is being used by many countries including the E

As of 1 January 2010, IBAN will be used in money tra

uropean Union.

nsfers.

IBAN will be required for money transfers.

Citizens can obtain their IBANSs from the branches an

of the banks where they hold accounts.

d/or the websites
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VI. Training on Financial Matters
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Training on Financial Matters

Financial services and products are becoming more d lverse and complex.

Accordingly, it is now more important for individua Is to be informed about
financial matters while making investment and credi t decisions and to use

financial products purposefully.

Within this scope, importance should be attached and priority given to

training activities in order to raise financial awa reness.
In relation to this;

v' Consumer Protection Law No. 4077, Article 20 regula  tes training of

consumers.

v' The Ministry of National Education is responsible f or making
necessary additions to the curriculum, pertaining t o training of

consumers .
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Training on Financial Matters

The Ministry of Industry and Trade, upon the recomm endation of
the Consumer Council, has been authorized to set pri nciples

related to broadcasting relevant programs.

The Central Bank is ready to fulfill its role with r espect to training

on financial matters.
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