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REPORT PREPARED BY THE BOARD
FOR THE SIXTY-EIGHTH FISCAL YEAR
1999

Dear Shareholders,

We submit, herewith, for your examination and apptéhe Balance Sheet and the
Profit and Loss Statement for 1999 and welcometgdbe annual meeting.

Before dealing with the Central Bank’s activitie® consider it necessary to
review the economic developments in Turkey anduibed in 1999. Our report,
therefore, contains a detailed study of those matigsnal economic developments
which relate to similar economic developments imkéy.

In the first section, international economic depehents are reviewed. The
affiliated countries affecting the world economyvad| as developments in
international financial markets are examined is g&ction. Furthermore, efforts
towards economic integration are studied.

The second section is devoted to the Turkish econtmaddition to
macroeconomic developments such as general equiibemployment, public
finance, and the balance of payments and pricesntimetary policy directed by
the Central Bank and monetary developments aretighty analyzed.

The 1999 developments in the financial markets nogkéihe third section. Firstly,
the Central Bank credit is examined. This is folkolby a review of developments
in the banking sector as well as in the money aneidn exchange markets



monitored by the Central Bank. Developments inséeurities market are also
discussed in this section.

The Balance Sheet and the Profit and Loss Stateimeh®99 are given in the
fourth section. The last section of this report\vtes statistical tables on the
Turkish economy.

DEVELOPMENTS IN THE WORLD ECONOMY
.1. THE WORLD ECONOMY

The world economy has in general shown positive ldpwneents since early 1999
while there have been some regional disparities.nBEgative side effects of the
Russian Crisis started to disappear and the imphtte Brazilian Crisis were
restricted to Latin America. Among the developedntaas, the United States of
America displayed a strong growth figure while Jagal not show a sustainable
growth although there were improvement signalshénEuro Area, signs of
improvement and recovery became more visible irsdw®nd half of the year.

The emerging stability in East Asian economies ardihns of improvement in
Russia and Brazil have decreased the possibilityradw global crisis. However,
this does not mean that all the fundamental dynaubmhind the crisis, such as the
structural problems in financial markets, disappdaotally. While there is an
expectation of high bond yields in the emergingkats and an increase in the
volume of capital flows towards these regions,alymot be so easy to reach the
pre-crisis level of yields and volume of capitdloms.

High current account deficits in Argentina and Blraantinued in 1999, rising
higher than 4 percent, which was determined by tfmrernments to be the critical
value. The possible economic improvement in Latinefina and East Asia will be
dependent on increases in the exports from theggensand the degree of growth
in the industrialized countries. The most imporfactor that will eliminate the
possibility of the emergence of a new economidissthe continuation of the
high growth rate in United States. However, duth&possibility that the high
economic growth might bring about a tight monefaolicy, this situation may
have negative side effects on developing counameisthe European Economy. In
1999, The Federal Reserve Board (FED) increasedesitrates in the United



States three times and is likely to make furthes nacreases in the first half of
2000. The FED's decision to increase the inteegssras well as the implication
that further increases would serve as a tool toieéte inflationary pressures

reflect the aim of implementing a monetary poliegttwould not affect the long-
run growth potential. The ongoing expectations lier possible interest rate
increases in the near future not only prevent extlinary increases in the values of
the financial assets, but also guarantee the a@tton of domestic demand and the
existing productivity level in the economy.

Recovery in Japan continues to be dependent dmtoecial sector. However, due
to the excess capacity that is widespread in tivatersector and the weak balance
sheets, the increase in public expenditures faitéate a strong secondary
expenditure effect. Because of the fact that timeustis packages fail to result in

the expected recovery, economic growth in the 2680 seems to be dependent on
structural reforms.

The contribution of the growth of the economieshiea European Monetary Union
(EMU) is expected to be limited. Throughout 1999,&benomies in the EMU
encountered many internal conflicts in adoptingrteeonomies to a single
currency. The new currency, namely the euro, wrsgterceived as a rival to US
dollar in the international financial markets, lagtpercent in value against the
dollar in 1999. Although this has been benefiamlEurope in terms of
competitiveness, at the same time it led to delmtasedibility issues. Most of the
problems related to the euro stemmed from diffezsretween the United States
and the EMU in terms of economic developments aactthergence of inflation
risk in the EMU due to increasing costs as a raguiigher oil prices. However,
the long run solution for the main problems in #nea seems to be related to the
realization of the necessary structural reformaiior markets and the further
harmonization of first the fiscal policies and tltbe monetary policy in the region.

The forecasts concerning the world economy in 19@R28000 are positive
although there are still substantial risks forwwld financial markets. One of the
most important risks is the appreciation of thead&se yen against the dollar as it
would slow down the recovery of the Japanese ecgndhis factor may also
jeopardize the growth of the other economies withensame region. The second
important risk is that the differences in the growates in the developed countries
may lead to an exceptionally high rate of incraagbe current account deficits.
Another important factor that can be perceived askafor the world economy is
the incomplete or unrealized efforts to restructheefinancial sector following the
Asian Crisis. Finally, although the economic oukl@d Brazil seems to be
improving after the crisis, the situation in LatimaArica is in general fragile and
sensitive to interest rate increases in the Uriiiades. The future interest rate
increases in the United States may result in aewmang situation for this region.

TABLE [.1.1



MAIN WORLD ECONOMIC INDICATORS

(Annual Percentage Change)

1997
OUTPUTY
World 4.2
Industrial Countries 3.2
USA 3.9
Japan 1.4
European Union 2.6
European Monetary Union 2.4
Developing Countries 5.8
The Former Centrally Planned European Economies 2.2
and the Commonwealth of Independent States
WORLD TRADE VOLUME® 9.9
Imports
Developed Countries 9.2
Developing Countries 114
The Former Centrally Planned European Economies 7.0
and the Commonwealth of Independent States
Exports
Developed Countries 10.3
Developing Countries 114
The Former Centrally Planned European Economies 5.0
and the Commonwealth of Independent States
CONSUMER PRICE$
Developed Countries 21
Developing Countries 9.2

The Former Centrally Planned European Economies ~ 28.2
and the Commonwealth of Independent States

SIX-MONTH LIBOR (%)®

US dollar 5.8

Japanese yen 0.7

1998

25

2.2

3.9

-2.8

2.7

2.8

3.2

3.6

4.8

-1.3

2.9

3.2

4.9

5.9

15

10.3

20.9

55

0.6

19992 20002
3.0 35
2.8 2.7
37 2.6
1.0 15
2.0 2.7
2.1 2.8
35 4.8
0.8 2.8
37 6.2
5.9 5.9
1.1 7.2

2.7 8.2
3.0 6.2
2.4 5.6
2.7 7.2
1.4 1.8
6.7 5.8

39.3 18.1
5.4 6.1
0.2 0.2



German mark 3.5 3.7 3.0 3.5

Source: IMF, World Economic Outlook, October 1999.
(1) World Economic Outlook, October 1999.

(2) Estimate.

(3) London Interbank Offer Rate (LIBOR).

EFFECTS ON THE WORLD ECONOMY OF THE RECOVERY FROM
CRISES IN DEVELOPING COUNTRIES

The devaluation of the currencies of Asian couninesased competition in
international markets by decreasing the pricese@if export commodities and
limited the export possibilities of other develagpicountries. Moreover, these
countries realized import limitations in order teiease their current account
surplus. These developments were effective in dudirte of the growth rate of the
world trade volume to 3.9 percent in 1998, whiclsWa percent in 1997 (Table
[.1.1). Countries more vulnerable to short-termitedfiows, like Brazil, were
more negatively affected by the crisis. Large am®ohtapital were withdrawn
from Brazil due to decreasing confidence in the rgng markets. This situation
affected investments and the growth performandke&conomy negatively since
the increase in the interest rates reduced finpassibilities. The negative
influence of the Russian crisis, which emerged urgést 1998, was felt in the
transition economies also. The Russian economylentidnsition economies,
which experienced contractions in the growth ofédhenomy in 1998, are expected
to enter an improvement path in year 2000. Moredberongoing increase in
petroleum prices during 1999 will lead to improvertsein the revenues of
petroleum exporting countries, including Russia.

Developed countries were affected less by the Agisins compared to developing
countries and transition economies. The pricestefinmediate goods, excluding oil,
decreased by 14.8 percent in 1998. The declineeiptices of commodities
exported by developing countries led to an infldwleap resources for developed
countries, while capital flows were directed awayni developing countries
towards developed countries.

Even tough the developing countries are showingssigmmvercoming the crisis;
the gap between short-term and long-term inteegeswill maintain a high level.
The capital inflows to developing countries are etpe to increase in year 2000,
but the amounts of it are expected to realize béfmnpre-crisis levels. The capital,



which left the region during the crisis, beganaturn. However, the structural
deficiencies which led to the crisis have not besmoved. The reforms related to
the restructuring of the banking sector and a nraresparent treatment of big
company holdings have not been realized yet. Thdiomad reforms must be
realized in order to ensure the continuation ofitgrovement in Asian
economies.

[.1.1. Industrial Countries

Industrial production in the United States, Eurapd Japan showed different
trends in 1999. The negative effects of the cosidapanese economy seemed to
decrease in 1999 despite the fact that the negeftieets of the crisis have not been
eliminated entirely. In United States, on the ottend, high growth rates and low
rates of inflation coexisted. The negative sidedH of the Russian Crisis on the
European Union and the EMU disappeared to a greameixt 1999. As a result,

the developed countries, which on the average gsefi2 percent in 1998, are
predicted to have grown by 2.8 percent on the geeiathe year 1999. In addition
to this, the average inflation of consumer pricedaveloped countries turned out
to be 1.4 percent in 1999 while it had been redleee 1.5 percent in 1998.

In 1999, the United States experienced high econgnawth with a low rate of
inflation at the same time. The gross domestic prhduhich is predicted to have
grown by 3.7 percent, showed a high rate of grastl result of consumption,
labor productivity and investments in particulareTéconomic growth in 1999 also
had a positive influence on labor markets, as altreswhich the unemployment
rate decreased to 4.3 percent at the end of 19@9riddnin the inflation rate
stemmed mainly from higher raw material prices as@ result, FED increased
interest rates three times in 1999 by considehiegobssible future inflation risk.
Due to buoyant domestic demand, the volume of itsgocreased in 1999 and the
ratio of current account deficit to gross domegtmduct rose to 3.5 percent while
the ratio for 1998 was 2.6 percent.

The economic outlook of Japan in 1999 showed sigwsring the disappearance
of the negative effects of the 1997 East Asian &riBhe Japanese economy is
predicted to grow by 1 percent for 1999 althoudtad contracted by 2.8 percent in
1998. The main factors behind the signs of recowredapan are the economic
improvement observed in the former crisis countties expansionary monetary
policy implemented by the Bank of Japan and thaudtis packages introduced by
the Japanese government. However, the contractiergort opportunities
following the appreciation of the yen against otlmajor currencies, which came
about after some signs of recovery and the slolger €xpected rate of recovery in



the consumption expenditures lead to doubts albheutppeed and the continuation
of the economic recovery in Japan. The appreciatidhe yen against the major
currencies results in price decreases by expdaarsmpensate for the drop in
competitiveness and this, in turn, decreases itmestment motives. In addition,
“the zero interest rate policy” implemented by Benk of Japan, the measures
taken several times by the government in ordendcease domestic demand, the
restructuring of the financial sector and the réidmcin the tax rates did not bring
about the expected results during the recoverygasclhe measures taken by the
government resulted in an increase in the genedddt deficit from 5.3 percent in
1998 to 7.3 percent in 1999 and the ratio of tlesgdebt stock to the gross
domestic product reached 127 percent. The main olewvents supporting
premature recovery in Japan were the contractigmmiogs by 0.4 percent in 1999
and the rise in the unemployment rate to 5 percent.

Even though the uncertainties in the Japanese egooontiinued, the high growth
rates with low inflation in the United States ahd signs of recovery in Latin
America and East Asia also had positive impactderEuro Area. Especially in
the second half of 1999, there was an improvenmetiitda economic growth of the
Euro Area following the signs of tranquillity anccovery in the world economy.
At the beginning of 1999, structural changes, ngrtted introduction of a single
currency unit and the integration of the money ratzlkn Europe, occurred in the
Euro Area. The growth rate in the Euro Area waszedlas 2.1 percent in 1999
and is expected to be 2.8 percent in 2000, indligadirecovery in this area. The
unemployment rate for the whole Euro Area is exgabtd be above 10 percent for
1999, which is a very high figure for the categofyleveloped countries. The
structural differences among the labor market®iefimember countries in the
region still persist and the reforms necessarphbeesthe problems in the labor
markets of the region remain unrealized. While ¢oes like the Netherlands and
Luxembourg have the lowest rates of unemploymetitarregion, this rate is still
higher than the 10 percent of member countriesSigain, France, Italy and
Finland.

When the ratio of the public debt to GDP is obseéffeg the Euro Area, it is seen
that this rate has been realized as 72.9 percethieoaverage, indicating a slight
decline. However, this figure is still much highlean the rate stated in Maastricht
Criteria, which is 60 percent. On the other hahdre has been an improvement in
the average ratio of budget deficits to the GDiheregion with a decline to 1.6
percent. When developments in prices are obsernvidiEuro Area, it is seen that
the Harmonized Index of Consumer Prices (HICP) stban upward trend in the
second half of the year and the rate of inflatioiHICP reached 1.6 percent. The
main reason behind the price increases in the gdualf of the year is the increase
in oil prices due to the OPEC meeting in March 1999.the year 2000, the HICP
inflation rate in the Euro Area is expected to.rise



In 1999, the annual growth rate of M3 showed areiase in the Euro Area. By the
third quarter of 1999, it was observed that the odtincrease in the M3 stock
reached 6 percent, which is a high figure when amagbto the reference rate of
4.5 percent. Both the upward pressure in the iofiatates and the high rate of M3
growth in the Euro Area may necessitate in 200€r@st rate increases by the
European Central Bank, which had already made anesitrate increase of 50
base points in 1999.

The share of Germany, the biggest economy in the Etga, in the total world
production is around 4.5 percent as of 1999. Thdigiexd growth rates for 1999
and 2000 are 1.5 percent and 2.5 percent, respictivhe German economy,
which experienced the negative effects of the dlobses greater than other
countries in the region, had low rates of growtthia first half of 1999. However,
in the second half of the year, industrial produtind economic growth improved
following recovery in the crisis countries and therease in the exports due to the
depreciation of the Euro against other major cuiesnd he inflation forecasts for
the German economy are 0.6 percent and 0.8 paespectively for 1999 and
2000. The improvement in the external demand cmmditand the continuing price
stability in the economy enhance the competitiveraéshe goods produced by
Germany. Reforms in the labor market still seengancomplete in Germany,
which experienced an unemployment rate above ldéepem 1999.

The rate of growth in the United Kingdom in 199%asecasted to be 1.75 percent.
The main sources of growth in the country are theigoing expansion in the
services sector, which constitutes nearly 80 p¢r@kthe economy and the
improved performance in the manufacturing induskhe rate of unemployment in
the economy declined to 4.1 percent, the lowestirathe last 19 years, towards
the end of 1999. However, the high rate of growtthie services sector and the rise
in the volume of orders in the manufacturing indusabove the level of the last

two years may lead to futher interest rate increagehe Bank of England, which
had already increased the interest rates in 1999.

1.1.2. Developing Countries

Following the economic crisis, the average grovatle of developing countries fell
from 5.8 percent in 1997 to 3.2 percent in 1998weher, in 1999 there were some
signs of recovery in this group of countries. Tha@ase in oil prices resulted in
higher incomes for oil exporting developing cousdriMoreover, signs of increases
in the capital inflows to East Asian countries gdrto be observed. This situation
will affect the world trade volume and the growfhwmrld economy positively in
both 1999 and 2000.



TABLE [.1.2
REAL GDP and INFLATION

(Annual Percentage Change)

GDP CPI
1998 1999 1998 1999V
Developing Countries 3.2 35 10.3 6.7
Asia 3.7 53 8.0 31
Middle East and Europe 3.2 18 23.6 18.3
Latin America 2.2 0.1 10.6 9.8
Africa 3.4 3.1 8.7 9.0

Source: IMF "World Economic Outlook", October 1999.

(1) Estimate.

While there was a capital outflow of US $19.7 bitliin 1997 from the Asian
countries affected by the crisis, other Asian mekegperienced a capital inflow of
US $22.8 billion. The capital outflows from the rimer accelerated in 1998 and
reached US $45.3 billion. In the same period, dueclining confidence in
emerging markets, other emerging Asian marketsifaceapital outflow of US

$9.6 billion. Due to increased confidence in theesging markets in 1999, the
capital flows towards emerging markets was renewedvever, the volume of
capital inflows to the former crisis countries isiA in 2000 is expected to be lower
than its 1996 level.

South Korea is predicted to grow by 6.5 percemrafontracting by 5.8 percent in
1998. The main factors behind the recovery of Sednreconomy are the
depreciation of the won by 39 percent after thei€and the expansion of export
opportunities associated with this and an acceterat the rate of increase in
industrial production throughout 1999. Industriedgiuction is predicted to expand
by 26.8 percent in 1999. The ratio of the currecbant balance to the GDP in
1998 was 13.3 percent while it had been minus &r8gmt in 1997. The main
factor behind this is the diversion of industriabguction to international markets
due to contraction in the domestic demand and estparn the exports markets.

The economic reform program in South Korea, whick wgplemented in relation
with the Stand-By program with IMF, continued todrethe agenda in 1998 and
1999. Since July 1998, the won has shown a sligitegtiation against the US
dollar. This policy helped in decreasing interestsdo pre-crisis levels. The
structural reforms to be implemented during then&t8y program include
measures for restructuring holdings and strengtigetiie banking sector. In 1999,
South Korea continued to make repayments for the &xquired after the start of
the program in 1997. As a result of these posilieeelopments, consumer prices



decreased by 0.7 percent, while the unemployméatiecame 7 percent, which
can be said to be a high figure for the Korean engn The forecasted growth rate
for the year 2000 is 5.5 percent for the Koreameaowy. In addition, the forecasted
consumer price inflation and the unemployment #guaire 2.8 percent and 6
percent respectively.

In 1999, the Brazilian economy still faced the riegeeffects of the financial crisis
that emerged initially in August 1998. In 1999, muttin Brazil is predicted to
contract by 1 percent annually. In the initial ggs@f the crisis, the high budget
deficit and questions concerning the sustainallitthe crawling band regime
created substantial doubts about the Brazilian @ogrin international capital
markets. As a result of the emerging lack of créitiba substantial amount of
capital outflows occurred. These resulted in inseglareal interest rates, which in
turn had negative impacts on growth and investmarttsee economy. After
experiencing reserve losses of US $2.8 billion ugést 1998 and US $21.5 billion
in September 1998, Brazil increased interest iatBecember 1998. In addition,
Brazil signed a Stand-By program with the IMF inMdmber, a measure to
increase the primary surplus. Pressures on Brafiliancial markets emerged
again in December 1998 and January 1999, as a aésuhich the Brazilian
monetary authorities allowed the Brazilian redldat on January 13 in 1999.
Under this condition, the IMF program was reconsdeand new measures to
ensure a balance in the fiscal accounts were irdlinthe Stand-By program. In
addition, the exchange rate policy using foreigchexge as the nominal anchor
was abandoned. Following these new policies, tleeniainties in the economy
diminished. Accordingly, the Brazilian economy regicted to grow by 4 percent
in 2000. Also, the rate of inflation in consumeicps is forecasted to be 4.6
percent in 1999 and 4.8 percent in 2000.

China, which is among the countries that were ffetted by the East Asian Crisis
to a great extent, had a trade surplus of US #4iBi6n in 1998. However, as a
result of an increase in imports, the trade surpld®99 decreased to US $29.1
billion. The export volume in 1999 reached US $&%illion with an increase of
6.1 percent, while imports showed an increase ¢f fil8rcent and reached US
$165.5 billion. China's growth rate in 1999 is pcéedl to be 6.6 percent and the
expected growth rate in 2000 is 6 percent. Theadeser in the export commodities
of the Asian countries that were affected by th&ixresulted in a decrease in the
prices of China’s importables, which in turn, wille lower capacity utilization
ratios in the economy, led to a decrease of 1.6gmein the general price level.
However, the rate of inflation in 2000 is predictede 1.5 percent.

The decrease in China's exports to the other Asiantdes after the crisis was
influential in the recent slow down in the growéte of the Chinese economy.
Accordingly, Chinese exports to South Korea anéddawhich constituted 12
percent of China’s total exports, showed a subisilashécline. Following the crisis,
China's exports to Japan and South Korea contragtédoercent and 30 percent



respectively. Signs of recovery in the region Wwdlve a positive influence on the
Chinese economy.

An important factor that will substantially affetie Chinese economy in the future
is the discussion of China's membership in the Wérhde Organization (WTO),
which started in 1999. While WTO membership wiltoghe Chinese market to
the world, the benefit from this membership wilk he the same for every sector.
The Chinese farming sector, in particular, is expetd be affected negatively by
the competitiveness with the US farming sectoaddition, the state owned firms
that have been protected by tariff and non-taaffriers for a long time and many
private sector firms will face potential difficds in terms of competitiveness
following membership. However, being a member ofOM$ thought to be factor
that will provide China with some political bensfit

ECONOMIC IMPACT OF DEVELOPMENTS IN OIL PRICES

Crude oil prices, which had reached US $25 perelsain the international markets
in 1997, started to fall due to decreasing deméted the 1997 Asian Crisis and
the excess supply in oil producing countries, scasrdecreased even below US
$11 within the first months of 1999. As a resultlod increase in the demand for
oil following signs of recovery from the crisis atite decrease in production by 3
percent following OPEC's March decision to restoiatput; crude oil prices
increased sharply, climbing to US $28 in Decemlbér989. With falling oil prices
in 1998, the current account balance and the flsalaince of oil producing
countries worsened while the inflation rates ofesiborting countries remained at
low levels. When oil prices increased in 1999, heavean improvement in the
macroeconomic balances of oil producing countrias wbserved, while a higher
inflation risk appeared in oil importing countries.

When the supply is taken as a given amount, aeaser in oil prices affects the
fiscal balance of oil exporting countries in a piesi way. According to the data of
the International Monetary Fund, in the Middle Easi@nd African oil exporting
countries, the ratio of oil revenues to total palivenues is over 60 percent. In
Mexico, which was affected by the crises negativilis rate is 35 percent, in
Venezuela it is 69.3 percent and in Russia arounerdent.

An increase of 10 percent in oil prices improveseaiport revenues of oil
exporting countries by approximately US $16 billiara yearly period, while the
oil importing countries are faced with higher eryecgsts and imports.
Furthermore, an increase in oil prices affectanfiation and growth rates of oll
importing countries negatively. According to théireates of the International



Monetary Fund, an increase of 10 percent in odgwiincreases the consumer
prices of the European Union and the United Staye®.2 points and decreases the
reel GDP growth by 0.1 points. It is expected Hratncrease in prices has a greater
effect on inflation and growth from the point oew of developing countries. As a
matter of fact, the effect of an increase of 1@&eet in oil prices is calculated as

0.9 percent on Turkey’s CPI. In addition, it is estted that higher oil prices
resulting from supply restrictions limited positigéect on the growth rate of the
GDP’s of oil exporting countries.

In the near future, assuming the continuation ppgurestrictions, it is expected
that oil prices will keep their high levels. Indhsase, it is expected that the
macroeconomic balances of the oil exporting coastwill be affected positively
and in the oil importing countries there may beat®g developments in the
growth and foreign trade balances.

1.1.3. Former Centrally Planned European Economiesrad the Commonwealth
of Independent States

The Former Centrally Planned European Economieshten@ommonwealth of
Independent States suffered from recession in #8880 the financial crisis which
occurred in Russia in August 1998 and the real G@rRracted by 0.2 percent.

The influence of the Russian crisis was felt ino&lihe transition economies, but
the degree to which they were affected dependdteomtensity of their economic
relations with Russia. The economic situations eséheconomies were observed
to improve with positive developments in the Rusgaonomy during 1999. Thus,
the overall GDP of the region, which had contradted.2 percent in 1998, is
expected to increase by 0.8 percent in 1999.

The inflation rate increased and the public budgérixe deteriorated in these
economies after the Russian crisis. Consumer pritaion, which was 21 percent
in 1998, increased to 39 percent in 1999. Thissiase resulted from the rapid
depreciation in the currencies of the economidbh@fegion following the crisis.

The Russian economy, which contracted by 4.6 peimneifi98 after the crisis, is
expected to expand by 1 percent in 1999. More@agrsumer price inflation,
which was 84 percent in 1998, decreased to 37 pertd999. Russia realized
stabilization efforts under the surveillance of th- and in accordance with this
aim made new decisions in order to correct puldiamces and restructure the
banking sector. Thus, the primary balance, whiahreaulted in a deficit of 2.1 of
the GDP in 1998, is planned to give a surplus dip&rcent of the GDP in 1999.



The continuation of political instability createscentainties for the future of the
economy.

The countries having closer economic relations Witissia suffered from the
negative effects of the crisis more than the othEne depreciation of the ruble
against the currencies of the region and the dealinhe import demand of Russia
was effective in this development. The Ukrainiaoremmy contracted by 3 percent
in the first half of 1999 as a result of the cridike Ukraine was observed to take
measures to increase the effectiveness of itsdiéection in order to correct public
balances.

The Baltic countries were also negatively affectedhe crisis. The exports of
Estonia and Latvia to Russia are expected to dechgas@ percent as a result of
the recession in the Russian economy.

The effects of the Russian crisis were felt beydrwdréal sector in the economies
of the region. It became more difficult for thes®®omies to realize foreign
borrowing and this development resulted in a nggatifluence on the financial
markets of these economies. Moreover, the rapiddnaival of deposits and the
decline in the value of Russian securities resufteétle deterioration of the
situation in the banking sectors of the economigberegion. Only the Baltic
countries were exempt from this development.

[.1.4. World Trade

The Asian Crisis affected world trade negativelye Ginowth rate in the developing
countries was 5.8 percent before the crisis bstriitie declined to 3.2 percent after
the crisis. The decelerating rates of growth inellgwng countries had important
reflections on international trade. While the tradbalances increased, world trade
slowed down and a drop in commodity prices was vesk(Table 1.1.3). From the
beginning of 1999, a general improvement in theldveconomy had a slightly
positive effect on trade volume. While it was expdahat the growth rate of the
world trade volume would increase to 3.7 percerii9f9, it has been estimated
that this rate will be around 6.2 percent in 2000.



TABLE 1.1.3
PRIMARY GOODS PRICE INDICES

(1990=100 US dollar)

1996 1997 1998 1999 1999

December(1)

Non-Energy Goods 116.7 112.9 96.2 89.6 94.6
Food 127.7 113.9 99.6 84.3 81.5
Drink 124.9 165.5 140.3 110.5 117.6
Agricultural Raw Materials 127.7 119.0 99.5 1015 105.7
Metals 88.2 90.9 76.1 76.2 83.8
Fertilizers 112.7 113.9 117.1 112.4 106.9
Qil 88.6 83.8 56.9 78.9 109.2

Source: IMF.

(1) Provisional.

When world trade is examined in general during 18@@ the ratio of trade to
world trade is scrutinized, it is observed thatBEueo Area made the largest
contribution with a 19.5 percent share. This rat#5 percent for the United States
and 8.5 percent for Japan. Moreover, the strongtirof Asian economies in 1999
increased the demand for exports. However, whédritbrease in demand appeared
with the firms forming their import weighted plarthstocks, it is expected that the
growth rate of imports will return to its old lewehen the period of harmonization
for stocks has been completed.

[.2. INTERNATIONAL FINANCIAL MARKETS

After the confidence in developing markets dimieidhvith the Asian Crisis and
the Russian Crisis that appeared in 1998, thereavgabstantial capital flow from
the developing countries to developed countriewricial markets. With the impact
of these flows, a significant decrease in long-tgrelds was observed in the
United States in 1998. In the period of transitioithe monetary union, the
European Central Bank decreased interest rate O dr9d this affected bond
yields. At the same time, Japan implemented anrestpaary monetary policy to
get out of the crisis, which resulted in lower bgmelds.

TABLE 1.2.1



LONG TERM YIELDS
10 Year Government Bonds

(end of period; percentage)

USA Germany Japan
1998 December 4.65 3.87 2.22
1999 January 4.65 3.64 2.07
1999 February 5.29 4.02 1.96
1999 March 5.23 4.01 1.74
1999 April 5.34 3.88 1.42
1999 May 5.62 4.12 1.45
1999 June 5.79 4.51 1.85
1999 July 5.90 4.81 1.77
1999 August 6.04 4.89 1.92
1999 September 5.94 5.08 1.71
1999 October 6.02 5.16 1.80
1999 November 6.19 5.13 1.82
1999 December 6.37 5.34 1.67

Source: Bloomberg.

In 1999, the yield of long-term bonds increasedwintinuing inflationist
expectations and interest rate were increased Imgtary authorities to avoid
inflation risk in the United States and Europe. Tfaee at the end of 1998, 10

year yields in the United States and Germany wét@dd 3.9 respectively and at
the end of 1999, the yields were 6.4 and 5.3 rés@h¢e. While an increasing trend
of yields has been observed in the United Stategeuand Japan the yields
followed a horizontal progress due to expansiomaoyetary policy and the
absence of inflation risk. The 10-year governmeamtcbyield in Japan that reached
2.2 percent at the end of 1998 due to a temponargase, became 1.7 at the end of
1999.

In the foreign exchange markets, different trendsevgenerally observed in 1999.
When eleven European countries took part in a naoyeinion, this created an
uncertain environment for those countries and teduh the euro losing value
against the dollar throughout 1999. Another fattat supported the US dollar
against the euro was the continuous performantesedinited States in the
production of high technology goods during 199%adidlition, the higher long-term
yields in the United States compared with thodeurope followed a path parallel
to the “Euro/Dollar” parity. Accordingly, the payithat was 1.175 at the end of
1998 fell to 1.011 at the end of 1999 (Table I.2T2e slowdown in the economic
performance of the European Union countries in 1&88the recovery of Europe
in 1999 did not prevent the euro's depreciationragahe dollar.



As a result of signs of recovery in the Japanesaauy in 1999, it was observed
that the capital that had flowed out of the econdefpre the crisis returned to the
country afterwards and this created a demand fmanlkzse yen. In the first half of
1999, the “US dollar/Japanese yen” parity, whictl anerally been around 120,
started to fall rapidly in the second half of theay. To overcome this trend, the
Bank of Japan, which frequently intervened in tr@ign exchange markets,
decreased the frequency of interventions signiflgaas of the second half of July
1999. This, in turn, had a substantial effect anytén's appreciation against the
dollar. Therefore, “US dollar/Japan yen” parity fietim 117.6 at the end of 1998
to 102.6 at the end of 1999 (Table 1.2.2). Inteoral markets considered this
appreciation earlier than expected and was intergras a factor that would affect
Japan’s future growth in a negative way.

FIRST YEAR OF THE EURO

The Euro, in its first year, gave rise to significahanges in the Euro Area. Among
the changes, two of the most important are thgmten of national markets that
have different structures, and the second oneesisapid growth of the euro
denominated bond market. Within the framework efBuro Area Money

Markets, the only market that did not fully intetgran the first year of the euro,
was the repo market. The reasons for this are:itfezehce between the prices and
the liquidities of bonds, the problems relatedn® harmonization of legal
documentation used in repurchase agreements,faeedi taxation methods
applied to bonds and the usability of tangible guntees in the Euro Area.

Growth in bond markets is important especiallydorporate finance in the Euro
Area. A substantial pattern of integration has baeserved in the private bond
market and as a result of disappearing exchangeisitin the area, the investors
have diversified their bond portfolios. The mosporant consequence of the
development of the bond market is the acceleratighe restructuring of private
firms in the Euro Area by increasing their fund dechaVhile the integration of
capital markets gained momentum, the firms in theoEArea became stronger
through mergers.

In the foreign exchange markets, the value of thie depreciated against the dollar
continuously following its creation, especiallytive first half of the year.
Throughout the year, the euro depreciated agaiastdhar by 14 percent but
gained value slightly towards the end of the y&ae most important factor behind
the depreciation of the euro was the negative &figicthe Asian Crisis that
occurred in 1997 on the Russian, and consequamtlihe German economy. The
Asian Crisis decreased growth rates in Europe tladrowth rates in the United
States were much stronger than the European gmaeh. At first glance, while

the euro's weakness is hardly preferrable, espeaiahe second half of the year it



helped exports to grow and this export growth gbated to the acceleration of
growth rates in the Euro Area. Upward revision @f ¢ginowth rates of the Euro
Area economies in the last months of 1999 and disdipe outlook for the Euro
Area in the year 2000 increase the probabilitypgfraciation of euro against other
major currencies.

TABLE 1.2.2
PARITIES

(end of period)

Euro / US$ Uss$/JPY
1998 December 1.175 117.62
1999 January 1.164 112.90
1999 February 1.123 116.55
1999 March 1.092 119.59
1999 April 1.072 119.70
1999 May 1.064 121.79
1999 June 1.039 120.81
1999 July 1.034 119.80
1999 August 1.062 113.60
1999 September 1.049 107.17
1999 October 1.072 106.17
1999 November 1.036 104.79
1999 December 1.011 102.56

Source: CBRT.

[.2.1. Emerging Markets

Confidence in emerging markets decreased signtficanthe wake of the
financial crises in 1997 and 1998, and the capiglan to flow from those
countries to industrialized countries. In Janué@99, when Brazil allowed the
domestic currency to float following crisis relatégtal imbalances confidence in
the emerging markets fell again. However, the é&ffetthe crisis in Brazil were
not as deep as the crises in South East Asia arslsRarsd signs of recovery in the
former crisis countries increased confidence inetmerging markets slightly. In
addition to this, following subsequent crises,shpport given by the IMF to



countries experiencing crises was essential foptbeess of recovery. However,
many emerging countries started to become inddbtedernational markets again
in 1999, and the risk premium of those countridsremains high (Table 1.2.3).

TABLE 1.2.3

NET CAPITAL FLOWS

(US$ billion)
1996 1997 1998 1999 2000
Developing Countries
Direct Investment 113.5 142.6 132.4 118.5 128.4
Portfolio 74.0 66.7 271 21.6 40.2
Other 26.4 -60.5 -93.3 -71.8 -50.1
Official -17.9 244 43.6 9.4 2.4
Asia
Direct Investment 54.2 61.2 56.6 41.6 43.1
Portfolio 12.0 1.1 -19.6 -8.3 -2.9
Other 36.0 59.1 -81.2 62.8 43.5
Official -0.5 30.0 275 -0.4 2.3
Middle East and Europe
Direct Investment 2.0 2.8 2.6 3.8 9.5
Portfolio 18 3.7 -8.6 6.5 6.2
Other 2.6 10.4 16.3 7.1 -4.7
Official -1.1 -0.8 -1.1 -1.7 -2.0
Latin America
Direct Investment 38.9 51.3 48.1 42.8 43.1
Portfolio 379 36.2 39.7 12.0 23.6
Other 2.9 -1.4 -14.0 -7.7 -4.0
Official -14.1 -8.4 4.1 4.8 -0.1

Source: IMF "World Economic Outlook", October 1999.

(1) Estimate.

The financial crises in 1997 and 1998 resulted bstantial capital outflows from
emerging markets. When the capital flows to devieppountries are examined, it
can be seen that the capital had started to flalwase countries as of the end of
1998, but capital inflows were unable to reach@isis levels (Table 1.2.4).



In South Korea, the won continued to appreciatendut999. The main reason for
the appreciation was the dense capital inflowséocbuntry. In contrast, the real,
the currency of Brazil, which had experienced ayloarisis at the beginning of
1999, depreciated against the dollar in 1999. Trex&f of the crisis in Russia,
beginning with the devaluation of the ruble in 198@re felt in the financial
markets throughout 1999 (Table 1.2.5).

TABLE 1.2.4

FOREIGN INVESTMENT IN THE EMERGING MARKETS

(US$ billion)
1997 1998 1999
Q1 Q2 August
Asia
Bond Issue 45.5 115 7.0 6.3 1.7
Credit Contracts 58.9 17.7 35 51 11
Equity 13.2 4.4 1.4 5.6 1.0
Latin America
Bond Issue 54.4 38.3 10.8 13.1 11
Credit Contracts 30.9 26.1 2.2 6.7 0.4
Equity 5.1 0.2 0.2 - 0.2
Europe
Bond Issue 28.2 27.9 4.1 7.1 0.6
Credit Contracts 334 16.6 2.7 5.8 0.6
Equity 6.5 5.3 0.8 0.9 0.1

Source: IMF "World Economic Outlook", October 1999.



TABLE [.2.5
EXCHANGE RATES IN THE
EMERGING MARKETS

(In terms of US dollars)

December 30. 1998  December 1% 1999

Argentina 1.0 1.0
Brazil 121 1.85
Chile 473 537
Mexico 9.94 9.41
Venezuela 565 643
Russia 21.63 26.9
China 8.28 8.28
Hong Kong 7.75 7.77
Indonesia 8.050 7.205
Malaysia 3.8 3.8
Philippines 39.2 40.7
S.Korea 1201 1134
Thailand 36.7 38.6

Source: The Economist “Emerging Market Indicators",

December 18-3d", 1999.

GLOBALIZATION, TRADE AND REGIONAL UNIFICATION

Globalization is the spread of common values fraonemical, political, social
and cultural spheres to the world scale by extepdeyond national boundaries.
Thus, economic policies applied in developed aneld@ing countries gradually
resemble each other. The liberalization of goodgises and financial markets
supported the rapid increase of world trade andaldfows.

In addition to the contributions of the InternatdMonetary Fund (IMF) and the
World Bank, the General Agreement on Trade and Ba@ATT) had a
substantial influence on the rapid developmenti@bagization movements. GATT
brought international trade up to specific standadécreased commercial
restrictions and contributed to world trade by padowg reductions in tariffs. The
enactment of The Agreement Establishing the Workdi&rOrganization and The



Agreement on Subsidies and Countervailing MeaqUies Final Act of the
Uruguay Round) in 1995 with the approval of the rhencountries, which joined
GATT negotiations, was a step forward in the ingbnalization of globalization.
The Uruguay Round brought about regulations conoegmatent and intellectual
property rights. Another step in the liberalizatmfrworld trade was The General
Agreement on Trade in Services. Developments icdehenunications and
information technology made the services sectorensommercial and intensified
efforts to liberalize trade in services. One examgplthe steps taken to liberalize
world trade in the field of information technologyprime factor in the acceleration
of the globalization process. The Information Tedbgp Agreement (ITA), signed
by Turkey in December 1996, was put into effect. En#fs on information-
communication technology products were abolished 2000.

Progress in information technology and widespreadputer usage changed the
traditional trade system and led to developmentlerelectronic trade. Even
though electronic trade has only a small sharbertatal world trade, rapid
advances in the electronics trade led to internatienterprises for the adaptation
of technical and legal structure.

While globalization movements gained pace arouredatbrld, regional unification
movements became widespread. Among local groupe th a movement aimed
at a higher level of unification. Within the framesk of today’s economic system,
globalization movements lead to regional unificatmovements. In other words,
countries which realize that the goods and capitakets are being liberalized
around the world are joining unification movementtheir own regions and with
other countries that they have close economicioglsitwvith. The European Union
(EV), the North America Free Trade Association (NA and the Asian Pacific
Economic Cooperation (APEC) can be mentioned as deanpillustrate this
trend.

The liberalization of goods-services and financiarkets increases the growth
performance of the countries provided that appatpnmacroeconomic policies are
applied. Following the liberalization of markets, iacrease in the export potential
of a country and the availability of foreign dir@etestments increase the potential
income and create new employment opportunities. é¥ew the risk of being
affected by external shocks increases in thosetaesmwhich have liberalized their
goods and services markets. During recent yeatis,the liberalization of capital
movements, countries experiencing intensive cajitiws and outflows have
become more vulnerable to global economic crisks.nhiost recent examples of
this are the Southeast Asian crisis in 1997, th&skn crisis in 1998 and the
Brazilian crisis in 1999.



DEVELOPMENTS IN THE TURKISH ECONOMY
AND MONETARY POLICY

INTRODUCTION

A period of economic recession started in Turkethansecond quarter of 1998 and
deepened in 1999 as it coincided with worldwidetiamstion.

With the Russian Crisis that began in August 1@8@jtal outflow occurred in the
Turkish economy. As a result of this, the interast of Treasury auctions and thus
the general level of interest rates increased anbatly. In a recessionary
economic environment, where the limited amounuof in the economy are
absorbed by the public sector, investments, inquaar, are crowded out. A
reduction in domestic consumption and external chehb@d to a decline in
industrial production. In addition, bad weatherditions and low performance,
especially in the production of hazelnuts and @lj\@aused the agricultural output
to fall. Internal economic dynamics and the ear#tkgs that occurred in August
and November of 1999 extended the recession tesna. result of these situations,
in the first nine-months of 1999, the gross natigmaduct (GNP) declined to 6.1
percent, compared to the same period of 1998.

When domestic and external demands contractedd8, 1Be decline in the imports
was greater than the decline in exports and treigrétdle deficit realized at US $9
billion, which is a 30.2 percent drop in the Jaguidovember period. Although the
income from invisible items and unrequited transfdecreased considerably, the
current account deficit was realized as US $0l®ohithanks to the low trade
deficit in the January-November period of 1999%tha same period, while net



capital inflow reached the level of US $6.7 billj@m increase in official reserves
realized as US $4.7 billion.

Exports declined 4.2 percent in the January-Novermpbgod of 1999. The export
of manufacturing industry, which had constitutedp@dcent of total exports,
decreased in the same period by 3.5 percent. Isdedlined substantially after
September 1998. This trend continued in the figiitemonths of 1999. Although
the import performance has improved relatively siBeptember 1999, imports had
declined 14.6 percent in the January-November gaid 999.

Income from tourism, which constituted a large sharinvisible items, reached
US $5 billion with a decline of 28.3 percent in treuary-November period of
1999.

There was a US $6.8 billion capital outflow in tleeend half of 1998 as a result of
the Russian Crisis, which exhibited characteristioglobal economic crisis in the
third quarter of 1998, but there had been camifédws again since early 1999.
Hence, net capital inflows, which realized as US $8llion, were made up largely
of portfolio and short term capital.

The public sector borrowing requirement grew sulisthyr and its share in the
GNP is expected to be 13.4 percent in 1999. Thediwtficit, which rose by 3.9
percentage points, reached 10.9 percent of the Ghé&main factors behind this
development were the rise of personal, interesingay and non-interest transfer
expenditures. The primary balance is expectedu® gisurplus of 2.0 percent of
the GNP.

The consolidated budget cash deficit was financezufh domestic borrowing
during 1999. In this way, the domestic borrowingf@ened through a variety of
instruments such as discount auctions, fixed avatifig interest rate quarterly
bonds, CPI indexed government securities, salgeneral public and TAP (direct
sales of long term public securities in small blwekth pre-determined prices upon
the market demand). While the Treasury had carngdiomestic borrowing to a
great extent through bills in 1998, the prioritysagiven to the borrowing in the
form of long-term bonds in 1999. As in the lasethiears, net external borrowing
was negative in 1999. The share in the GNP of timeedtic debt stock in cash
increased by 7 percentage points and reached 26cér.

The weighted average maturity of domestic borrowimigugh auctions was 7.8
months at the end of 1998, but the Treasury’s peafar for long-term securities
increased the average maturity of domestic borrgwirery month so that it
reached 15.9 months as of November.

As in 1998, the monetary policy that the CentratliBpracticed in 1999 was based
on the targets of controlling inflation and stabrlig fiscal markets.



In order to remove uncertainties in the economipripy was given to controlling
inflation rate in 1999 and the exchange rate poleg determined in order to
contribute to this aim. While the nominal depreomaif the Turkish lira based on
the monthly average exchange rate basket was 4@cémt in the first nine months
of the year, the depreciation in the exchange lhasicelerated and realized as 60.6
percent. The Central Bank met the short-term liuideeds of financial
institutions through open market operations ainangtability in the market.
Throughout the year, interest rates determineddamtarket were targeted to be
consistent with the increasing trend of net foreageets and in order to satisfy the
economy’s Turkish lira requirement, priority wase@n to the increase in the net
foreign assets.

The reserve money (X) item showed a rising trena Esult of the rise in the net
foreign assets in 1999, and the average annuadgeerrealized as 75 percent as of
December. The annual increase in reserve moneyedatel over time compared
with previous years. The main reason behind teisdrduring 1999 was the
relatively slow increase in net foreign assets. ddéghestic assets showed a
decreasing trend during 1999, except in Novembéerztember. The gross
reserves of the Central Bank rose 17.8 perceneme®ber 1999 with respect to
the previous year and reached the level of US 883zillion.

Monetary aggregates rose in real terms in 1999IaMarrow money, M1,
increased 32.5 percent - the highest rate, therrisbad money, M3X, realized as
23 percent - the lowest rate.

The inflation rate accelerated in 1999 with respegtrevious years. As the
increase in the prices of agricultural productseterated, the prices of
manufacturing products accelerated along with tieegise of petroleum products
in the international markets. Inflation rates basedhe WPI and CPI were realized
as 62.9 and 68.8 percent, respectively, at theoeh&99.

[I.1. GENERAL EQUILIBRIUM

After the economic contraction in 1994, the Turleslonomy entered a high and
stable growth trend, which was mainly dependentuwryant domestic demand and
lasted until 1998. The average growth rate of th#@vas realized as 7.8 percent
in the 1995-1998 period. On the supply side, tHeevadded of industrial and
commercial sectors increased considerably. Onéhsadd side, it can be observed
that GNP growth stems from private consumptioniamdstment expenditures. In
particular, the general rise in real wages sin@61the increase in interest income
which depended on high real interest rates andxpansion of export revenues as
a result of participation in the customs unionha European Union led to
buoyancy in domestic demand.

TABLE I.1.1



MAIN ECONOMIC INDICATORS

1997 1998 1999
GNP (TL trillion, Current Prices) 29393.3 53518.3 83 124"
GROWTH RATE, GDP (Percent) 75 3.1 -1.5Y
GROWTH RATE, GNP (Percent) 8.3 3.9 -2.09
POPULATION? (Million) 63.7 63.4 64.3
EMPLOYMENT (Million) 21.0 21.6 22.0%
EXPORT (USS$ billion, FOB) 32.6 31.2 28.41%
IMPORT (US$ billion, CIF) 48.6 45.9 40.2Y
CURRENT ACCOUNT BALANCE? (US$ billion) 2.6 1.9 -1.0%
EXTERNAL DEBT STOCK/GN® (Percent) 47.4 50.8 52.9"
PUBLIC SECTOR BORROWING REQUIRE./GNP (Percent) 7.6 9.2 13.4Y
DOMESTIC DEBT STOCK/GNP (Percent) 21.6 21.8 27.6Y
TOTAL PUBLIC DEBT STOCK/GNP? (Percent) 47.4 46.8 52.9"
PRIMARY BALANCE/GNP (Percent) 0.1 4.6 2.0%
TAX REVENUES/GNP (Percent) 16.1 174 17.8Y
WHOLESALE PRICE INDEX® (An.Av.Percentage Change) 81.8 718 53.1
CONSUMER PRICE INDEX’ (An.Av.Percentage Change) 85.7 84.6 64.9

Source: State Institute of Statistics (SIS), SRiganing Organization (SPO), Undersecretariat fftteasury, Central Bank.
(1) Estimate of SPO.

(2) Including shuttle trade.

(3) The annual average exchange rate was usedwertimg US dollar based foreign debt stock intokigh lira.

(4) Total public debt stock includes domestic axigimal debt stock. Short term external debts ateovered in the calculation. The annual average
exchange rate was used in converting US dollardbpsklic foreign debt stock into Turkish lira.

(5) 1994=100, twelve month averages.
(6) Survey of household Labor Force, April.

(7) End of year projection.

The high growth trend in the economy continued enftfst quarter of 1998.
During this period, while private consumption exgiumres continued to rise
considerably as a result of the buoyant domestitathel, the increase in private
investment expenditures slowed down relatively. &dwer, public consumption
and investment expenditures continued to rise Bogmitly in spite of the
contractionary fiscal policy which had been applgdhe government since the
beginning of 1998. However, the rapid growth periwtich had lasted for three
years ended in the second quarter of 1998 andctireeny entered a slow growth
cycle. The contraction of domestic demand was affactthe slow down of the



economy. The contractionary fiscal and income pedi@ffective since the
beginning of 1998 started to show their effectansecond quarter of the year.
The increase in tax revenues and the primary sub@ing realized over the target
led to a drop in disposable income and thus ingbeiconsumption expenditures.
The decrease in export prices due to the Southesesh Arisis caused a reduction
in export revenues and thus domestic demand westadf negatively. With the
Russian crisis in August 1998, net capital outflamvenost of the developing
countries, including Turkey, were realized. Thisaiion affected financing
possibilities negatively by increasing risk premiand caused a rise in real interest
rates. Moreover, the sharp decline in exports hadhuttle trade to the Russian
Federation led to a decrease in industrial prodac®ue to the contractionary
income policy, the decline in real wages and sadan the public sector affected
private consumption expenditures negatively in 1%8&al wages in the private
sector, on the other hand, increased and thisrfeeddo a decline in industrial
production by increasing company costs. Moreover ldarge inventories of these
companies in 1998 and the high level investmentexiogss capacity in some
sectors during the 1995-1997 period were the aothportant factors which
adversely affected investment expenditures andsinidliproduction. In the last
months of 1998, the elections and the uncertagipted to the establishment of a
new government led to a significant uncertaintyhim industrial sector and affected
industrial production, and thus economic growtlgately (Table 11.1.1, Figure
11.1.1).

As a result of these developments, in spite ohigh growth rate in the first
guarter of 1998, the annual growth rate was slos\e@un considerably and the
GNP and GDP growth rates were realized as 3.9 pearel 3.1 percent,
respectively. In addition, agricultural value addlecteased by 8.4 percent in 1998
due to the good weather conditions and seasomal#gme products.

In the first quarter of 1999, compared to the sper@d of the previous year, the
GNP and the GDP declined by 8.6 percent and 8@ perrespectively. The slow
down in economy that had begun in April 1998 antkdarated in the last quarter
of the year turned into recession by 1999.



FIGURE Il.1.1
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Source: State Institute of Statistics.

On the production side, compared to the same pefititk previous year, the sharp
reduction in the production of industry, commernd &ansportation-
communications sectors led to a sharp declinearetonomy. On the expenditure
side, private consumption and investment experaltdeclined considerably.
Exports of goods and services declined in the dustrter of the year, for the first
time since 1991. This situation indicates that thetr@action in foreign demand also
played an important role in the economic growtle taing realized in the negative
(Table 11.1.2, Table 11.1.3).

The contraction in domestic and foreign demand plareimportant role in
economic recession. By the beginning of the yéaryise in the budget deficit
caused a rise in the public sector borrowing regmeént. This fact increased the
pressure of the domestic debt stock on the findese@or, and thus the economy,
and led to persistently high real interest ratesnrenvironment of limited external
financial sources.

The decline in the exportation of goods not onlytted decreasing impact on

industrial production but also affected private samption and investment
expenditures adversely due to the reduction in gxpeenues.

TABLE 11.1.2

GROSS DOMESTIC PRODUCT AND ANNUAL GROWTH IN MAIN
SECTORSY



(Percent)

1998 1999

1997 I I n v Total I I n Totaf®
GNP 8.3 9.5 45 26 0.6 3.9 -8.6 33 66 6.1
GDP 75 9.2 3.3 2.7 1.2 3.1 -8.9 -18 56 5.3
Agriculture 2.3 5.2 3.9 6.8 18.0 8.4 6.8 90 38 5.1
Industry 10.4 9.9 2.9 1.9 5.4 2.0 9.9 12 83 5.7
Manufacturing Ind. 114 9.8 23 0.9 -6.8 1.2 -10.9 0.7 -9.2 -6.4
Services 7.8 8.8 3.2 1.7 -1.3 2.7 7.0 .19 52 -4.6
Commerce 11.7 10.5 29 0.1 -5.2 14 -13.5 -4.4 -8.0 -8.3
Construction 5.0 5.2 -1.0 -1.4 1.7 0.7 2.7 -5.3 -8.9 -6.0
Transportation and 7.6 13.7 4.3 43 0.7 4.9 7.8 09 -1.9 2.8
Telecommunications
Import Taxes 18.3 12.9 5.0 5.5 -14.5 -1.0 222 57 59 -11.3

Source: State Institute of Statistics.
(1) 1987 producer prices.

(2) First nine-months of 1999.

High real interest rates, which led to the postpoe® of consumption
expenditures and the contraction of domestic dememgsed industrial production
and investment expenditures to decline. Moreowery affected production and
investment decisions adversely by increasing pribolucosts.

As in the previous year, in 1999, the excess capacsome sectors and large

inventories adversely affected industrial produt@émd investment expenditures.
In 1999, firms tended to reduce their inventorvésich they had not been able to
do in the previous year. Moreover, the sharp irswea the world market-price of
petroleum, an important industrial input, affectedustrial production negatively.

The decline in the construction sector, which hdstntial links with many other
sectors, especially basic metal and non-metallieenail products industries, was
another reason for economic recession. Accordingdaesults of the construction
statistics which were conducted by the SIS, thebrof construction licenses
decreased in the first quarter of 1999 as comp@aréte same period of the
previous year.

Despite the sharp economic decline in the firstrignaf 1999, it was observed that
expectations in the industrial sector improved gedigt as of January. By March,
expectations had become, considerably more positive disappearance of the
uncertainty that had appeared as a result of eteatid government discussions in



late 1998 and the expectation that a strong atdiestgvernment would be
established after the election that would be heldpril led to positive
expectations in the first quarter of the year.

TABLE 11.1.3
MAIN EXPENDITURE ITEMS

(1987=100, Percentage Change)

1999
1997 1998 I I i Totaf”
Consumption Expenditures 8.0 1.3 -6.4 -0.4 -1.9 -2.8
Public 4.1 7.8 10.2 21 9.1 6.9
Private 8.4 0.6 -7.9 -0.6 -2.9 -3.7
Consumer Durable 33.6 -0.8 -7.4 5.2 -8.6 -4.0
Fixed Capital Investments 14.8 -3.9 -16.6 -13.7 -11.9 -13.9
Public 284 13.9 2.1 21.8 -8.0 4.2
Private 11.9 -8.3 -19.1 -21.2 -13.1 -17.8
Machine-Equipment 21.2 -12.3 -29.3 -33.9 -21.0 -28.5
Construction 0.0 -1.8 -1.3 -0.1 -4.6 -2.3
Exports of Goods and Services 19.1 12 -7.7 -11.0 -13.9 -11.1
Imports of Goods and Services 22.4 2.3 -16.0 -1.9 -4.6 -7.3
Total Domestic Demand 9.0 0.6 -11.9 0.4 -2.9 -4.5
Total Final Dom. Demand 9.9 -0.2 9.1 4.4 -4.6 -5.8

Source: State Institute of Statistics.

(1) First nine-months of 1999.

The declining trend in the economy, while slowingvdpcontinued in the second
guarter of the year and the GNP and the GDP cdetidry 3.3 and 1.8 percent,
respectively. In this period, although the valudextiof the industry sector
increased, the contraction in the construction@mmerce sectors led to a decline
in the growth rate of the GNP and the GDP. In aaoidjtthe declining trend in
exports accelerated in this period.

The increase in industrial production in April wdeetive in the rise of industrial
value added in the second quarter of the yearr feeelections in April,
expectations that a stable government would reatizestural changes as well as an
increase in expenditures led to a rise in indugbriaduction in April. Hence,
expectations of buoyancy in domestic demand irséo®nd quarter of the year



dominated the industrial sector. In spite of th@dalecline in the value added of
the commerce sector, the relatively slower dechnbe value added of wholesale
and retail trade, which constituted 85 percenhefitalue added of the commerce
sector, showed a recovery in domestic demand flfdech. In fact, while the
decline in private consumption realized at 7.9 @etin the first quarter of the
year, this rate realized at 0.6 percent in thersg¢cuarter of the year and the
expenditures on consumer durables increased. Honiadestrial production
entered into a declining trend again in May andeJshowing that the expectations
were not realized and consumer demands were past@amain. Delays in the
establishment of the government after the Apritedms worsened the
expectations in May and June.

The GNP and the GDP decreased by 6.6 and 5.6 perespéctively in the third
guarter of the year. The slight rise in the grovette, compared with the same
period of the previous year, indicates a seriouracotion in the economy.

When the production side is examined, a rapid eatitn occurred in the industry,
commerce and construction sectors in the thirdtquaf the year. On the
expenditure side, the contraction in private corgion and investment
expenditures continued and the decline in expdri®ods and service accelerated.
Furthermore, imports of goods and services declamguaificantly due to

contraction in domestic demand and industrial petida.

In the middle of August, the earthquake which ocsdiin the Marmara Region,
where a considerable amount of the country's imgissituated, increased
uncertainty in the economy and worsened expecttibime Marmara Earthquake
directly affected industrial production in a negatway, not only through loss of
work days and labor force but also because of dantmonpdustrial plants and
infrastructure. The uncertainty created in the econwas responsible for a decline
in consumption expenditures and domestic demand.

The biggest uncertainty created by the earthquakerce in the construction
sector. It is expected that the earthquake widcfthe construction sector
negatively in the short run, but positively in fbag run. According to the results
of construction statistics announced by the SI&ntmber of construction licenses
declined in the third quarter of the year afteelative increase in the second
guarter, which supports this expectation.

The recession in the tourism sector is another refsdhe decline in the

economy. During the January-September period,dourevenues decreased by
45.0 percent with respect to the same period optbeious year. Tourism revenues
decreased significantly, especially in the thirduder, and this affected economic
growth negatively.



The targets announced by the government for the3@20, created a positive
atmosphere in the economy and thus the expectatighe industrial sector turned
positive again by October. However, the secondchgagke, which occurred in
November, partially decreased this trend. It iseexed that efforts to clear away
the debris and provide pre-fabricated housing,caedese in interest rates and the
realization of some delayed expenditures will @fffmmestic demand and
production positively. Therefore, it is expected tiie decline in the economic
growth will slow down significantly in the last quer of the year.

The average inflation declined due to weak dometstinand in 1999. The
Wholesale Price Index declined from 71.8 perce®3d percent in 1999.
Although there was a decline in agricultural vadaieled, agriculture price inflation
was below the general WPI level (Table 11.1.4).

TABLE I1.1.4
PRICES

(Percentage Change, Annual Average, 1994=%00

1994 1995 1996 1997 1998 1999
Wholesale Price Index 120.7 86.0 75.9 81.8 71.8 53.1
Agriculture Price Index 97.8 107.8 86.5 86.9 86,8 41.8
Manufacturing Price Index 129.4 81.0 704 80.6 66.7 57.2
Farmer’'s Net Price Index 88,2 88.2 80.5 89.5 90.7 52.2

Source: State Institute of Statistics.

(1) For the period prior to 1995, the base yed®©B7.

The economic decisions of the government regardicbange rates, inflation and
public finance following the stand-by aggrementwMF created a positive
atmosphere that seems to be sustainable. The ddoranttastructures and
housing investments following the earthquake raesgqukctations for recovery in

the economy. It is estimated that the expectedvegdn the tourism sector will
affect the growth rate positively.

[1.1.1. Supply Side of the Economy: Production in tle Sectors and Imports
[I.1.1.A. Production Performance in Sectors

a. Agriculture



The agriculture sector value added, which showed @& cent increase in 1998 as
a whole, decreased by 5.1 percent in the firsetrearters of 1999. This reduction
in the agricultural value added stemmed from therekese in farming-livestock and
forestry value added (Table 11.1.5).

In the farming-livestock sector, the productiorcefeals, legumes, fruits and
livestock decreased in the first nine months ofytbar. The farming - livestock
sector value added contracted by 5.7, 10.5 andef@nt respectively in each of
the first three quarters of the year with respedta87 producer prices. The total
contraction realized at 5.5 in the first nine m@atAroblems in the livestock sector
which had been observed in previous years, sutdwagroductivity, and a decline
in the number of animals, continued in 1999.

The value added in the forestry sector contractet. ®ypercent in the first nine
months of the year. The rise in production of tlskifig sector continued in 1999
and the value added in this sector increased bpdieent. However,
environmental and illegal fishing problems contidire this sector.

TABLE II.1.5
AGRICULTURAL SECTOR PRODUCTION AND VALUE ADDEDS

(Percentage Change, According to 1987 Producer Prjces

9-Month 199g"
1998 1999 | Il 1]
Farming and Livestock Production 6.1 -5.0 -4.7 -7.5 -4.1
Cereal 11.6 -13.4 - -21.3 -10.9
Legumes -4.0 -10.8 - -24.0 -55
Other Field Products 1.3 -0.5 - -9.0 0.3
Fruits 9.4 -4.8 5.9 -1.0 -6.4
Vegetables 15.0 4.8 -3.2 8.7 4.9
Livestock 1.0 -5.2 -6.7 -5.4 -3.6
Value Added of Farm.& Live.Agri.Indus. 6.1 -5.5 5.7 -10.5 -4.2
Forestry Sector Value Added -0.2 -1.8 -16.1 43 11.3
Fishery Sector Value Added 18.5 6.4 4.8 5.9 8.9
Agricultural Sector Value Added 6.1 5.1 -6.8 -9.0 -3.8

Source: State Institute of Statistics.

(1) Provisional.

b. Industry

Industrial production, which had started to deadkein 1998, resulted in a decline
of 5.7 percent of the industrial value added. Weesimined by sub-sectors, in the
January-September period, the mining and manufagturdustry value addeds
decreased by 7.6 percent and 6.4 percent respgctidgle the electricity-gas-



water sector value added rose by 1.1 percent. Theneason for this general
decline in industrial sector production was thetaetion in domestic demand
(Table 11.1.2).

Textile production, which is a sub sector of the ofanturing industry, declined
considerably in the first nine months of 1999 msit had in 1998. The weak
export demand of this sector determined the cotram production. In addition,
production in the metal products and machinarymgent sectors, which had been
decelerating since the second quarter of 1998iraekin the first three quarters of
1999.

Parallel to these developments, total manufactundgstry production contracted
by 5.8 percent according to SIS monthly induspralduction index figures (Table
11.1.6).
TABLE 11.1.6
INDUSTRIAL PRODUCTION

(Percentage Changes with Respect to the Same PeffitideoPrevious Year)

1998 1999
1997Y n v Total® I I I Jan.-De¢? Dec®?
TOTAL INDUSTRY 11.5 0.9 -5.5 1.3 -8.3 0.8 -6.7 5.1 2.9
MINING 4.6 6.1 4.9 11.2 -8.3 -7.5 -13.1 -8.4 -4.5
MANU. INDUSTRY. 12.1 -0.2 -7.1 0.1 -9.6 0.5 -7.3 -5.8 33
Food Industry 8.0 7.9 -0.2 0.8 -3.2 6.9 0.3 -2.7 5.7
Textile Industry 8.7 -10.6 -11.3 -6.4 -20.2 -4.8 -10.6 -6.4 12.7
Petroleum Pro.Industry 44 21 5.6 21 11.1 10.2 -14.1 -3.2 -14.2
Chemical Industr 14.5 -4.1 9.1 0.3 -11.2 5.6 -1.5 -1.9 17.2
Basic Metal Industry 9.6 9.0 -10.5 0.5 -12.9 3.9 -4.6 -5.6 -6.5
Mach.-Equip.Industry 225 -9.9 -18.6 -2.6 -16.6 -10.9 -8.8 -3.2 9.7
Transportation Industry 24.8 -10.3 -25.1 -3.7 -43.0 -18.4 -15.7 -21.8 22.8
ENERGY 8.1 9.6 4.7 7.6 1.7 8.9 2.6 4.2 35

Source: State Institute of Statistics, Monthly godrterly industrial production indices, 1997=100

(1) With respect to yearly averages.

(2) With respect to the same period of the previmas.

(3) With respect to the same month of the previmzs.



c. Services

The value added of the service sector contractetibpercent in the first nine
months of 1999. Contraction in domestic demanddezidecline, especially in the
value addeds of the construction and domestic sad®rs. The crisis in the
tourism sector led to a decline not only in theshahd restaurant sectors' value
addeds but also in the transportation and domiatie sectors value addeds.

EFFECTS OF THE MARMARA EARTHQUAKE ON THE ECONOMY

The earthquake which occurred on August 17, 1988ésof the greatest
earthquakes that has ever happened in Turkey. Té&wt ef the earthquake on the
economy was considerable since this region is depspulated and is the source
of a large portion of the Turkish economy. The nadcted areas - Kocaell,
Sakarya, Yalove, Bolu, Avciyar and alar - constituted 7.7 percent of the value
added in the GDP and 19.7 percent of the total fia@twred industry value added.

The Marmara earthquake not only led to great phiydestruction, but also halted
the economic activity in the region. In particulamall and medium scale firms
were damaged. The cost of the earthquake in caitek is estimated at US $9-13
billion and US $6-10 billion by the SPO and the Widank, respectively. The
total damage to houses, infrastructures, publildimgs and businesses could cost
US $3-6 million according to World Bank figures.éTtoss in value added and
production is estimated at US $1.3 billion and 24dbillion respectively by the
State Institute of Statistics. Production eitheasesl or slowed down, thus
deepening the recession which had already beguencdintraction of the GNP in
1999 was a spill-over effect of the earthquake goesmt extent.

The joint survey of the Prime Ministry Crisis Managgnt Center and SIS
indicated that the earthquake slowed down manufagtindustry production in
the affected region. According to the survey, 6&@et of the work places
employing 10 or more workers were damaged duega@#nthquake. The most
serious damage happened to machinery-equipmeidjrigs and infrastructures.
Of the 3491 workers in manufacturing industry akelcby the earthquake 346
died. The firms which were affected by the earttkguand responded to the survey
indicated that capacity utilization decreased f@frpercent to 51 percent. These
firms expected to reach their pre-earthquake cpacil8 weeks on the average.
The leading factors of contraction in demand afterd@arthquake were listed as
marketing and finance. Consequently, manufacturidgstry production, a leading
sector of the economic growth, contracted by 1&/@gnt on the average in the
August-October period (Figure).



The losses in both workers and working days and dartafactories and
infrastructures led to a slow down in productiontfee rest of the year. Moreover,
exports were negatively affected by damage to stfuatures and delays in
transportation. Domestic consumption and investroentracted considerably in
the region in the initial period. Post-earthquakeenditures in the region will
boost the production starting in 2000. The excessate for food, clothing and
medical supplies in the region will lead to a lis¢he production of chemical, food
and textile sectors after the stock is depletedmaduction returns to normal. The
increase in the demand for housing and infrastracatull naturally boost the
construction sector, which had been stagnent diin@dast two years. The close
relationship between the construction sector ahdratectors is expected to boost
the economy. Furthermore, the damage which occtorednsumer durables and
machinary and equipment will increase demand isdls®ctors.

Consequently, the earthquake is expected to dfie@conomic growth negatively
in 1999 but positively in 2000 due to the new cargtion activities. The State
Planning Organization estimates that the effethefearthquake on the GNP will
be -1 percentage point in 1999, changing to aipesiffect of 1.5 percentage
points in 2000. According to World Bank estimatég, GNP will be negatively
affected by 0.6-1.0 percentage points in 1999 baitpely affected by 1
percentage point in 2000. However, another eartteuathe region at the
beginning of November and the sluggish productioNevember and December
indicate that the effects of the earthquakes waltbnsiderably above these
estimates.
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[1.1.1.B. Imports of Goods and Services

Imports had accelerated due to the Customs Unidrbaayant domestic demand
in the 1995-1996 period. However, since the Custdmien lost its influence in
1997 and domestic demand contracted in 1998, itofairts decreased.

While the total imports of goods and services iasegl by 6.9 percent in January-
September 1998, in terms of constant prices, tieelirted by 7.3 percent in the
some period of 1999 (Table 11.1.7). A sharp decimenports of goods and
services was observed in the first quarter of 1889during the following months
of the year this declining tendency slowed down.

Among the main sectors, imports for manufacturimdpstry, which constituted
85.4 percent of the total import, declined 16.Zpat in the first eleven months of
1999, relative to the same period of the previaeryln this same period,
agriculture-forestry imports decreased by 22.8 g@@rand mining imports
increased by 6.9 percent. In addition to the dedlnmports of goods, tourism and
other service expenditures decreased in the sariwelpe

The contraction in domestic demand and the reduatiamdustrial production
were the determining factors in the decline in imgduring 1999.

TABLE II.1.7

IMPORTS OF GOODS AND SERVICES

(US$ billion)
1998 1999

1997 1998 11-Month | 1l 1l 11-Month

Imports 48.0 45.6 41.6 7.9 10.0 10.5 35.2
Tourism Expenditures 1.7 1.8 1.7 0.2 0.6 0.4 1.4
Other Service Expenditurés 6.8 8.1 7.4 1.8 19 18 6.7
TOTAL 56.5 55.5 50.7 10.0 12.5 12.6 43.3
Imp.of Goods & Servicéd 22.4 2.3 6.9 -16.0 -1.9 -4.6 -7.3

Source: Central Bank, State Institute of Statistics

1. Exluding profit transfers.
2. State Institute of Statistics, Percentage chandtbs1®87 prices, as of the January-September period

PRIVATE SECTOR INVESTMENTS



The share of private investments in total investnseending is very high in the
Turkish economy and it has tended to increase tneclast decade. The ratio of the
private and public investments to the total invesita was realized, on the
average, at 73 and 27 percent respectively in98&-1998 period.

Private investments can be affected by severabfecEmpirical studies suggest
that domestic and external demand developmentst giifevate investments
positively with one and/or two lags. In additiorpasitive relationship has been
found between domestic and foreign credit volun @nivate investments. As to
the effects of interest rates on private investsiezantradictory and statistically
insignificant results were obtained from empirisaldies. However, some studies
concluded that a high level of real credit ratasegally affects private investments
negatively. In the last twenty years, theoretitadl®s concerning the
determination of investments have shown that uamgyt has an important effect
on investments. Empirical studies taking uncertaimty consideration concluded
that it affects private investments negatively inkay. In these studies, it is seen
that public finance was an important source of uagay, especially in 1990s, in
addition to inflation and instability in the finaat markets. Besides the budget
deficit, the tax policy, including changes in taxk and inefficiency in the tax
system, have created an important uncertaintyrfgate investments. Moreover,
the government’s high level of debt service reslitea gradual decrease in the
share of government investments in the GNP. Théaakhip between private
investment and government investment expenditwiesh have been an
important source of incentive for private investisefior a long time, weakened
(Figure).

Looking at the composition of private investmeritss seen that machinery and
equipment investments tended to increase over fiilme share of machinery and
equipment investments in total private investmesddized at 58 percent in 1998,
when the rate of economic growth decreased coratlerThis had been 25
percent in 1980. The share of private machineryegpndpment investments in total
private investments averaged 48 percent in the-1988 period. Machinery and
equipment investments, due to their nature, arera mifective factor behind long-
term growth potential than private housing investtaeRapid economic growth
periods coincided with the rapid growth periodpo¥ate machinery and
equipment investments. The determinants of the fgriveestments mentioned
above are also valid for private machinery and @ment investments in
econometric terms. Additionally, private housingastments affect private
machinery and equipment investments negativelgther words, there is a
substitution between these two investments, apeiiods of rapid housing
investment growth, private machinery and equipnmargstments decrease rapidly.
The decision to invest in machinery and equipmentasge by firms while housing
investment is decided generally by householdsoinesempirical studies, there is a
negative relationship between private housing itmeats and returns of financial



assets whereas there is a positive relationshypdest private housing investments
and private savings rates.

DEVELOPMENTS IN PUBLIC AND PRIVATE INVESTMENTS IN TURKEY

(Shares in GNP)

Public

23,0 1 — = Private
A A

[1.1.2. Demand Side of the Economy: Domestic Demarahd Exports
[1.1.2.A. Domestic Demand: Investment and Consumpbin

Deceleration in domestic demand, which had beguiharsecond quarter of 1998,
continued in the first quarter of 1999. The undexyieature of the year was the
frequent changes in the expectations of economts.un the first quarter of 1999,
optimistic expectations regarding the recoveryomdstic demand for the period
after the general elections were dominant. In du®sd quarter, these optimistic
expectations were further strengthened by the &blerclimate in the negotiations
with the International Monetary Fund (IMF) regaglia stand-by agreement. At
the beginning of the third quarter, optimistic exja¢ions were reversed by the
Marmara Earthquake, which occurred in August, arahgbd thereafter into
optimism due to the increasing probability of andtdby agreement with the IMF.
Despite the increase in optimistic expectations,déceleration in domestic
demand continued during the first nine months &919

The increase in public expenditures continued irD1&9well. The components of

public expenditures did not change significantil#99. Of the main components

of public expenditures, the item "wages and saaimcreased by 3 percent in real
terms. The increase in the "other current” experghtwas rather more significant,
due basically to the unexpected increase in thgsenelitures caused by the



earthquake. Consequently, this item increased by d&rcent in real terms, with
respect to the previous year (Table 11.1.8).

TABLE 11.1.8
DEVELOPMENTS IN TOTAL CONSUMPTION EXPENDITURES

(Percentage Change with Respect to the Same PeriddePrevious Year)

(1987=100)
1999
1997 1998 | 1l 1 9-Month
Total Consumption 8.0 1.3 -6.4 -0.4 -1.9 -2.8
Government Total Consumption Expenditures 4.1 7.8 10.2 21 9.1 6.9
Salaries-Wages 0.1 5.9 7.8 0.7 0.8 3.0
Other Current Expenditures 9.2 10.0 161 3.9 19.6 12.7
Private Total Consumption Expenditures 8.4 0.6 -7.9 -0.6 -2.9 -3.7
Food 0.8 -0.1 56 49 1.6 0.6
Durable Goods 33.6 -0.8 -7.4 5.2 -8.6 -4.0
Semi-Durable & Non-Durable Goods 8.7 03 -17.7 -8.1 5.4 -10.8
Energy. Transportation. Telecommunications 35 4.9 -1.9 -0.5 -1.4 -1.3
Services 151 -0.8 -132 -152 -120 -13.4
House Ownership 2.3 21 21 2.3 11 1.8

Source: State Institute of Statistics.

Total consumption expenditures of the private seddareased in real terms in
1999. Negligible increases were observed in foatlrausing expenditures while
the demand for services and semi-durable good®hserved to decline
significantly during the first nine months of theay. Despite the slight increase in
the demand for durable goods observed in the sepasader, the demand for these
goods declined over the whole year (Table 11.1.8).

Among the main components of domestic demand, tist significant decline was
observed in the investment expenditures made bygritaate sector. This
component of the domestic demand increased sharp§97. Paralelling the
decrease in private consumption expenditures nitrease in investment
expenditures somewhat decelerated in the seconmteqof 1998 and turned into a
sharp decrease in 1999. While private investmepéditures contracted by 17.8
percent, public investment expenditures had rise4.b percent, by the end of
third quarter (Table 11.1.3).

11.1.2.B. Exports of Goods and Services



In 1997 exports increased rapidly, despite of theesse effects of the South East
Asian crisis. However, after 1998, beginning wlik Russian crisis, the global
crises deepened and total exports slowed downnigamncreased by 14.4 percent
in the first 9 months of 1998, total exports deetirby 11.1 percent in the same
period of 1999 (Table 11.1.9).

TABLE I.1.9

EXPORTS OF GOODS AND SERVICES

(US$ billion)
1998 1999
1997 1998 11-Months | 1] 1 11 Months
Export 26.8 275 24.7 6.5 6.3 6.3 23.7
Shuttle Trade 5.8 3.7 3.5 0.4 0.4 0.6 2.0
Tourism Revenues 7.0 7.2 6.9 0.6 12 2.2 5.0
Other Service Revenu®s 9.9 136 11.6 2.8 2.6 2.3 7.6
TOTAL 49.6 52.0 46.7 10.4 0.5 114 38.3
Exp. of Goods & Servicéd 19.1 12.0 14.4 -7.7 -11.0 -13.9 -11.1

Source: Central Bank, State Institute of Statistics
(1) Exluding other factor incomes.

(2) State Institute of Statistics, percentage changth 1987 prices, as of the January-Septembgdpe

The main reasons for the decline in exports werednéraction of export markets
and the decline in export prices. According to ®I®ign trade price index figures,
in the January-October period, export prices dedliny 7.1 percent. Moreover, the
increase in registered exports and the contraatitime Russian economy reduced
the shuttle trade and the crisis which occurreumism led to a decline in exports
of goods and services.

[1.1.3. Employment

According to the Survey of Household Labor ForceKMH which was conducted
by the SIS, the total civil labor force increase® Bercent from 23 million people
in 1998 to 23.8 million people by April 1999. Attlsame period, the civil
employment grew 2.1 percent from 21.6 to 22 millxaople. The unemployment
rate rose from 6.3 percent in 1998 to 7.3 by Ap®®9 due to slow growth of
employment relative to labor force. It is expedieat the unemployment rate will
be even higher in 1999 as a result of contractidhé economy throughout the
year and employment loss stemming from the earttey(iBable 11.1.10).



In April 1999, the share of total employment iralgiopulation of people capable
of working was 45.1 percent. In Turkey, 59 peradribtal employment is made up
of self employed, employers and unpaid family weskdhe share of women both
in total employment and the labor force increasedpril 1999 relative to 1998. A
slow growth in the unemployment rate for women wlgithis period led to a rapid
growth in female employment relative to the femalsor force. The female
unemployment rate had reached 7.3 percent by ABE9.

TABLE 11.1.10
LABOR FORCE AND EMPLOYMENT

(Thousand Person, Aged 12+)

1997 1998 199¢"
Labor Force 22 447 23048 23779
Female L.F./Labor Force(Percent) 28.0 285 30.9
Employment 21008 21594 22 049
Urban (Percent) 45.9 45.7 44.3
Rural (Percent) 54.1 54.3 55.7
Female Employment/Employment (Percent) 27.7 28.6 311
Number of Unemployed 1440 1454 1730
Unemployed Rate (Percent) 6.4 6.3 7.3
Urban (Percent) 9.4 10.0 11.8
Rural (Percent) 3.7 3.0 34
Underemployment (Percent) 5.6 5.9 6.9
Inactive Labor ( Percent) 12.0 12.2 14.2

Source: State Institute of Statistics.

1. By April 1999.



The share of urban employment in the total declohathg the last two
years. While the share of urban employment was gé@ent in 1998, it
declined to 44.3 percent in April 1999. Such a iecin the share of urban
employment for a country like Turkey, where raprtdanization is being
experienced, implies a growing urban unemploymatet. rActually, the
urban employment in developing countries like Turlseegxpected to rise.

The slow growth of urban employment in an environhoéreconomic
recession led to a rapid increase in the urban pleyment rate, which
increased from 10 percent in 1998 to 11.8 percgiidril 1999. Although
the unemployment rate of educated people declm@®.© percent
according to the April 1999 HLF Survey, it is stitry high. The
unemployment rate of young educated people in uabaas is 28.9 percent.
Rural unemployment increased from 3 percent in 1834 percent in

April 1999. The increase in the rural unemploynratné may be attributed to
a general contraction in the economy and agricallforoduction (Table
11.1.10).

Employment in public sector manufacturing industag been observed to
come down in recent years parallel to the declisimgre of public sector
manufacturing output. While private sector emploghrese in 1997 and
1998, public sector employment declined duringshwme period. The
employment in both private and public sectors deszd as a result of
economic recession in 1999. In manufacturing ingugte decline in
private sector employment was more severe tharoftthe public sector
during the first nine months of 1999. During thensgperiod, employment
dropped in all the main sub-sectors, except chdsjio&private
manufacturing (Table 11.1.11).

TABLE I1.1.11
WORKERS IN MANUFACTURING INDUSTRY

(Annual Percentage Change)

1997 1998 1999
| 1l 1l 9-Month
Manufacturing Industry 5.3 0.2 -7.7 -8.8 -10.9 -9.2
Public Sector -6.9 -6.3 -4.5 -2.7 -7.1 -4.8

Private Sector 8.3 1.6 -8.3 -10.0 -11.7 -10.0



Food 6.6 -0.3 -10.1 -9.3 -9.0 -9.4

Textiles 8.1 -0.9 -124 -16.0 -16.8 -15.0
Petroleum Products 40.3 -1.0 -35 -0.2 0.0 -1.2
Chemicals 1.2 5.1 0.6 1.4 0.6 0.9
Basic Metal Industry 6.8 4.8 -0.5 -2.3 -5.0 -2.6
Machinery-Equipment 12.7 4.1 -6.6 -9.3 -12.8 -9.6
Transport Vehicles 10.1 7.8 -9.9 -13.8 -14.1 -12.6

Source: State Institute of Statistics.

Among the other sectors, agricultural employmeisttha largest share of
total employment. According to the April 1999 HLEr8ey, the
employment shares of the agricultural, industnal aervices sectors in total
employment were realized as 45.8, 15.1 and 39deperespectively. The
fact that the share of agricultural employment iiecl as the share of
manufacturing employment rose during the 1997-1898d is important at
this point. The share of service employment dedlig a small amount
during the same period. The rise in agriculturablEyment may be
explained by a rapid increase in the agricultuabbl supply and a decline in
the labor productivity in agriculture, since théaaf agricultural value
added to the GDP remained around 14.5 percentd@ 48d 1999.
Economic recession and a slow improvement in ses\ace the main
reasons behind the slowdown in industrial employirtieat resulted from
weak performance of industrialization process (T#blel?2).

TABLE 11.1.12

EMPLOYMENT BY SECTORS

(Percent)
1997 1998 1999
Agriculture 42.4 43.0 45.8
Industry 17.2 16.7 15.1
Services 40.4 40.3 39.1

Source: State Institute of Statistics.
2. By April 1999.
II. 1.4. Wages and Salaries

The public sector collective bargaining contractsenompleted to a great extent
by 1999 and the wage system, namely echelle matiiesh had been practiced



since 1997, was abolished. The decline in the wafjpablic sector workers in

real terms during the 1994-1998 period were effedatn bringing wages above the
inflation rate in the public sector collective bairgng procedures carried out in
1999. With the new arrangements in the incomedé the overall increase in the
wages of public sector workers in real terms iseexgd to be 43.6 percent in 1999.
With this development, public sector real wageseaqeected to realize above the
pre-1994 crisis level. The increase in public seatages was determined as 30
percent for the first half of 1999 and an additiofia 15 million was paid per
worker. In the second half of the year, the inoeeaghe wages was as much as 5
percent over the CPI inflation rate of the firsiflud the year.

The real wages and salaries of all employees, exiseptages of private sector
workers involved in collective bargaining procdsagd decreased in 1998.
However, in 1999, the wages that were generallgrdehed by backward
indexation realized over the inflation rate, whiehs targeted relatively lower, and
the target was more or less attained. Wages ofqsittor workers and the
minimum wage increased rapidly among the other veatggories and the salaries
of civil servants and the wages of private sectorkers are expected to increase
4.6 and 12.2 percent in real terms, respectivelpl€r.1.13).

TABLO 11.1.13
DEVELOPMENTS IN REAL WAGESY

(Annual Percentage Change)

1993 1994 1995 1996 1997 1998 1999

Labor Cos?!

Public Sector 12.8 -11.2 -22.7 215 29.6 0.6 37.1

Private Sector 5.3 -28.0 -14.4 5.2 3.0 16.1 18.2
Net Labor Wag®

Public Sector 8.0 -0.0 -17.1 -25.0 19.2 -1.3 43.6

Private Sector 1.7 -18.2 -8.3 19 -3.0 17.0 12.2
Civil Servant Monthly Cost 55 -30.6 -2.9 14.0 15.8 34 10.7
Net Salary of Civil Servant 21 -21.9 -4.8 7.6 16.5 -1.3 4.6
Annual Average Minimum Wage 11.2 -26.6 -2.8 219 13.0 -4.3 38.1
Pensioff!

The Pension Fund -1.7 -22.2 -10.5 224 7.6 -6.4 4.8

The Social Security Institution -4.5 -22.0 -4.7 20.2 13.2 -7.3 3.3

Bag-Kur -3.3 -21.6 -1.4 58.0 271 -7.3 3.2

Source: State Planning Organization.



(1) State Institute of Statistics Wholesales andsbmer Price Indices, based on 1987, are usedcinlating real labor cost
and net wage changes. Respectively.
(2) Provisional.

(3) The calculations are carried out by State Rtap®rganization by using the data of the Turkishpibyer Union and the Public Sector Employer
Union.

(4) Average pension for retired civil servantstatd degree level one, for retired workers at iret tlegree level

and for retired persons from B&ur at sixth degree.

FIGURE I1.1.2
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While the wages of public workers rose above tlee@94 crisis level, the salaries
of civil servants and the wages of private sectorkers did not reach their 1993
level. Civil servant salaries increased 30 peraetite first half and 20 percent in
the second half of the year. The increase in tlaiea of the civil servants in
nominal terms over the year realized at 72.5 peéneéh the adjustments in the
income taxes of wage earners.

The pensions of the Pension Fund, the Social Sgdastitution and Bg-Kur
dropped in real terms in 1998. The real pensiongx@pected to rise in 1999, but it
is not sufficient to compensate for the real logeasoccurred in 1998. The
increase in the pensions of the Pension Fund an8dhbial Security Institution has
lagged behind the increase in the wages and salafrigther sectors in recent years.
The pensions of the Pension Fund and the Sociaki8emstitution declined 11.6
and 7.5 percent respectively in real terms duriregli992-1999 period (Table
11.1.13).



The wage and salary incomes of all sectors, exbepgbpénsions of BaKur and the
wages of public sector workers, failed to risedalterms during the 1992-1999
period. In the same period, while the GNP incredspdrcent on the average, the
growth in employment was limited to 1.6 percentlom average. Although the
value added per worker increased in the same pexilahited increase in real
wages implies a deterioration in the income distrdn of wage, salary and
pension earners.

The real wages per hour in the private sector dedlh9 percent in 1998 but then
increased 9.9 percent in the first nine months9®91 Real wages per hour in the
public sector increased 4.3 and 16.8 percent ii8 H9@ 1999 respectively. In
private manufacturing industry, real wages incrdasall sub-sectors except
petroleum products (Table 11.1.14). As the wagelmerr in the public sector
increased, it decreased in the private sector @8 BEd the wage per hour in the
whole manufacturing industry declined 0.3 percElowever, it increased sharply
both in the private and public sectors in the fisie months of 1999. This caused
employment in the private manufacturing industrgégrease in an environment of
economic recession.

TABLE 11.1.14
REAL WAGES PER HOUR IN THE MANUFACTURING INDUSTRY

(Annual Percentage Change)

1999

1997 1998 | 1l 1 9-Month
Manufacturing Industry 3.1 -0.3 12.2 8.8 14.6 119
Public Sector 13.6 4.3 35 151 32.9 16.8
Private Sector 16 -0.9 14.4 6.5 8.8 9.9
Food 1.7 3.9 215 12.2 6.8 11.5
Textiles -0.1 -4.0 12.9 10.6 16.4 13.3
Petroleum Products 4.6 21.3 -19.3 -1.0 5.0 -6.0
Chemicals 10.7 3.5 5.4 -2.2 0.7 1.3
Basic Metal Industry 13.5 2.6 16.3 10.4 15.4 14.0
Machinery-Equipment -0.5 1.2 19.7 3.6 -1.1 6.9
Transport-Vehicles 6.7 -0.1 204 -2.6 13.8 10.0

Source: State Institute of Statistics.

[I.2. PUBLIC FINANCE AND DOMESTIC BORROWING

[1.2.1. Public Finance



The public sector in Turkey consists of consoliddtedget, financial and non-
financial state economic enterprises (SEES), lodadiaistrations, social security
organizations, revolving funds and extra-budgetangls. The share of the public
sector borrowing requirement (PSBR) in the GNPxeeted to reach 13.4 percent
IN1999, reflecting a 4.2 percentage point incregiie respect to the previous year.
PSBR is calculated considering total public seetqgrenditures and revenues.

The share of total public expenditures in the GN#fized at 34.5 percent in 1998,
reflecting a 3.3 percentage point increase witheetto the previous year. In 1999,
this ratio is expected to be 38.4 percent. Theesbhtotal public expenditures in
the GNP increased by 3.9 percentage points. Thisase resulted from current
expenditures, interest payments and transfersasurg by 1.9, 1.2 and 2.3 points
respectively. The share of investment expenditurése GNP decreased by 0.3
percentage points.

It is expected that the share of public sectormaes in the GNP will decrease
from 25.3 percent in 1998 to 24.1 percent in 1998s decline was due to
privatization revenues, which were 1 percent ofGiNP in 1998, realizing at 0.1
percent of the GNP in 1999. It is expected thattere of tax revenues, which
have the greatest part in public sector revenudtel GNP will decrease by 0.2
percentage points. Although the tax revenues oftmsolidated budget and local
administrations increased, the decrease in pubhenues in the GNP resulted from
a decline in the tax revenues of funds.

The share aheconsolidated budget deficit in the GNP decreasemgihe 1996-
1998 period and this ratio realized at 7 perceld9®@8. However, the share ofthe
consolidated budget deficit in the GNP increasgdificantly again and reached
10.9 percent in 1999. While the share ofconsoldiatedget revenues in the GNP
was 22 percent in 1998, it rose to 22.5 perce@®®0. In spite of the limited
increase in budget revenues, the shammos$olidated budget expenditures in the
GNP was 29 percent in 1998 and this ratio rose3td fercent in 1999. The share
of non-interest expenditures in the GNP increase8.b percentage points and
reached 20.5 percent while the share of intergstraktures in the GNP increased
by 1.2 percentage points, reaching 12.9 percent.



TABLE I1.2.1

RATIO OF THE PUBLIC SECTOR BORROWING REQUIREMENT TO THE
GROSS NATIONAL PRODUCTY

(Percent)
Estimate

1994 1995 1996 1997 1998 1999
Consolidated Budget 3.9 3.7 8.5 7.6 7.0 10.9
SEE® 1.9 -0.7 0.1 0.7 1.3 1.4
Funds 0.9 0.6 0.1 -0.1 0.0 0.6
Other Publié 1.2 1.6 0.2 -0.6 0.9 05
Total Borrowing Requirement 7.9 5.2 8.9 7.6 9.2 134
Borrowing Requirement Excluding
Interest Payments and -2.5 -3.8 -2.3 -0.9 -2.5 -0.4

Privatization

Source: State Planning Organization.
(1) Minus sign (-) indicates surplus.
(2) Enterprises subject to privatization are ineldid

(3) Financial SEEs, local administrations, revolyfands and social security organizations are g

While the share in the GNP of the borrowing requieat of the other public items,
which include the financial SEEs, local administnasiosocial security
organizations and revolving funds, is estimateba®.5 percent of the GNP, it is
estimated as 1.4 percent for operational SEEs and Sl#ect to privatization.
The share of the borrowing requirement of the fundbe GNP is expected to be
0.6 percentin 1999 (Table 11.2.1).

In conclusion, the public sector borrowing requiegrnis expected to rise by 130.1
percent, relative to the 1998 level, to TL 11.2 gulaoh in 1999 and reach 13.4
percent of the GNP. The public sector had a suigfi@s5 percent of the GNP in
1998 excluding interest payments and privatizatenenues. This ratio is expected
to be 0.4 percent in 1999 (Table 11.2.2, Figure.1l)2

FIGURE 11.2.1

PRIMARY PUBLIC BALANCE AND
PUBLIC SECTOR BORROWING REQUIREMENT / GNP
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1. Estimate.

Because of early election in 1999, a provisionaldai was applied for six months
and the 1999 budget became a law in June. In 188 was no supplementary
budget as in 1998.

The ratio of consolidated budget tax revenues t@&iNe is expected to be 17.8
percent in 1999, reflecting a 0.4 percentage poarease with respect to 1998. The
share of consolidated budget revenues in the GNMBtimated to be 22.5 percent in
1999, reflecting a 0.5 percentage point increasle lespect to the previous year.

TABLE 11.2.2
PUBLIC SECTOR DEFICIT AND FINANCING

(at current prices, TL trillion)

1994 1995 1996 1997 1998 1999%
PSBR -306.9 -407.6 -1,326.6  -2,246.6  -4,860.7 -11,186.8
Financing 306.9 407.6 1,326.6 2,246.6 4,860.7 11,186.8
Foreign Borrowing (net) -65.0 -87.5 -192.7 -305.4 -629.7 972.0
Consolidated Budget -67.2 -81.2 -134.4 -452.6 -1,035.6 459.7
SEE$” -4.8 -13.5 -58.9 26.4 339.9 310.1
Funds 3.1 13.7 18.8 91.5 65.6 115.9
Other Publi¢’ 3.9 6.5 -18.2 29.3 0.4 86.3
Domestic Borrowing (net) 371.9 495.1 1,519.3 2,5652.0 5,490.3 10,214.8



Consolidated Budget 219.2 375.5 1,402.2 2,678.3 4,872.8 8,664.2

Central Bank Advances 51.9 94.7 229.0 0.0 0.0 0.0
Bonds -70.3 85.7 274.0 1,484.8 1,311.0 12,2338
T-Bills 244.2 197.2 792.2 1,020.7 3,293.2  -2,493.3
“Other” Financing -6.6 2.1 107.0 172.8 268.6 -1,076.3
SEESY 111.6 51.7 711 168.0 365.8 815.2
Funds 28.4 39.4 37.8 771 154.6 349.1
Other Publi¢’ 12.7 285 8.2 -371.4 97.1 386.3

As a share of the GNP (%)

PSBR -7.9 -5.2 -8.9 -7.6 -9.2 -13.4
Financing 7.9 5.2 8.9 7.6 9.2 134
Foreign Borrowing (net) -1.7 -1.1 -1.3 -1.0 -1.2 1.2
Consolidated Budget -1.7 -1.0 -0.9 -1.5 -2.0 0.6
SEE$” -0.1 0.2 0.4 0.1 0.6 0.4
Funds 0.1 0.2 0.1 0.3 0.1 0.1
Other Publi€¢’ 0.1 0.1 0.1 0.1 0.0 0.1
Domestic Borrowing (net) 9.6 6.3 10.1 8.7 104 12.3
Consolidated Budget 5.6 4.8 9.4 9.1 9.2 104
Central Bank Advances 13 1.2 15 0.0 0.0 0.0
Bonds -1.8 11 1.8 51 2.5 14.7
T-Bills 6.3 25 53 35 6.2 -3.0
“Other” Financing -0.2 0.0 0.7 0.6 0.5 -1.3
SEES" 2.9 0.7 05 0.6 0.7 1.0
Funds 0.7 0.5 0.3 0.3 0.3 0.4
Other Publi&’ 0.3 0.4 0.1 -1.3 0.2 05

Source: State Planning Organization, Undersecattafithe Treasury.
(1) Enterprises subject to privatization are ineldid
(2) Financial SEEs, local administrations, revolyfands and social security organizations are e

(3) The consolidated budget figures are realizatiother figures are estimates.

The share of indirect taxes in consolidated budgetdvenues increased by 1.3
percentage points with respect to 1998 and readt&d.7 percent. The share of
direct taxes, part of consolidated budget tax ragenin the GNP is expected to
remain the same as the previous year at the 8cemdevel. The share of indirect
taxes in the GNP, on the other hand, is expecteekich 9.7 percent by increasing
0.4 percentage points (Table 11.2.3).

Due to the rapid increase in expenditures, theragesof consolidated budget tax
revenues in the expenditures decreased to 53.4manc1999, compared to 60
percent in 1998. Moreover, the coverage of taxmage in non-interest budget
expenditures decreased to 86.9 percent in 1999 aad to 100.2 percent in 1998
(Table 11.2.3).



TABLE 11.2.3

CONSOLIDATED BUDGET REVENUES

(Percent)

1994 1995 1996 1997 1998 1999Y
Total Revenues/GNP 19.2 17.7 18.0 19.6 225

17.8

Tax Revenues/GNP 15.1 13.8 15.0 16.1
Direct Taxes/ GNP 7.8 7.9 9.1 9.6 9.3 9.7
Indirect Taxes/GNP 7.3 5.9 59 6.6 8.1 8.1
Tax Revenues/Total Expenditures 65.5 63.4 57.0 59.4 60.0 53.4
Total Revenues/Total Expenditures 83.0 81.5 68.6 72.0 75.8 67.3
Tax Revenues/Non-Interest Expenditures 98.1 95.6 91.9 83.1 100.2 86.9
Indirect Taxes /Total Tax Revenues 51.7 57.5 60.6 59.3 53.4 54.7
Direct Taxes/ Total Tax Revenues 48.3 425 39.4 40.7 46.6 45.3

Source: Undersecretariat of the Treasury.

(1) GNP of 1999 is estimate.

The share of consolidated budget expenditures i, which followed an
increasing trend continuously in the 90s, is exgebtd be 33.4 percent, an increase
of 4.4 percentage points with respect to the pues/gar. The increase in the
expenditures resulted predominantly from interastnpents, personnel
expenditures and transfers to social security arg#ons.

The share of non-interest budget expenditures itotiaé expenditures in 1999
realized at 61.4 percent, an increase of 1.5 ptagerpoints. This increase resulted
predominantly from transfers to social securityasigations and the funds
payments. The consolidated budget non-interestrehfages, which had been
increasing since 1995, were brought under contr@Pi98 and the ratio of non-
interest payments to the GNP realized at 17.4 peremwever, this ratio is
expected to be 20.5 percent increasing by 3.1 p&xge points in 1999. While the
share of personnel expenditures, other currentrelppges, non-interest transfer
expenditures and interest payments in the GNP 99 1¥creased by 1.0, 0.2, 1.9,
1.2 percentage points respectively, the sharevesiment expenditures in the GNP
remained the same as 1998 (Table 11.2.4, Tableé)L.2.

TABLE 11.2.4

CONSOLIDATED BUDGETY

At current prices ( TL trillion) As a share of the GNP(Percent)

1994 1995 1996 1997 1998 1999 1994 1995 1996 1997 1998

1999?



EXPENDITURES
Non-Interest Expendi.
Current

Personnel

Other Current
Investment
Non-Interest Transfer
Social Security Org.
Other Transfers
Interest Payments

Foreign Debt
Interest Payment

Domestic Debt

Interest Payment
REVENUES
General Budget
Tax Revenues
Non-tax Revenues

Special Revenue
Funds
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599
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50
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34
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1,711
1,135
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475

1,394
1,382
1,084

86

211

12
-317

259

3,940
2,443
1,283
974
309
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922
335
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1,497
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1,329

2,702
2,676
2,244

160

272

26

-1,238

259

7,991
5,713
2,779
2,073

706

590
2,343

760
1,583
2,278

300

1,978

5,750
5,698
4,746

405

547

52

-2,241

37

Source: State Planning Organization, Undersecattafithe Treasury.

(1) Adjusted.

(2) GNP of 1999 is estimate.

The share of transfers to social security orgarunatithe most important
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54
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29.0
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117

1.0

10.6

22.0
21.9
17.4

2.3

2.2

0.1
-7.0

4.6

component of the "other transfers" item, in thaltekpenditures and in the GNP
increased with respect to the previous year. Adngty, the share of the transfers
to social security organizations in the GNP in 1889eased to 3.3 percent.

The share in the GNP of transfers from the consigdibudget to the SEEs is
expected to be 0.5 percent, increasing by 0.2 p&ge points with respect to

1998.

While the share of the consolidated budget daficihe GNP in 1999 is expected
to be 10.9 percent, the primary surplus is expetctde: 2.0 percent of the GNP in
1999. At current prices, budget deficit and primsuyplus realized at TL 9.1 and

TL 1.7 quadrillion, respectively (Figure 11.2.2).
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FIGURE 11.2.2
BUDGET BALANCES / GNP
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Source: Undersecretariat of the Treasury, Stateni?lg Organization, Central Bank.

TABLE 11.2.5

CONSOLIDATED BUDGET EXPENDITURES

(Percent)
1994 1995 1996 1997 1998 199g"
Total Expenditures/GNP 23.1 218 26.3 27.2 29.0 334
Non-Interest Expenditures/GNP 15.4 14.4 16.3 19.4 17.4 20.5
Interest Payments on Do.Debt/GNP 6.0 6.1 8.9 6.7 10.6 11.8
Personnel Expenditures/GNP 7.6 6.4 6.5 7.1 7.3 8.3
Other Transfers/GNP 4.1 4.5 5.7 7.6 5.5 7.4
Interest Payments/Tax Revenues 50.7 53.1 66.7 48.0 66.9 724
Non-Interest Expenditures/Total Expen. 66.8 66.3 62.0 715 59.9 61.4
Interest Payments on Do.Debt / Total Expen. 26.0 27.8 33.7 24.8 36.6 354
Personnel Expenditures/ Total Expen. 30.4 294 24.6 25.8 25.1 249
Other Transfers /Total Expenditures 17.7 20.6 22.1 27.8 20.7 23.6

Source: Undersecretariat of the Treasury.



1. GNP of 1999 is estimate.

In 1999, the consolidated budget deficit was TL Qadyillion. In addition to the
budget deficit, the Treasury made TL 2.5 quadrilliebrepayment of Treasury
bills and TL 12.2 quadrillion net borrowing on bond®rder to finance the "other'
item giving a negative balance TL 1.1 quadrillion1899, net foreign debt use
was realized as TL 460 trillion for the first timase 1993 (Table 11.2.6, Figure
11.2.3).

TABLE 11.2.6
QUARTERLY REALIZATION OF THE CONSOLIDATED BUDGET CASH
FINANCING REQUIREMENT AND FINANCING IN 1999

(TL trillion, Quarterly)

| 1l 1l \% Total
Budget Deficit -2,536 -2,505 -2,257 -1,774 -9,072
Deferred Pay. Advancgs -79 -78 -1 106 -52
Cash Deficit -2,615 -2,583 -2,258 -1,668 -9,124
Financing 2,615 2,583 2,258 1,668 9,124
Foreign Borrow. (net) 60 -248 -452 1,100 460
Bonds (net) 3,629 2,775 3,052 2,778 12,234
T-Bills (net) -1,178 -158 -350 -807 -2,493
CB Advances (net) 0 0 0 0 0
Other 105 213 9 -1,403 -1,076

Source: Undersecretariat of the Treasury.

1. The deferred payments, bank accounts etc. arestheghanges. A negative sign (-) indicates a natipesncrease, a positive sign (+)
indicates a net decrease in assets.

FIGURE 11.2.3
CONSOLIDATED BUDGET FINANCING

(Cumulative, TL trillion)
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During 1999, the financing of the consolidated etdgash deficit was realized
mainly through domestic borrowing. In addition ieaunted bonds, bonds with
guarterly coupon payments, floating rate bondscam$umer price indexed bonds,
domestic borrowing was realized with public saled &AP. While the Treasury
had realized domestic borrowing mainly throughdteg bills in 1998, the main
source in 1999 was long-term bonds.

In 1999, TL 16.9 quadrillion in bonds and TL 6.8 quiéidn in treasury bills were
sold, repayments being TL 4.7 and TL 9.3 quadrilli@spectively. Therefore, the
overall net domestic borrowing of the Treasury tigio government bonds was TL
12.2 quadrillion and the net repayment of treasilty was 2.5 quadrillion.

Although in 1997 short-term advances to the Treabag/been set at 6 percent of
the difference between the general budget appteprgof the previous and
current years, this ratio declined to 3 perceritd@i8 and in 1999. Consistent with
the Protocol signed between the Treasury and thea@l&ank in July 1997, the
Treasury did not use short-term advances as ofitwns half of 1997 and
continued this behaviour in 1999. The Treasury sbeait-term advances in some
months in order to make salary payments, but eftttese accounts was repaid
totally within the month it was borrowed (Table2ll7).

In 1999, net foreign debt was used to finance tmsalidated budget cash deficit
for the first time since 1993. Because of foreigans provided to finance
earthquake expenditures, a net foreign debt u$& df1 quadrillion was realized
in the last quarter of the year. During the year ZI& quadrillion was borrowed
and TL 2.3 quadrillion was refunded (Table 11.2.7,Uf&gl11.2.3).

TABLE I1.2.7



CONSOLIDATED BUDGET BALANCE AND FINANCING INDICATORS (TL

trillion)
1994 1995 1996 1997 1998 19997
Budget Balanc® -152.2 -316.6 -1,238.1 -2,240.7 -3,697.8  -9,071.7
Cash Balanc® -151.9 2945  -1,267.7  -2,2204  -3,809.5 -9,123.9
Primary Balanc® 146.1 259.5 259.3 37.3 2,478.8 1,649.2
Primary Cash Balan€e 146.4 281.7 229.7 57.5 2,367.1 1,597.0
Operational Budget Balane 155.7 242.4 -161.0 -257.5 583.2  -4,387.0
Budget Balance/ GNP -3.9 -4.0 -8.3 -7.6 -7.0 -10.9
Cash Balance/ GNP -3.9 -3.7 -8.5 -7.6 -7.1 -11.0
Primary Balance / GNP 3.8 3.3 1.7 0.1 4.6 2.0
Primary Cash Balance/ GNP 3.8 3.6 15 0.2 45 19
Operational Budget Bal./ GNP 4.0 3.1 -1.1 -0.9 1.1 -5.3
Foreign Borrowing (net)/ GNP -1.7 -1.0 -0.9 -1.5 -1.9 0.6
Bonds(net)/ GNP -1.8 1.1 18 51 24 14.7
T-Bills(net)/ GNP 6.3 25 5.3 3.5 6.2 -3.0
CB Advances(net)/ GNP 1.3 1.2 15 0.0 0.0 0.0
Other Financing/ GNP -0.2 0.0 0.6 0.5 0.5 -1.3

(1) A negative sign (-) indicates a deficit, a pi@sisign (+) indicates a surplus.
(2) GNP of 1999 is estimate.

(3) Real interest payments of domestic borrowingevealculated by multiplying the real interest fagethe total average bonds and T-Bills stock in

the year. The real part was subtracted from thragm budget balance to reach the operational buzidahce.

AMENDMENTS IN THE SOCIAL SECURITY SYSTEM AND
UNEMPLOYMENT INSURANCE

The Turkish social security system, comprising Thei@dnsurance Organization,
The Pension Fund and Bag-Kur, has increasinglymandeficit in the last decade.
Compensating for the deficits of the social segigyistem through the government
budget contributed to soaring budget deficits.989, transfers from the budget to
these organizations amounted to 3.3 percent d&thie, whereas they had been
only 0.3 percent in 1991. Some of the major factassing the financial deficits of
the social security system are early retiremestjriability to cover the whole
working population, the low rate of return on acclaed funds, the imbalance
between monthly contributions of the employed aayghpents made to pensioners,
and the lack of control over health care expenses.



Some measures aiming to overcome the deficientige social security system
were put into effect on September 8, 1999 by Law4dd.7. One of the major
changes was to base retirement on age insteadrkingog/ears. Under the new
regulation, women will acquire the right to retiremh pension at age 58 and men at
60. For those subject to the insurance system fwrithris law, a gradual transition
was proposed. Another change was to relate penaies to contributions made by
members. In addition, the pension rates have betxed to the CB. The lower
limit of earnings for insurance premiums has beelexed to increases in the CPI
and GDP growth. The upper limit of earnings is $¢hiee times the lower limit in
2001, four times between 2002-2004, and five tifme® 2005 on. The rates and
deferral penalties for Bag-Kur premiums have alserbincreased. To prevent
unrecorded employment, employers are compelledftorn SIO about new
workers before they start work. For the same pupesiployees are required to
inform SIO about their new work places. Furthermdine authority to investigate
social security matters has been expanded to a loaiagory of public officers. To
cut health expenditures, the members of the seem@lrity system will be
compelled to undertake a portion of the expensasgiad for services that they
were not previously charged for. Another restricti® that members must have
made contributions for certain length of time id@rto benefit from health
services.

One of the most important innovations is the un@ymlent insurance system and
the establishment of the "Unemployment InsuranaedFurhis Fund will be
administered by the Employment Agency Bureau fork##is and Employers and
unemployment insurance contributions will be cdkelcby SIO. The Law sets the
rate of the premium at 7 percent of the gross wagaspercent of which will be
collected from members and three percent from eyapso The government will
make a contribution of two percent of the employgebss wages. Unemployment
benefits are set at half of the net wage fromalséjbb of the unemployed person,
but it cannot exceed the net minimum wage. In oroléenefit from
unemployment allowances, one must have paid presfanat least 600 days.
Moreover, the premiums of the last 120 days musgt lheeen made without
interruption. Unemployment allowances will be givis80 to 300 days depending
on the number of days premium payments were made.

Law No. 4447 also repealed the "Law for EncouragirayR#frs to Save and
Augment Their Savings". The clauses related to ut@yngent insurance and UIF
and removal of savings stoppages will be put iffieceas of 6.1.2000.

The effects of these amendments in the social $gaystem on financial deficits
will be barely felt in the medium term, but in theeg term these deficits may be
totally eliminated. Unemployment insurance is cdaged to be a step forward in
attaining social justice.




(1)This clause will be applied to members of thedi@n Fund at the beginning of the year followihg &pproval of laws making the required
changes in the related laws.

In 1998, the share of the borrowing requiremerihefSEESs in the GNP was
realized as 1.3 percent. In 1999, this ratio iseetgd to increase slightly and
realize at 1.4 percent. Accordingly, the greatest pf the borrowing requirement
of the SEEs resulted from the operational SEEs, ¢Xoethose included in the
privatization program. The main reason for the iaseein the borrowing
requirement of the operational SEEs was the agri@lltwpport that was carried
out by SEEs in 1999, as had been the case in 19@8&Hhdre in the GNP of the
borrowing requirement of the SEEs subject to priitin is expected to realize at
0.3 percent in 1999. The total revenues from pasibn was TL 57.9 trillion in
1999.

In 1999, the share in the GNP of transfers froncthresolidated budget and the
privatization fund to SEEs was realized as 0.6 péré®hen budget and fund
transfers are included, the borrowing requiremétit® SEEs is 1.4 percent. When
budget and fund transfers are excluded, this res@s to 2 percent of the GNP. The
financing requirement of Funds had a TL 523 trillaeficit in 1999 and the ratio

of this requirement to the GNP is expected to bep@rcent.

The share in the GNP of transfers from the consigadlaudget to finance social
security organizations is expected to rise to 8.B999. Local administrations
include municipalities, the administration of pnosgs, the administration of water
and sewer systems and lller Bank. The financingcdeff local administrations is
expected to decrease slightly and realize at O@epeof the GNP.

EFFECTS OF THE MARMARA EARTHQUAKE ON PUBLIC FINANCE
AND SUPPLEMENTARY TAX ARRANGEMENTS

The Marmara earthquake affected public finance disasé¢he entire economy.
Since Kocaeli, Sakarya and Yalova, which sufferaasaerably from the
earthquake, have a contribution of 16 percentt@tdlections, tax revenues are
influenced negatively due to a decrease in orrttexriuption of production and due
to deferrals and remissions of tax obligationsaddition, aid for relief of damages,
temporary and permanent settlement constructiod®gpenditures to improve the
destroyed economic and social infrastructure caassstious burden on public
finance in 1999 and this burden will continue ia toming years. The fiscal
burden of the earthquake is expected to be 0.&peof the GNP in 1999 and 1.5
percent in 2000.



In 1999, the Parliament permitted the governmenstwan additional
appropriation of TL 500 trillion to cover the expetodes arising from the
earthquake. International institutions and othemt¢oes also provided grants and
credit for earthquake expenditures.

On November 26, 1999, Law No. 4481, which aims 1p hever the losses due to
the August 17 and November 12 earthquakes and guppahree-year
stabilization program is legislated. This law imlneed the following obligations:

1. Supplementary income and corporate income tasoegayers will pay an
additional tax of 5 percent based on 1998 assedsnirs surtax applies to
ordinary and lump-sum taxpayers as well as to wesgaers with a yearly taxable
earning above TL 12 billion.

2. Supplementary real estate tax: taxpayers willggaamount equal to their 1999
real estate tax liabilities.

3. Supplementary motor vehicle tax: all motor vidsdiable to this tax are subject
to this surtax based on 1999 assessments.

4. Special communications tax: this tax imposethenGSM operators the liability
of making additional collections of 25 percent freach operation (establishment,
transfer and communication) they undertake dutwegyear 2000.

5. Special transactions tax: all transactions apkeps enumerated in Law No. 4306
are liable to an extra imposition equal to the dsad contribution made to support
education.

6. Interest tax: provision 16 of the law establshdax on domestic borrowing
securities (excluding special arrangement governimemnds and bonds on foreign
currencies) issued before December 1, 1999 appdicdter January 1, 2000.
Stoppage rates for different securities are asvid|

o From interest payable on discounted bonds and Biliercent on
securities with a maturity shorter than 91 dayse&ent on securities
with a maturity of 92 to 183 days, 14 percent aruséies with a
maturity longer than 183 days.

o 4 percent from interest payable on three-yearifigahterest bonds.
19 percent from interest payable on two-year fixedrest bonds.

7. The law legislated stoppages, the rates of wiitttbe determined later, from
the revenues of RTUB, CMB, ISEM and Competition Auity applicable during
the 2000 fiscal year.

8. The upper limit of the fuel consumption tax' wasreased from 300 to 500
percent.



Taxpayers in earthquake regions (Kocaeli, Sakargfgwa, Bolu) are exempted
from the taxes described in the first five items.

In addition to these measures, other revenue gpsdeps have been taken. These
include the fee paid by those who want a shortemétary service, a 2 percentage
point rise in stoppages from interest on depositsrapurchasement agreements, a
5 percentage point rise in stoppages from realeestaomes and professional
earnings, a 25 percent limit on adjustments innmedax brackets and special
deductions, a 2 point increase in the VAT rate a8 percent increase in charges
and fees. These measures, taken after the eartsjaiatesupporting the
stabilization program, are expected to yield al t@aenue of 5 percent of the GNP.

[1.2.2. Agricultural Support

In 1999, with the exception of cereals, sugar baatstobacco, agricultural
products were not subject to state support purshd$es products purchased by the
Union of Agricultural Sale Cooperatives were exelddrom support purchases

and their financial requirement was financed frow& Support and Price
Stabilization Fund. It is expected that the paymémat are made for support
purchases, which increased about 126 percent i, 188 increase by 12.3

percent and reach TL 1.4 quadrillion in 1999 (Tah2.8). The share in the GNP

of the payments that are made for support purcldsaeased from 2.4 percent in
1998 to 1.7 percent in 1999.

Generally, agricultural support prices were incegiggarallel to the target inflation
rate in 1998 and 1999 (Table 11.2.9). Agriculturapport prices, which increased
by 53.3 percent in 1998, are estimated to incrbggE’ .4 percent in 1999. In 1998,
because of the global crisis, world prices decrbaagidly, production increased
due to good weather conditions and high financogisclimited entry of the private
sector into markets. This leads to an increasgiicatural purchases by public
sector. As a result, the negative effect of thecafiural support policy on public
finance increases. In 1999, due to the declingjiitaltural production, purchases
of wheat, barley, cotton, sugar beats, and hazdmupped significantly.

TABLE 11.2.8



FINANCING OF AGRICULTURAL SUPPORT FROM THE BUDGET

(TL billion)

1996 1997 1998 1999
Duty Loss 3,150 421 8,535 92,135
T. Sugar Factories 2,150 421 8,535 80,000
SPO 1,000 0 0 0
Cay-kur 0 0 0 12,135
Capital Transfer 2,500 27,830 22,656 39,000
T.Sugar Factories 1,700 20,830 22,656 20,000
Gay-kur 800 7,000 0 19,000
Borrowing Bonds 19,936 19,936 16,736 0
Gay-kur 19,936 19,936 16,736 0
SPSF Credfit/ 42,218 111,888 238,568 388,400
UASC 34,218 93,888 151,068 242,900
T. Sugar Factories 0 18,000 87,500 92,000
SPO 6,000 0 0 50,000
Cay-kur 2,000 0 0 3,500
I. Final Total 67,804 160,075 286,495 519,535
Il. Purchase Prices 191,277 566,875 1,280,571 1,437,930
1. (1111) (%) 355 28.2 224 36.1

Source : State Planning Organization, Undersecaétzrthe Treasury.

(1) This figure is the sum of the budget approjoiet and allowances from credit returns.

The borrowing requirement of the Soil Products @ff{iEPO), Turkish Sugar
Factories (TSF), and TEKEL, which was TL 360 trillionlia97, increased by

142.6 percent, reaching TL 873 trillion in 1998 do¢hte increase in purchases and
inventories. Due to the decrease in purchasesthease in the borrowing
requirement slowed down and realized at TL 1.1 qliedrin 1999. The share of
the borrowing requirement of these three orgaronatin the GNP in 1998 was 1.6
percent. This ratio is expected to decrease tpdrdent in 1999 (Table 11.2.10).

TABLE 11.2.9

DEVELOPMENTS IN AGRICULTURAL SUPPORT PRICES



(Average Purchase Prices TL/KQ)

Product§’ 1991 1992 1993 1994 1995 1996 1997 1998 1999%

Wheat 754 1,156 1,843 3,532 7,433 22,093 35,141 53,564 82,320
Barley 628 988 1,615 2,729 5,423 15,115 25,448 39,112 59,159
Rye 601 923 1,517 2,754 5,414 13,460 26,796 41227 57,788
Corn 737 1,185 1,600 2,974 6,769 16,862 29,502 45517 69,616
Oats 588 924 1,185 2,744 - 14,094 26,986 42,053 58,181
Cotton® 3,561 6,029 9,096 25,427 40,440 68,142 138,916 180,458 233,091
Tobacco 10,870 25,715 32,615 53,093 100,963 188,173 385,621  672,0481,099,715
Sugar Beats 218 356 556 1,032 2,750 4,775 12,128 17,709 29,700
Poppy 3,001 4,700 9,000 18,683 24,485 73,718 157,739 295,643 450,000
Hazel-nuts 5,639 9,673 19,719 56,284 81,800 206,248 531,435  772,1341,043,614

Source : State Planning Organization.
(1) Only these products have been supported si9@4. 1
(2) Estimate.

(3) Excluding premiums of the Support and Pricéiization Fund.

TABLE 11.2.10

FINANCIAL INDICATORS OF SPO, TSF AND TEKEL

(Percent)

1997 1998 1999"
SEEs share in PSBR 7.4 14.2 7.6
Borrowing Requirement of SPO, TSF and TEKEL / Bairgy Requirement of 117.5 126.4 126.6
Operational SEEs
The share of SPO, TSF and TEKEL in PSBR 16.0 17.9 9.5
As a share of the GNP
Borrowing Requirement of SEEs / GNP 0.6 1.3 1.1
Borrowing Requirement of SPO, TSF and TEKEL / GNP 1.2 1.6 1.4
Budget Transfers to SPO, TSF and TEKEL / GNP 0.07 0.06 0.11

1. GNP of 1999 is estimate.

While there were no budget transfers to SPO and TEK&ins of TL 100 trillion
and TL 31 trillion were transferred to TSF and Cay-Kaspectively. The sum of
TL 388 trillion was transferred to The Union of Agritural Sale Cooperatives and



SEEs that are responsible for agricultural suppatimases from The Support and
Price Stabilization Fund. It is estimated that TL &1l8on was transferred from
the budget for subvention of agricultural inputs.

[1.2.3. Domestic Borrowing

The total stock of domestic debt increased nomirall®7.4 percent with respect
to 1998, amounting to TL 22.9 quadrillion in 1999 slexpected to have risen to
27.6 percent of the GNP in 1999, increasing bypgrecentage points.

Investigating the outstanding debt stock - exclgaiansolidated debts - and the
related interest payments, one observes that flygses totaled TL 46.5

guadrillion in 1999, up from TL 15.9 quadrillion i®98. The nominal increase of
192.7 percent in the sum of outstanding debt aladleet interest payments is the
result of the upward movement of interest ratestduke Russian crisis in July and
of the employment of short-term borrowing instrutsan 1998.

In 1999, the share of cash bills and bonds indlte domestic debt increased by
6.2 points to 88.1 percent, while the non-cash debteased from 18.1 percent to
11.9 over the same period. The dollar value ottdsh debt as of the end of 1999 is
$US 38.4 billion, which had been $US 30.4 billiartkee end of the previous year.

The share of cash bills in the domestic debt statiich is 14.1 percent in 1999,
decreased by 34.9 points compared to the end offigese of 1998. The share of
bonds in the domestic debt stock, on the other hanteased during the same
period from 32.9 to 74.0 percent (Table 11.2.11).

In late 1998, the Treasury extended both the ntgtafiborrowing and the days to
maturity by issuing quarterly coupons with a mayuof 2 years. In order for this
borrowing strategy to be attractive, some tax athges were established in favor
of the securities with a maturity longer than oeary The Undersecretariat of the
Treasury extensively employed quarterly coupons fistid and floating interest
rates. One method for enhancing the attractiveoietbese securities was to
increase their liquidity, so the Treasury issuaséhinstruments with shortened
maturities for the sake of deepening the seconaanket.



TABLE 11.2.11

MATURITY COMPOSITION OF OUTSTANDING BONDS AND BILLS

SALES IN CASH

BONDS

On Account

1 year

Irregular maturity (1 year-2 years)

2 years

Irregular maturity (2 years-3 years)

3 years

4 years

5 years

BILLS

3 months

Irregular maturity (3 months-6 months)
6 months

Irregular maturity (6 months-9 months)
9 months

Irregular maturity (9 months-1 year)
NON-CASH SALES

TOTAL

Source: Undersecretariat of the Treasury.

(1) The stock of bonds and bills does not includehange rate differences and short term advances.

(TL billion)
1998
AMOUNT % in
total
9,511,785 81.9
3,815,843 32.9
130,314 11
2,447,350 211
95,742 0.8
996,770 8.6
0 -
145,447 1.3
0 -
220 0.0
5,695,942 49.0
0 -
599,154 5.2
1,642,600 141
1,113,665 9.6
1,711,250 14.7
629,273 5.4
2,101,100 18.1
11,612,885 100.0

Days to
Maturity
(in months)

4.6

5.9

0.0

55

135

6.4

9.7

15.4
3.7

15
24
5.6
24
9.3
53.6
134

AMOUNT

20,197,511
16,960,758

0

589,537
10,614,780
2,044,517
1,950,226
1,350,648

0

220
3,236,753
740,000

0
1,320,357
1,176,397

0

0
2,772,634
22,920,146

1999

% in
total

88.1
74.0

2.6
46.3
8.5

5.9
0.0
14.1
3.2
5.8

5.1

11.9
100.0

In 1999, as in 1998, the Treasury kept on announoiogthly domestic-
borrowing-auction programs and quarterly cash @ogr These announcements
influenced the markets positively by reducing uteiaties. The Treasury generally
remained within its announced limits, in both amsuand terms. The Treasury
held no auctions in December, 1999.

Days to
Maturity
(in months)
11.7
13.6

6.9
6.7
18.7
31.6
31.6

3.3
1.7
12

15

2.2

50.2
16.3

The escape of foreign capital following the Russiasis, the displeasure in the
markets after the legislation of the tax reform aad the political uncertainty due
to elections caused the auction-interest rateshigigwith amounts sold to rise in
the second half of 1998, and this upward trendicoad until the end of the year.
However, the interest rates on domestic borroweggn to decline at the
beginning of 1999. This downward trend was the dostdbresult of several factors
such as economic recession, positive long-termaapens and a stabilized



political climate. Interest rates of 145.2 perderiDecember 1998 fell to 93.3
percent in November 1999 (Table: 11.2.12).

TABLE 11.2.12

TREASURY AUCTIONS IN 1999

Maturity
Interest Rate

Total (Compound (Weighted with

Net Sales Redemptions Weighted the Volume of

(TL trillion) (TL trillion) Average) Transactions)
January 1,996.0 1,920.6 128.0 395
February 1,836.0 1,710.0 125.2 346
March 1,656.2 1,613.8 103.4 370
April 2,409.5 2,199.8 99.6 359
May 1,870.2 2,184.6 97.6 358
June 2,422.7 2,500.9 109.7 345
July 2,663.0 2,541.9 94.1 473
August 1,356.3 1,589.4 97.0 697
September 1,645.1 1,981.2 98.7 676
October 2,458.8 2,460.8 100.6 641
November 2,280.2 2,295.1 93.3 693

December - 437.4

Source: Undersecretariat of the Treasury, CenakB

The Treasury began to issue fixed-interest, qugrtenipons with a maturity of
two years. This strategy aimed to help extend theeimtyaof debt and increase the
ability to rollover the domestic debt. As of July,2999 floating-interest, quarterly
coupons were issued. The purpose of these new sesuvas to extend the
maturity of borrowing and to benefit from possilieclines in interest rates over
the course of their term. As a result, this insteatrhas been widely used since
July.

As the Treasury employed securities with longer migtin domestic borrowing,
the weighted average maturity of domestic borrowiiagauctions was extended
from month to month to 16,0 months about the entb80, having been 7.8

months at the end of 1998. Consequently, the nuwidays of the outstanding



domestic debt until maturity rose from 4.6 to 1h@nths over the same period.
The Treasury employed sales to the public, TAP arettsale methods in
domestic borrowing as well as auctions (Table IB2.1

In addition to sales to public and direct sales, Theasury issued securities
amounting to TL 36.4 quadrillion, of which TL 35.1 gin#lion are sold via
auctions and the remaining with other methods9®91 While 25.4 percent of total
issuances comprises bills, the remaining 74.6 péare bonds.

TABLE 11.2.13

SALES OF SECURITIES VIA SALES TO PUBLIC AND DIRECT SALES
METHODS IN 1999®

Due Date Sales to Public Direct Sales
Amount sold Interest Rate Amount sold Interest Rate

06.23. 1999 TL79.1 3594%

08.18. 1999 TL77.0 42.5%%

01.05. 2000 US$ 146.5 3%%

02.01. 2000 US$ 66.2 399

07.14. 2000 TL4.0 WPI 20%?

07.14. 2000 USD 374.4 399

08.25. 2000 US$ 120.0 399

09.07. 2000 USD 652.5 399

09.24. 2000 US$ 575.5 6.259%6°

12.20. 2001 US$ 138.4 5.259%%

Source: Undersecretariat of the Treasury.
(1) The amounts in TL are in TL trillion, the amdsim US$ are in $ million.
(2) Seasonal interest rates.

(3) Coupon rates.

The Treasury generally realized its announced progii@nd targeted amounts of
sales were reached. Furthermore, the employmdixeaf-coupon and floating-
interest bonds in 1999 supported extended matsirifieese risk-free instruments
also helped in the establishment of a secure ainmafinancial markets. The
interest rates realized in auctions remained dt l&gels, yet they kept on a
downward trend throughout the whole year.

TABLE 11.2.14



COMPARISONS OF CASH DEBT STOCK WITH SOME ECONOMIC AND
MONETARY AGGREGATES (Percent)

1995 1996 1997 1998  1999Y
Principal / GNP 14.6 18.5 17.2 19.1 26.1
Principal /M2 90.0 99.2 89.3 95.9 96.1
Principal /M2Y 435 50.5 47.4 50.6 54.1
Principal / Liabilities in TL® 64.5 715 57.3 46.4 54.6
Principal /Total Liabilitie$? 30.3 34.1 28.7 278 343
(Principal +Interest§)/ GNP 23.7 32.8 35.7 29.7 56.0
(Principal +Interestsf/M2 146.6 175.6 185.3 149.1  205.9
(Principal +Interestsf/mM2Y 70.9 89.4 98.3 78.7 116.0
(Principal +Interestsf” Liabilities in TL? 105.0 126.5 118.8 721 117.¥
(Principal +Interestsf/Total Liabilities*® 49.8 60.3 59.5 432  738%

Sources: Undersecretariat of the Treasury, CeBarak.

(1) GNP of 1999 is estimate.

(2) TL and total liabilities are the liabilities deposit banks excluding shareholders' equities.
(3) Calculated using liabilities at the end of Qxetn

(4) This figure is the sum of outstanding debt eeldted interest payments to be accrued in follgwiariods.

The share in the GNP of the outstanding bonds dlsdsbock in cash, an indicator
of the domestic debt stock relative to the econawse by 7 points, from 1998 to
1999, amounting to 26.1 percent. The share in thB GiNhe sum of the principal
and related interest payments, an indicator obtirden of the debt service, rose by
26.3 percent, amounting to 56.0 percent in the gaamed (Table 11.2.14). The
ratios representing the pressure of domestic bangan internal markets, such as
debt stock or principal plus intersts to monetaggragates, also exhibited an
increase in 1999. This increase in the financiasguee was due to increasing
interest payments.

The tax law brought into effect on November 26, 1B@&duced a new levy on
the interests gained from domestic borrowing imatats issued before December
1, 1999. The law brought different impositions affiedent securities and it is
expected to yield a considerable amount of taxmegen 2000.



I1.3. THE BALANCE OF PAYMENTS AND EXTERNAL DEBT
[1.3.1. Balance of Payment

After the 1994 crisis, parallel to increased prvebnsumption and investment,
Turkish economy experienced high GNP growth ratekerl995-97 period.
However, this trend ceased to continue after tis¢ duarter of 1998. By the
beginning of the second quarter of 1998, as a cuesee of contractionary fiscal
and income policies to correct the worsening ofligdfmance and chronic high
inflation, private consumption contracted. In amhi the Asian crisis in 1997 and
the Russian crisis in August 1998 created a caimram foreign demand.
Furthermore, real interest rates rose sharply #feerapid capital outflow
following the Russian crisis. Economic contractiaoederated in 1999 and the
earthquakes in August and November contributetisodeclining trend. As a
result of restrained capital inflows, the publictee put pressure on the domestic
financial market and private investments almosteda

In an environment of declining domestic and foredgmand in 1999, decrease in
imports was greater than the decrease in expe#dirlg to a foreign trade deficit
of US $9 billion which was 30.2 percent below tlevious year’s figure. Despite
the considerable declines in invisible items anckguitted transfers in 1999, the
current account deficit was US $0.5 billion as suteof the relatively low foreign
trade deficit. In the same period, US $6.7 billamet capital inflow and US $4.7
billion of official reserve increase were realiz@@ble 11.3.1).

TABLE 11.3.1

BALANCE OF PAYMENTS

(US$ million)

1997 1998 1998Y 1999Y
Current Account Balance -2.638 1.871 1.777 -507
Foreign Trade Balance -15.358 -14.332 -12.913 -9.007
Shuttle Trade 5.849 3.689 3.518 2.023
Invisible ltems 7.854 10.476 9.553 3.741
Travel Income 7.002 7.177 6.938 4.977
Other Private Offical Income 7.723 10.520 9.314 6.525

Unrequitted Transfers 4.866 5.727 5.137 4.759



Capital Account(Excluding Reserves) 8.737 773 905 6.700
Net Errors and Omissions -2.755 -2.197 -1.871 -1.464

Offical Reserves (Change) -3.344 -447 -811 -4.729

Source: Central Bank.

(1) January-November.

[1.3.1.A. The Current Account

Imports declined considerably after the Russiasisand especially after
September 1998. Contraction in imports continuethéremaining quarter of 1998
and in the first 8 months of 1999. In spite of tektive improvement of imports
starting in September 1999 and continuing in Oatalmel November, imports
declined by 14.6 percent in the first 11 month§@89. The decrease in private
consumption and investment, which started in tlverse half of 1998, continued in
the first 3 quarters of 1999. In addition, the Gdtidtracted in the same period.
Furthermore, import prices fell by 7.1 percentia §anuary-October period of
1999. These developments are considered to bedjwe oauses of the declining
imports.

In line with the diminished consumption demand,stonption goods imports
continued to decline in the first 11 months of 198®rmediate and capital goods
imports, which constitute 66.1 and 20.8 percenheftotal imports respectively,
contracted drastically due to reduced industrialpction and investment activity
(Table 11.3.2). Crude oil imports, on the other handreased by 22.2 percent in
the first 11 months of 1999 reflecting the higrerat increase in international oil
prices.

TABLE 11.3.2
DISTRIBUTION OF IMPORTS AND EXPORTS ACCORDING TO MAIN
PRODUCT GROUPS
(US$ million)
1998Y % Share 1999Y % Share % Change
Total Imports (CIF) 42,051 100.0 35,893 100.0 -14.6
Capital Goods 9,576 22.8 7,483 20.8 -21.9

Intermediate Goods 27,284 64.9 23,733 66.1 -13.0



Consumption Goods 4,850 11.5 4,405 12.3 -9.2

Other 341 0.8 272 0.8 -20.3
Total Exports 24,735 100.0 23,704 100.0 -4.2
Agriculture and Forestry 2,435 9.8 2,151 9.1 -11.7
Fishing 16 0.1 35 0.1 116.1
Mining and Quarrying 334 1.3 331 14 -0.8
Manufacturing 21,932 88.7 21,173 89.3 -3.5
Other 18 0.1 14 0.1 -25.3

Source: State Institute of Statistics.

1. January-November.

TABLE 11.3.3

REAL EFFECTIVE EXCHANGE RATE INDEX®

(1987=100) (1990=100)

1987 97.8 118.2
1988 105.6 127.4
1989 86.8 104.6
1990 80.4 97.1
1991 86.9 105.1
1992 89.4 108.0
1993 90.9 109.7
1994 103.1 1245
1995 100.9 122.0
1996 99.8 120.5
1997 93.6 112.9
1998 | 94.2 113.6
[ 96.7 116.6
Il 94.1 113.5

v 95.3 115.0



19991 97.7 117.7

I 98.4 118.5
me 95.3 114.8
v®@ 93.2 112.2

Source: Central Bank, State Institute of Statistit®ernational Financial Statistics.

(1) The figures are end-of-period. Calculationskased on the monthly average figures for the @eBaink’s buying rates for US dollars and
German marks, and wholesale prices in Turkey arfidréign countries. The weights in the calculatdhe index are 1 for the US dollar and 1.5 for
the German mark. The decline in the index valuéatds the real appreciation of the Turkish liraiast related currencies.

(2) US and German inflation forecasts are usethfothird and fourth quarters.

Exports declined by 4.2 percent in the January-Ndermperiod of 1999.
Manufacturing sector exports, constituting almdsp@rcent of total exports,
contracted by 3.5 percent in this period. Redustiartextile and iron and steel
exports continued in the first 11 months of 1998wdver, exports of motor
vehicles, their parts and divisions continued thegh growth rates and increased
by 76.4 percent in the same period. Exports weveradly affected by the lack of
foreign demand in this period. Furthermore, regrapiation in the second half of
1999 and the decline in the export prices, esgdgdratextiles and the iron and
steel sector, were important factors behind thegontraction (Table 11.3.3).

Trade with the European Union constitutes almodtdfahe foreign trade volume.
While exports to the European Union increased Byp@&rcent, imports from the
European Union decreased by 13.9 percent in thelfirmonths of 1999. In the
same period, exports to Asian countries expandel bpercent (Table 11.3.4).

There was a considerable reduction in exports #HfeeRussian crisis in September
1998. This trend continued in the rest of 1998 iarttie first 11 months of 1999. In
the January-November period of 1999, exports tdringsian Federation fell by
59.8 percent compared to the same period of thaqueyear. After the collapse
of the Soviet Union, shuttle trade gained momenmadually increased its share
in exports income and became one of the main suhsibf export revenues.
However, in line with the recorded trade with thesBian Federation, shuttle trade
declined by 42.5 percent in the January-Novembeog®f 1999.

The travel account, an important item of invisildganues, was US $5 billion in
the January-November period of 1999, which was B8r8ent below the same
period of 1998. The considerable decline in the remalb tourists coming to
Turkey in 1999 supports the decline in the traveéneies. The adverse external
political environment and the earthquake in Augsbt accounted for the decline
in travel revenues. Other revenues, including otineate and official services,
declined by 29.9 percent in the first 11 month§@99 due to the measurement
change of other private and official revenues.



While invisible item revenues were declining, exgieures declined as well and led
to a surplus of the other goods and services atcbiowever, the surplus in the
other goods and services account declined from & lillion in the January-
November period of 1998 to US $3.7 billion in tlzene period of 1999.
Furthermore, income from unrequitted transfers remtéd to US $4.8 billion in the
first 11 months of 1999 due to diminished workegghittances. The current
account deficit was limited as a consequence oflfudine in the foreign
tradedeficit.

DETERMINANTS OF IMPORTS AND EXPORTS IN TURKEY

Real import demand is explained by real incomeraatlexchange rate in
conventional approaches. When real income increas#sr the real exchange rate
appreciates in real terms, import demand riseadthtion, international reserves
have an explanatory power on imports because tteegamsidered as a source of
import finance. Furthermore, export growth can akplmports in countries where
the majority of imports consists of intermediatedgurcts. The main reason behind
this view is that such intermediate goods are asadputs in exportable goods
sectors.

Real exports can be analysed in two ways: exp@glgwand export demand, both
of which are affected by real exchange rate movésn®hile the former is
explained by real domestic income, real foreigmme explains the latter. Real
appreciation of the currency diminishes exports. gitosvth of foreign income
increases the demand for exports of the countrgiuoohsideration. In addition,
growth in domestic income increases the supplypbdable goods due to an
increase in production. Domestic demand will inseeas well and a portion of
these exportables may be directed towards the danmearket. Therefore, the
direction of real exchange rates is particularlpamant in the market choise of the
exporters. In addition, imports of intermediate goare considered to have
explanatory power on exports, especially in costvibose industrial production
depends to a great extent on imports of intermediat/or capital goods.

In the export demand and supply models of the @eBtink of the Republic of
Turkey (CBRT), real export is estimated as a funatibreal income (simple sum

of incomes of G7 countries for export demand arttbnal income for export
supply) and real exchange rate. For both estimgtiocome and the exchange rate
elasticity of exports are found to be below 1. mecelasticity of real export
demand is found to be less than the exchange |estiécéty in both long and short
term analyses. Accordingly, growth of export demdagdends relatively more on
the real depreciation of the Turkish lira. Incomaséctity of real export supply is



less than the exchange rate elasticity in the sbort analysis. Hence, results of
the short term analyses show that Turkey’s expamahd and supply are
determined by real exchange rate movements toad gxéent. In contrast, real
growth of national income is the main determindre>gort supply in the long
term. However, the export supply of Turkey haslatineely elastic structure.
Exports have expanded to North African markets asfpweafter exports to the
Commonweath of Independent States contracted amasily following the
Russian crisis in August 1998.

National income and export growth, reserves, ildfatind the nominal exchange
rate basket are used as the explanatory variabtee anport demand. In the
model, the real exchange rate is divided into nairexchange rate and inflation.
Growth of national income has an augmenting efi@cdimport demand. Income
elasticity of import demand is found to be veryseldo 1 in the short run analysis.
National income is the major determinant of immland as well. In addition,
nominal exchange rate movement is the second nedémrdinant of the import
demand in the short run, after national income. Maihdepreciation has a
reducing effect on imports. In the long run, batfiation and growth of reserves
lead to import growth whereas they lose their sigance on imports in the short
run.

SourceSahinbeyglu, G. and Ulgan, B., 1999 "An Empirical Examination of the Sturel Stability of Export Function: The Case of Key",
CBRT Discussion Paper No:9907.

Kotan, Z. and Saygili, M., 1999 "Estimating an Intgeunction for Turkey", CBRT Discussion Paper 9609.

TABLE 11.3.4
DISTRIBUTION OF IMPORTS AND EXPORTS ACCORDING TO COUNTRY
GROUPS
(US$ million)
1996 % Share 19992 % Share % Change
Total Imports 42,051 100.0 35,893 100.0 -14.6
OECD Countries 30,530 72.6 25,048 69.8 -18.0
(EU Countries) (21,912) (52.1) (18,875) (52.6) (-13.9)
European and CI8 Countries 4,294 10.2 4,096 11.4 -4.6
African Countries 1,629 3.9 1,470 4.1 -9.8

American Countries 683 1.6 458 1.3 -32.9



Middle Eastern Countries 1,802 4.3 1,714 4.8 -4.9

Other Asian Countries 2,429 5.8 2,122 5.9 -12.7
Other Countries 294 0.7 569 16 93.5
Total Exports 24,735 100.0 23,704 100.0 -4.2
OECD Countries 15,578 63.0 16,129 68.0 35
(EU Countries) (12,356) (50.0) (12,756) (53.8) (3.2)
European and CI8 Countries 3,715 15.0 2,396 10.1 -35.5
African Countries 1,606 6.5 1,519 6.4 5.4
American Countries 214 0.9 225 1.0 5.5
Middle Eastern Countries 2,005 8.1 1,963 8.3 -2.1
Other Asian Countries 578 2.3 629 2.7 9.1
Other Countries 288 1.2 185 0.8 -35.9

Source: State Institute of Statistics.

1. Commonwealth of Independent States.

2. January-November.

ALTERNATIVE REAL EXCHANGE RATE INDICATORS

The real exchange rate is computed by taking intsideration the inflation
differences between countries. It is an importamcept because it is an indicator
of a country’s foreign trade competitiveness. lal exchange rate computations,
various domestic and foreign inflation definiticar® used in addition to nominal
foreign exchange rates. Regarding the foreigntinfieand exchange rate, either a
single country or a group of countries with relativeights can be chosen. The
countries can be weighted according to their stmaf@reign trade of the domestic
country or the share of their currencies in thenpayts of that country. Five
different real exchange rate indices are compuyettid Central Bank of the
Republic of Turkey. A basket of currencies compaosietl US dollar and 1.5
German marks is used as the nominal exchangeP@ate manufacturing sector
prices, wholesale prices (WPI) and consumer pIC€3) are used as domestic
inflation. The wholesale and consumer prices of &yiktwo major trading
partners, the US and Germany, are used as th@iiardlation, after the money in
the currency basket is weighted according to tlaeeshof each unit.
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In the figure above, the decreasing index shoesehl appreciation of the
Turkish lira against the corresponding basket ofenwies. Accordingly, the real
exchange rate indices calculated by unit labour @agh foreign consumer prices)
and private manufacturing sector prices show repfetiation in the Turkish lira,
compared to the end of 1987. However, the Turkishhas appreciated in real
terms according to the indices calculated by wtnblr cost (with foreign
wholesale prices), CPI and WPI as compared tortdeo&1987.

[1.3.1.B. Capital Account

After the Russian crisis in August 1998, investiested to withdraw capital from
all emerging markets. As a consequence, Turkeyresqpeed US$6.8 billion of
capital outflow in the second half of 1998. Howee&pital inflows started again at
the beginning of 1999. Hence,in the January-Novembegod of 1999, a capital
inflow of US $6.7 billion was realized mainly froportfolio investment and short
term capital inflows.

In this period, portfolio investment increased nhattue to the bond issues of the
general government. In the first 11 months of 1%@Mds with a total value of US
$2.1 billion were issued by the general governnagit banks (Table 11.3.5).

TABLE 11.3.5
CAPITAL ACCOUNT

(US$ million)



1997 1998 1999"

Capital Account 8,737 905 6,700
Direct Investment 554 442 30
Portfolio Investment 1,634 -6,104 2,453
Securities -710 -1,125 -496
Bond Issues 1,774 -276 2,108
Long Term Capital Movements 4,788 3,661 -93
Drawings 9,905 10,372 9,326
General Government 1,062 1,016 763
Banks 2,478 2,692 2,033
Other Sectors 6,365 6,664 6,530
Repayments -6,095 -7,318 -9,279
General Government -2,518 -2,503 -2,619
Banks -818 -2,146 -2,023
Other Sectors -2,757 -2,666 -4,633
Short Term Capital Movements 1,761 2,906 4,310
Assets -1,750 -567 -1,072
Liabilities 3,511 3,473 5,382
Trade Credits 2,084 1,239 3,578
Deposits with CBRT (Net) 49 -74 -96
Other FX Deposit Accounts (Net) -152 1,553 57

Source: Central Bank.

1. January-November.

In the first 11 months of 1999, there was a sharhtcapital inflow of US $4.3
billion. In this period, deposits decreased cormsidly. While the deposits with
CBRT kept its position, other foreign exchange dexounts, including the
deposits of banks and indivicuals, declined from$1% billion in the first 11
months of 1998 to US $0.1 billion in the same pnd1999. In addition, there
was a considerable increase in the trade credither sectors during the same
period (Table 11.3.5).

Following the abolishment of the resource utiliaatfund at the beginning of 1999,
the advantage of using long term credit dissape&ecbrdingly, the composition
of foreign credit shifted from medium and long tershort term.The general
government was a net long term debt repayer idaheary-November period of



1999 whereas banks and other sectors, including st@nomic enterpirses,
maintained their net long term debt withdrawingipos in the same period.
However, their net credit withdrawal fell from U8.% billion in the first 11
months of 1998 to US $2 billion in the same pendd999 (Table 11.3.5).

[1.3.2. External Debts

The new external debt stock series has been publishthe Undersecretariat of
the Treasury since 1998. The new series cover thedpafter 1996. The external
debt stock was at the level of US $104.4 billiontty end of September 1999.
When compared to the end of 1998, short-term debtsased by 10.9 percent
while medium and long-term debts decreased by &@ept. The share of short-
term debts in the total increased from 26.2 pertme88.9 percent (Figure 11.3.1).

FIGURE 11.3.1

EXTERNAL DEBT STOCK AND DIVISION BY MATURITY COMPONENTS
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The entry of the Euro as a currency of account abéggnning of 1999 and the
changes in cross rates had a significant impath®uaevelopment of external debt
stock. The currency composition of #adernal debt stock differs between short
and medium-long term. The majority of US dollar deimtated debts consist of the
short-term debt stock while the Euro denominatedsdate predominantly medium
and long-term. By the end of September 1999, tipeedtgation of the US dollar
against the Euro by 9.4 percent had a diminishifegeon the US dollar value of
the external debt stock. Cross rate changes im fihgign currencies except
Japanese yen had similar decreasing impact on$haédllar value of the external
debt stock. Based on the currency compositions,itifiuence is more significant
in medium and long-term debt stock. By the endeggt@€mber 1999, it is calculated
that the changes in cross rates had a diminishipgct of US $1.2 billion on the
US dollar value of the external debt stock. By éliating the cross rate effect, the



real change in the external debt stock realizeghdacrease of US $1.7 billion
(Figure 11.3.2, Table 11.3.6 and Table 11.3.7).

TABLE 11.3.6

IMPACT OF EXCHANGE RATES ON THE EXTERNAL DEBT STOCK IN

TERMS OF YEAR-END FIGURESY

EXTERNAL DEBT STOCK(3)

End of Year Previous Year's
Exchange Rate

Exchange Rate

19962 84,076
1997 91,262
1998 103,861
1999 1l 104,380

(US$ million)

88,637

95,852

101,441

105,530

Source: Central Bank, Undersecretariat of the Tngas

Exchange Rate

Differential

QY

-4,561

-4,590

2,420

-1,150

Nominal

Movement

(®)

7,186

12,599

519

End of Year
Exchange
Rate

©

11,776
10,179

1,669

1. (A) The difference between the debt stock figurdsidated according to the exchange rate at thegtite specified period and the

previous year's end-of-year exchange rate, (B)diffierence between the debt stock figures of tlevipus year and the specified period,
(C) Nominal movement - exchange rate differential.

2. The real and nominal movement figures for the Y986 are not calculated as the new series haspudsished since 1996.

3. Provisional.

The debt service ratio that is calculated by the @itthe external debt principal
and interest payments to foreign exchange reveinoesased to 36.3 percent,

rising by 10 percentage points as of September,l@#8pared to the end of 1998.

The debt service ratio is an indicator of the repaynhtapacity of the country and
this ratio increased as an expansion of the prahcgpayments and interest
payments as well as the decrease in the exporbtaed service revenuas of
September 1999 (Table 11.3.8).

FIGURE 11.3.2

CURRENCY COMPOSITION OF EXTERNAL DEBT STOCK
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TABLE 11.3.7

IMPACT OF EXCHANGE RATES ON EXTERNAL DEBT STOCK IN
TERMS OF CURRENCY COMPOSITION

(US$ million)
1998 1999 11l
End of Year  Previous End of Period Exchange Nominal Real Movement
Ex-change Year Ex- Exchange Rate  Rate Dif- Movement
E:Q)ange Rate  (C) ferential (E-D=F)
Rate (A) (C-B=D) (C-A=E)
US dollars 51,309 53,984 53,984 0 2,675 2,675
German marks 35,357 34,067 30,700 -3,368 -4,657 -1,290
S. D. Rights 394 232 228 -4 -166 -162
Swiss francs 1,338 1,242 1,120 -122 -218 -96
Pounds sterling 974 940 922 -18 -52 -34
Japanese yen 8,358 7,869 8,477 608 119 -489
French francs 1,491 1,617 1,457 -160 -34 126
Neth. Florins 1,046 973 876 -97 -170 -73
Other (US dollars) 3,595 4,604 6,615 2,011 3,020 1,009
TOTAL 103,861 105,530 104,380 -1,150 519 1,669

Source: Central Bank, Undersecretariat of the Tgas

(1) (A) End of 1998 external debt stock by usin@3 @nd-of-year exchange rates, (B) External delcksdf September 1999 calculated by using
1998 end-of-year exchange rates, (C) External stelok of September 1999 calculated by using Seed®#99 end of period exchange rates, (D)
The difference between the debt stock figures tatled by September 1999 exchange rates and thepseyear's end-of-year exchange rates, (E)
The difference between the debt stock of 1998 hatldf September 1999 (F) Nominal movement - Exgbaate differential.



TABLE 11.3.8

DEBT SERVICE RATIO

(US$ million)

1996 1997 1998 1999 | 1999 II 1999 I
Debt service 11,418 12,418 16,513 3,597 9,479 14,178
-Principal repayments 7,218 7,830 11,690 2,389 6,757 10,189
-Interest payments 4,200 4,588 4,823 1,208 2,722 3,989
Total for. exchange revenues 50,966 58,472 62,590 12,514 25,206 38,770
-Exports? 32,446 32,647 31,220 6,963 13,658 20,591
-Other service 14,628 21,273 25,802 4,343 9,095 14,341
revenues
-Unrequitted 3,892 4,552 5,568 1,208 2,453 3,838
transfers (private)
Debt service ratio 22.40 21.24 26.38 28.74 37.61 36.57

Source: Central Bank, Undersecretariat of the Tngas

(1) Including shuttle trade and transit trade.

11.3.2.A. Medium and Long -Term Debts

Medium and long-term debts, which made up 71.1ewdrof the total debt stock as
of the end of September 1999, include public se@entral Bank and private
sector borrowings when classified according todwars. In the classification
according to lenders, the external debt stocktisgmaized by two broad items as
official creditors and private lenders where thigc@l creditors are detailed into
bilateral lenders and multilateral organizations.

Regarding the classification of borrowers, the twings of the general
government and State Economic Enterprises make ugBtpercent of the medium
and long-term debt stock where the share of prisat¢or borrowing reached 33
percent, with a continually increasing trend. Tharetof Central Bank borrowing
in the total medium and long-term debt stock igp&dcent of which almost all are
Dresdner Bank accounts.

Concerning the classification of lenders, privateders make up 79 percent of the
total medium and long-term external debt stock.Dhesdner
Accountandcommercial bank credit are the main determinangsiwate lending.



As of September 1999, even though these items inaidishing trends based on
the cross rate changes, borrowing by bond issueased by 4 percent. The credit
given by multilateral organizations under offidehding that consists of 20 percent
of the medium and long-term external debt stockehsed by 11.2 percent by the
end of September 1999.

STRUCTURE OF TRAVEL REVENUES IN TURKEY

The "Survey of Foreign Visitors", which has beerriedrout by SIS since 1996,
aims to evaluate the economic dimensions of touastivities. In this recent study,
travel revenues are defined as "revenues that@ed from payments made in
foreign exchange by foreign visitors for consumeods and services". The
number of tourist arrivals, their expenditures #ralservices related to tourism
activities are important in the development of doenestic economy. Turkey
attracts foreign visitors during almost every moattthe year but the maximum
number of arrivals is recorded between July-Octolvéh August being the peak
month.

60 percent of the total number of foreign visitoosne to Turkey for vacation
purposes. More than two thirds of these visitor&ertheir arrangements through
travel agencies and prefer package tours. Foregionrs consume various goods
and services during their stay in Turkey. While53dercent of the total travel
revenues consists of payments to tour organizattbesemaining 68.5 percent
represents personal expenditures. Of the persgpeahditures made by foreign
visitors, 51 percent of the total is comprised afments for hotel and restaurant
services, 12.6 percent covers clothing and shoghpses while payments for gifts
make up 12.4 percent. Moreover, among the goodddteagn visitors purchase in
Turkey to take home with them, clothing represeftg percent whereas food and
other items are 3.6 percent and 63 percent, ragphct

Many reservations made by foreign visitors or madée name of foreign visitors
were cancelled at the beginning of 1999 as a restiie lobby activities of the
European countries against Turkey and the NATO aatidfosovo with the
policies of the European Union to dissuade travéhird countries. The earthquake
which happened in August, the month with the higheeel of tourist arrivals, was
a further negative impact during this period artdrafards. As a result of these
developments, the number of tourists coming from DEGuntries declined
considerably, however the number of tourists confiam the Russian Federation
increased in 1999. Considering the structure ofdhasm sector, these
unfavorable circumstances would be expected to mexgtable repercussions on
related sectors. As half of the foreign visitorsfpr tour organizations, the
cancellation of reservations resulted in a sigaiftccontraction in the revenues of
such companies. In addition, revenues from acconatimd restaurants,



transportation and entertainment services, which@tt for more than half of
travel revenues, contracted considerably. Theretbesyalue added of restaurant
and accommodation services declined by 15.6 pencehé January-September
1999 period as compared to the previous year.

Provided that these unfavorable developments i® t®8ne to an end, an upturn in
the tourism activities is expected for 2000, withigcreasing number of foreign
visitor arrivals and rising travel revenues atlthes| of 1998.

[1.3.2.B. Short -Term Debts

The classification of short-term credit accordindptorowers is categorized as
loans from the Central Bank, commercial banks @hdrcsectors. The Central
Bank's short-term external debt consists mainlipgign exchange deposits with
letters of credit. Short-term borrowing by commaltianks includes foreign
exchange credit, foreign exchange deposits an@sonding accounts. Other
sector debts consist largely of trade credit fioaficing foreign trade.

TABLE 11.3.9
SURPLUS OF GROSS RESERVES OVER SHORT-TERM DEBT STOCK
(STD)V
(US$ million)
1996 1997 1998 1999 Q1 1999 Q2 1999 Q3
Gross FX Reserves-STD 3,108 3,410 1,258 2,322 1,802 1,828
Central Bank 15,289 17,530 18,816 20,600 20,743 22,607
Banks -1,067 -878 -2,386 -3,108 -2,690 -3,416
Othef? -11,114 -13,242 -15,172 -15,170 -16,251 -17,363
Gross Reserves(3)-STD 4,449 4,504 2,263 3,321 2,801 2,827

Source: Central Bank.
(1) (-) indicates a deficit.
(2) Figures indicate external debt as data ondareurrency reserves and the claims of this séxtoot available.

(3) Gross reserves are the sum of gold and foesighange reserves.

Short-term external debts had increased by 10@&pebetween the end of 1998 to
September of 1999. The exclusion of the resournteaiton fund on this term of
borrowing expanded the short-term lending and teduh a shift from medium

and long-term borrowing to a short-term one. Thennsaurce of this expansion is
the increase in other sector credit, which consigtsly of trade credit. Central



Bank short-term credit declined by 17.3 percenievbommercial bank credit
expanded by 8.3 percent in the mentioned period.

The surplus of gross foreign exchange reservessiaet-term external borrowing
is an indicator that gives an idea about the cgisliquidity position and this
discrepancy widened at the end of September 199894 Tia3.9). This expansion
stemmed from the increase in Central Bank foreigimange reserves, which move
parallel with the inflows of capital, and it was raignificant in the first quarter

of 1999. The surplus of the Central Bank foreigoh@nge reserves over short-term
borrowing increased from US $18.8 billion at thel @f 1998 to US $22.6 billion

in September 1999. The short-term borrowing ofcii@mercial banks exceeded
the foreign exchange reserves by US $3.4 billiothieyend of September 1999
andother sector short-term borrowings increasetdbd percent at the end of the
third quarter of 1999. Likewise, the gross foreigol@nge reserves, which include
gold reserves, surpassed the short-term borroviopgise end of September 1999
parallel to the expansion of the Central Bank fymexchange reserves. This
expansion was more significant in the first quaotfet999 (Figure 11.3.3).

FIGURE 11.3.3
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S000
4300 4
4000 4
3500 4
3000 4
2300 4
2000 4
1500 4
1000 4
200~

S F million

1996 1997 1995 1999 21 1999 @2 1999 Q3

Source: Central Bank, Undersecretariat of the Tngas

[I.4. MONETARY POLICY

Because of unfavourable developments in both tiheedtic and the foreign
markets, along with the political uncertainty i ttountry, the monetary policy in
1996 and 1997 had been formulated to ensure syailihe financial markets. In
addition to ensuring stability in the financial rkets, the aim of the monetary
policy in 1998 was to decrease the high inflatiate by implementing an economy



wide program as the economic cost of chronic hiflation started to be felt
deeply by all segments of the society. When thérenment of the economy in
those years was taken into account, it was obsehatdt would be impossible to
decrease the high inflation rates and ensure gyaipilthe financial markets at the
same time just by employing monetary policy measufer this reason, the fight
against inflation was considered to be the mostnirgroblem by society and all
segments of the economy. This economic environmetcgssitated the preparation
of a stabilization program that was implementedinithe framework of the Staff
Monitored Program signed by the Turkish governnaemt the International
Monetary Fund. A look at the results of the programplemented in 1998 revealed
that by taking control of high inflation rates, ecdeasing trend was observed,
influenced by the contraction in the domestic demarhich started after the
Russian crisis in the last quarter of 1998. Thiaiin rate calculated on the basis
of the WPI was 54.3 percent for the end of 1998¢ckvivas only a few points
above the targeted inflation rate of 50 percent.

As in 1998, the monetary policy formulated by tren€al Bank for 1999 was
based on its aim to keep inflation under contral emensure stability in the
financial markets. The difference in the 1999 manepolicy compared with the
previous year was the political and economical tag#ies that existed in the
early part of the year. The implementation of thenatary policy was affected by a
reduction in these uncertainties during the fall 9.

The economical uncertainties observed in 1999, wasecally a reflection of the
1998 Russian crisis in Turkey. In other words, thgital outflow triggered by the
crisis and the shortage of capital inflow in thieeathath of the crisis caused the
borrowing sources of the Treasury to be constraiméide domestic market. This
strain on the domestic market made the real andrnamates, already at high
levels, increase and this caused the uncertaintié® economy to increase even
more. This situation caused extra pressure onutgdi financing. Also affecting
the formulation of the monetary policy in 1999 vilas political uncertainty
resulting from the election agenda. Decreasing mfjation rates requires
structural reforms which have a powerful impactlo® society, so the necessity to
form a strong government rendered the outcomeeofémeral elections even more
important.

With the establishment of a strong coalition goweent after the general elections,
the talks going on with the IMF were speeded ugefdace the Staff Monitored
Agreement, which was already in force, with a StBgdAgreement. As the
possibility of signing a Stand-By Agreement becanwee likely, the strategy of
the monetary policy changed towards the end oyéae. In this context, greater
importance was given to monetary policy measurabiiill facilitate the
implementation of a society-wide disinflation pragr supported by the Stand-By
Agreement.



To curb the uncertainties in the economy, priorigswiven to the control of the
high inflation rates and the foreign exchange polas designed accordingly. For
this reason, care was taken to ensure that thigfoexchange policy was
consistent with the targeted inflation rate for &mel of the year. As the
uncertainties decreased at the end of the sumni&r9#, the implementation of the
foreign exchange policy was guided not by the t@d@flation but by the realized
inflation rate. With this change in the foreign bange policy, the depreciation rate
of the Turkish lira increased in the last few mandh 1999 in comparison with
previous months. A look at the developments inbidgket consisting of 1 US
dollar + 0.77 Euro for the first 9 months showd tha depreciation rate of the
Turkish lira against this basket was approximated/dgame in 1999 as it had been
in 1998. For the first nine month period of 1998s trate was 40.4 percent
compared with 40.2 percent in 1998. However, whendepreciation rate is
calculated on the basis of 12 months, it can be 8e# this rate was 57.7 percent
in 1998 and 60.6 at the end of 1999. The increati&itVPI| was realized as 62.9
percent at the end of 1999 (Table 11.4.1).

TABLE 11.4.1
OBSERVED PERIODIC INCREASES IN THE EXCHANGE BASKET AND
WPI
(Percent)
1998 1999
Periods BASKET® WPI® BASKET® wP[®
December-January (Monthly) 4.9 6.5 43 3.6
December-March (3-Month) 16.6 159 135 11.3
December-June (6-Month) 30.1 26.4 27.1 23.2
December-September (9-Month) 40.2 39.8 40.4 40.0
December-December (12-Month) 57.7 54.3 60.6 62.9

(1) Basket: 1 US dollar + 0.77 Euro.

(2) WPI: 1994=100.

The need for short-term liquidity experienced byafinial institutions was met by
the Central Bank via open market operations to renstability in the financial
markets. By taking foreign exchange policy as gitka interest rate in the
markets aimed at being consistent with the incnggisend of the Net Foreign
Assets of the Central Bank in 1999 while the ligtyidemanded by the economy
were created in this way. However, in case of eleshocks, interest rates were



allowed to move freely while the liquidity of theanket was matched by the
Central Bank provided that the value of the Turlishwas consistent with the
foreign exchange policy. Prior to the implementatid the comprehensive
program aimed at decreasing high inflation ratesning a healthy basis for the
financial system gained importance towards thecdride year. Therefore,
measures concerning the structure of the finasgstem were taken into account
while adjusting the liquidity of the market.

EXCHANGE RATE BASED STABILIZATION PROGRAMS AND
COUNTRY EXPERIENCES

Individual or multiple nominal anchors are use@msure economic stabilization.
Exchange rates, monetary targets, wages and prie¢éiseamost commonly used
nominal anchors that eliminate inflationary inedrad increase the credibility of a
program. When the exchange rate anchor is choa#hmréties hope the domestic
inflation rate will approach the foreign inflatioate as a result of a fixed or
managed nominal exchange rate. Therefore, exchatgéased stabilization
programs have been used in many countries. Thenahgaperiences of Chile,
Israel and Mexico will be mentioned briefly below.

CHILE: TABLITA PLAN

Chile started to implement an exchange rate baabédization program by using
the Tablita (little table) model, which presentsdatermined peso devaluation in
February 1978. Although the drop in the domesfilaiion rate was not enough to
reach foreign inflation level, it decreased fromg&tcent in 1977 to 37 percent in
1978. Encouraged by the performance of the exchatgenchor, in June 1979
Chile fixed the exchange rate at 39 pesos per UlI&dm the aftermath of the
Tablita model, consumption increased 26 percentrasudt of increasing real
wages and decreasing real interest rates. Duren@dfi7-1980 period, a boom in
consumption expenditures caused an average oe8cemt economic growth per
year. While during 1978-1980 some of the capitabaat surplus was used to
cover the current account deficit, approximatellf bbthe capital inflows were
added to foreign reserves. Increasing the amour@safrves caused expansion in
base money and authorities didn't sterilize it.

During this period, the fiscal balance was imprqouad the government did not
eliminate wage indexation. As the exchange rateaneea fixed and inflation
oscillated in the 31 to 39 percent range, causiegeso to be overvalued, Chile
lost its competitiveness in international markétsthe end of 1981, the current



account deficit/GDP ratio reached 14,5 percentthagprogram failed. The Chilean
government abandoned the exchange rate anchonenl82.

ISRAEL STABILIZATION PROGRAM: 1985-1986

The Israeli government announced a stabilizatiognam to combat inflation on

1%t July 1985. Government subsidies were eliminatebthe program aimed at
increasing tax revenues. In addition, the nomirahange rate of the domestic
currency to the US dollar was fixed following davation, and short term foreign
currency denominated bank deposits were elimindtiedse measures were
supported by wage contracts between the governtadot, unions and employer
representatives, which were consistent with thgnaum. In addition, wage
indexation was eliminated, wages were frozen ar montrols were
implemented. The central bank chose the exchangasad target and credit as a
nominal indicator. According to this program, mammminal anchors were used to
eliminate inflationary inertia and inflationary eegiations in the short run. Thus,
authorities ensured the sustainability of the na@namchors and prevented excess
usage of any single nominal anchor. All these messtogether increased the
credibility of the program, and the program resates fascinating. The monthly
inflation rate decreased 1-2 percent in the flveéé months of the program. Then
price controls were eliminated, so the budget defigproved. The budget
deficit/GDP ratio was 15 percent in 1984, thisadteing 12 percent in the January-
June period of the pre-stabilization program. Dgitime July-December period
following the stabilization program, that ratio bewe 4 percent. At the end of the
first ten months, the real credit volume decreageelM2 monetary aggregate
increased, and the foreign currency denominatedsiispdecreased. This was
interpreted as a confidence indicator for domestitency. Real wages reached the
pre-stabilization level in the summer of 1986 amthie next two years the average
economic growth rate realized at the 3.5 percenygar.

MEXICO: 1987-1994 PACTO

The Mexican government prepared a detailed progeh€C{TO PLAN) to bring
inflation quickly under control in December 1987ith\Mthe program, the
government relied on multiple nominal anchors,udaig a fixed exchange rate
anchor. The target of the program was to reacper@nt monthly inflation rate
within a year. In addition, Mexico, for the firgine, introduced an income policy
in the form of wage and price freezes. The govemraened at turning the budget
deficit into a primary public sector surplus of &gent of the GDP. Therefore,
public expenditures were reduced and tax reforme \weplemented. The ratio of
public sector expenditures to the GDP was reduaed #3.2 percent to 33.2
percent. The public sector borrowing requirementf3Btio was reduced from 16
percent in 1987 to 5.6 percent in 1989.



As a result of the Pacto Plan, the annual domestation rate was reduced from
159 percent in 1987 to 8.3 percent in 1993. Howemetinadequate drop in the
domestic inflation rate during the fixed exchangie implementation period
caused the peso to be overvalued. The current atdeficit, which had been
financed by short term capital inflows since 19@@ched the unsustainable level
of 7 percent of the GDP in the 1992-1994 periodréddger, domestic interest rates
has increased as a result of increasing politicdleeconomic uncertainties. These
negative developments caused the government te iasger amounts of US dollar
denominated government bonds. In addition, pesordarated government bonds
were replaced by US dollar denominated governmend$®. In August 1994, the
total short-term foreign debt was equivalent todbentry's international reserve
level. All of these negative developments resuilteitie 1994 Mexican crisis.

FIGURE 11.4.1

DEVELOPMENTS IN RESERVE MONEY(X), NET FOREIGN ASSETS, AND
NET DOMESTIC ASSETS (TL billion)
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Although the uncertainties at the beginning ofytear started to decrease toward
the middle of the year, the earthquake shock orguon 17 August caused the
uncertainties to increase again. However, thesertainties did not prevent the
Central Bank from implementing the monetary pobsyformulated. In other
words, the monetary policy for the last few mormdth4999 was carried out with
the goal being to lower inflation rates within ttentext of the new program. The
increasing demand for Turkish lira after the earttkguwas met via Open Market
Operations (OMO) while the demand for foreign exgdeastayed at a limited level.

[1.4.1 Analytical Balance Sheet of the Central Bank

Reserve Money(X) continued its increasing trencedam the increase in the Net
Foreign Assets for 1999. The annual average inciaakés item was realized as
75 percent in December. In comparison with previmess, it can be observed that
the annual average rate of increase was graduadiedsing. The most important
reason for this trend was the deceleration ofribeeiase in the Net Foreign Assets

for 1999. The Net Domestic Assets showed a tendendgcrease in 1999, except
in November and December.

FIGURE 11.4.2

ANNUAL AVERAGE INCREASES IN RESERVE MONEY(X) AND NET
FOREIGN ASSETS
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Although the annual average increase for ReservaeyX), which is on the
liability side of the analytical balance sheet, wapercent in 1999, compared with
the end of the previous year it had increased b pércent by the end of 1999. By
analyzing this latter development in the Reserva®gX) in terms of sub-items, it
can be seen that the FX Deposits of the BankingpBewreased by 112.3 percent.
The FX Deposits of the Banking Sector, which inceglasn a parallel with the
increase in the FX liabilities of the banking sectoade the greatest contribution,
49.9 percent, to the annual change in the Reseore){X). The rate of increase in
the Currency Issued, another sub-item of ReserveeyiX), slowed down in 1999
due to both the high level of real interest rates @ contraction in the economic
activity, which exerted a negative impact on tlamsaction demand for Turkish
liras. The rate of increase in this item was 60rfsqr&, a contribution of 25 percent
to the annual change of Reserve Money(X) in 190l same analysis is carried
out for 1998, it can be seen that the annual iser@athe Currency Issued was
74.6 percent and the contribution to the annuahglaf the Reserve Money(X)
was 36.6 percent. The third item under Reserve M@)eRequired Reserves,
increased parallel to the increase in TL Deposite@banking sector until the end
of November as the investment instruments in texfrigurkish lira were perceived
profitable compared to other kinds of investmestruiments. However, this item
decreased substantially after the reduction imdkeof required reserves from 8
percent to 6 percent, which was reflected on t@noa sheet in December.
Although the rate of increase in this item was 3Qiercent in November 1999
compared with the same month of the previous yeags reduced to 87.7 percent
by the end of December. The last item, which isfte= Deposits of the Banking
Sector, continued to increase in 1999. Howevexxdtrted little impact on the
annual change of Reserve Money(X) due to its ssmate in this main item. The
timely change in the rate of the Required Resetivasforced the banks to hold 2
percent of their deposits as a free deposit aCtdmdral Bank caused this item to
increase substantially in December. The Free Depokthe Banking Sector
increased by 278.2 percent in December 1999, cadpaith the same month of
the previous year.

FIGURE 11.4.3

PERCENTAGE SHARES IN THE ANNUAL CHANGE OF RESERVE
MONEY (X)

(Percent)
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Net Foreign Assets, which is on the assets sidliesofnalytical balance sheet,
continued to increase in 1999. This item increasetd®.5 percent in terms of
Turkish lira and by 54.8 percent in terms of US allin December 1999
compared with the same period of the previous yHs.source of the increase in
Net Foreign Assets was the increase in the Celdtnak’s Foreign Exchange
Reserves as a result of the policy that aimedeattitrg the liquidity needed by the
economy through foreign exchange. By increasing pércent in December 1999
compared to December 1998, the Central Bank’s Gfossign Exchange Reserves
reached US $23,235 million. However, an analysideif Foreign Assets by
examining the rate of 12-month cumulative incredsmved a decrease in this rate
both in terms of Turkish liras and US dollars. Thawal average increase in the
Net Foreign Assets were realized as 75.8 perceaetms of Turkish lira and 7.8
percent in terms of US dollar in December 1999 caneg with the same month of
the last year. A look at these rates for 1998 rexethat it was 157.8 percent in
terms of Turkish liras and 55.3 percent in term&8fdollars. A reason for the
decrease in the rate of the annual average incodéaé$et Foreign Assets was the
limited level of capital inflow in 1999. The alrgatigh level of the Central Bank’s
Foreign Exchange Reserves was another reasorefdettrease in the annual
average rate of increase in this item. An analysthe developments in Foreign
Assets and Foreign Liabilities for 1999, which affgne foreign exchange risk of
the Central Bank, shows that Foreign Assets ineathyg 97 percent in terms of
Turkish liras and by 14.8 percent in terms of USaielin December 1999,
compared with the same month of 1998. Although igarkiabilities increased by
50.5 percent in terms of Turkish liras for the sgragod, it contracted by 12.3
percent in terms of US dollars. As a result of ghdsvelopments in Foreign Assets



and Foreign Liabilities, the foreign exchange rigkjch is calculated by dividing
Foreign Assets by the total Foreign Liabilities,ady 13.5 points, reaching 127.1

at the end of December 1999.
FIGURE I1.4.4

DEVELOPMENTS IN GROSS FX RESERVES OF THE CENTRAL BANK
AND NET FOREIGN ASSETS (US$ million)
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Net Domestic Assets, which is the other main assatsof the analytical balance
sheet, continued to decrease until the end of NbeeniHowever, this item had
increased in November and December in order tahsistent with the targets of
the intended monetary program for 2000. The vafukis item at the end of 1999
was minus TL 932 trillion. The reasons for the deseeabserved until November
were the increase in the Deposits of the Publitdsed the Central Bank and the
increase in the Other and Revaluation Accounterims of absolute values.

The Central Bank mainly used OMO to ensure stabiithe financial markets in
1999, as it had in previous years. The Central Baakthe liquidity requirement
arising from the banking sector by using OMO andamed in a creditor position
against the financial system for the whole yeamweher, a look at the
developments in OMO for 1999 shows that it had@eshesing trend until
November except for the reverse effect of extefaetbrs such as earthquakes,
religious holidays and the general elections. Allewvember, OMO increased as a
result of the takeover of some banks by the CeB@ak Savings Deposit
Insurance Fund, the liquidity requirement appearavgards the end of the year,
and the Y2K problem. The average value of OMO re&diel,981 trillion in
December 1999. The effect of these developmentsmiasrease OMO by 25.8
percent in December 1999 compared with Decembe$.199



FIGURE 11.4.5

DEVELOPMENTS IN THE NET CASH CREDITS TO THE PUBLIC SECTOR
AND FX DEPOSITS OF THE PUBLIC SECTOR
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Another item, which is included under Net Domegtssets, is Cash Credit to the
Public Sector (Net). This account shows the ndt casdit relationship between
the Central Bank and public sector. The Cash Ctedite Public Sector (Net) was
on a downward trend parallel to the movements ®RK Deposits of the Public
Sector in 1999 as a result of the increase in ¥\1®é&posits of the Public Sector
and the agreement signed between the Central Bahtha Treasury in 1997,
which limits the Treasury to using the cash advamdg for the liquidity
requirement appearing within a month as long &srgpaid at the end of that
month. The average value of this item decreasddriels in December 1999
compared with the same month of 1998 and reachetldal trillion. The FX
deposits of the Public Sector increased by 163depé for the same period.

The Other Account, where the Profit-Loss of the @dr@ank is also recorded,
showed a downward trend in 1999, except for Aprilen the Central Bank
transferred part of this account to the Treasuhg Jources of the observed
decrease in this account were the credit balan@M® during 1999, which
generated capital gains, and the increase in texest receipts. The average value

of the Other Account reached minus TL 1,129 trillioecember 1999, whereas
it had been minus TL 619 trillion in December 1998.

TABLE 11.4.2
ANALITICAL BALANCE SHEET OF THE CENTRAL BANK

(Average Value of the Months, TL trillion)



1998 1999 1999 1999 1999

Dec. March June Sept. Dec.

ASSETS 3,312.1 3,917.2 4,440.2 5,314.6 6,322.1
1- NET FOREIGN ASSETS 2,878.0 4,154.2 5,337.7 6,808.8 7,641.3
A-Foreign Assets 7,127.3 8,798.3 10,407.9 12,327.0 14,037.3
B-Foreign Liabilities -4,249.3 -4,644.2 -5,070.3 -5,518.2 -6,396.0
2-NET DOMESTIC ASSETS 434.1 -237.0 -897.4 -1,494.2 -1,319.2
A-Cash Credit to the Pub.Sec.(Net) -86.9 9.4 -142.0 -464.2 -1,060.9
a-Cash Credit to the Pub.Sector 762.5 697.9 604.6 657.3 851.0
b-Deposits of Pub.Sector -204.2 -131.3 -157.8 -210.2 -213.0
c-FX Deposits of Pub.Sector -645.1 -557.1 -588.8 -911.4 -1,698.9
B-Extra Budgetary Funds -23.9 -16.2 -15.2 -23.7 -33.8
C-Deposits of Non-Bank Sector -17.3 -14.1 -13.1 -11.6 -18.6
D-Cash Credit to the Banking Sec. 74 7.5 7.6 7.6 7.5
E-Open Market Operations 1,575.1 835.8 637.6 703.6 1,981.3
F-Other Items -618.7 -870.8 -879.8 -902.8 -1,129.5
G-Revaluation Account -401.7 -188.6 -492.5 -803.1 -1,255.8
H-IMF Emergency As.(Treasury) 0.0 0.0 0.0 0.0 190.6
LIABILITIES

1-RESERVE MONEY (X) 3,312.1 3,917.2 4,440.2 5,314.6 6,322.1
A-Currency Issued 1,241.2 1,467.9 1,539.6 1,894.2 1,992.3
B-Required Reserves of Banks. 672.8 789.6 931.3 1,155.4 1,263.0
C-Free Deposits 59.5 89.2 99.4 109.6 224.9
D-FX Deposits of Banking Sector 1,338.7 1,570.5 1,869.8 2,155.3 2,842.0

Source: Central Bank.

The Revaluation account, which is under the Net iiméssets, continued to
decrease in 1999. Changes in the exchange ratestimalaccount important for
the balance sheet as the denomination of the C&ark’s liabilities consist
mainly of the Euro and Turkish TL while the assetsstst mainly of US dollars.
Therefore, recording the balance in the Revaluamount eliminates the impact
of these differences on the balance sheet. An exaian of the reasons for the
observed decrease in the Revaluation account i@ $88ws that in terms of the



average buying-selling rate, the Turkish lira defated against the US dollar by
71.7 and against the Euro by 48.4 and the parity®®ollar/Euro fell from 1.1753
in December 1998 to 1.011 in December 1999. Deicrgdy TL 854 trillion in

this period, the average value of the Revaluatamoant fell to minus TL 1,256
trillion in December 1999.

As can be seen in the Analytical Balance Sheeg¢vaitem was added under the
Net Domestic Assets, as of October 1999. The amufurredit given by the IMF
for the earthquake is recorded in this item anddicerding system used for this
credit had no direct effect on the Net Foreign Ass@ad the Net Domestic Assets.
In other words, this credit is recorded in the CarBanks Foreign Reserves, a sub-
item of the Net Foreign Assets, while increasirglithlance of the Debts to IMF at
the same time. For this reason, the Net Foreigetdsgere not affected by the
equivalent increases in Foreign Assets and Fotaagjilities. On the Net

Domestic Assets side, it is recorded under the &podits of the Treasury and by
crediting a new account, IMF Emergency Assistanceg3ury), it is also shown as
a credit transaction of the Central Bank. As alteguhis transaction, the
Domestic Assets and Domestic Liabilities increasethb same amount, and thus
did not influence the Net Domestic Assets.

[1.4.2. Money-Credit Stock

In 1999, there was a real expansion in all detngiof money supply. The lowest
expansion rate was observed in M3Y with 23 perodnle the highest expansion
rate was 32.5 percent in M1. Because demand depositforeign exchange
denominated deposits grew at similar rates of Heb1#®5 percent, the
developments in M2 and M2Y were 27.8 and 26.8 pericereal terms. The high
real interest rates during the year were the neasan for the increase in M2
money supply. The expansion in M1 arose from in@e#&s commercial sight
deposits and other sight deposits at the end ofé¢he The growth rate of the total
credit was lower than in 1998 and lower than theodé growth rate in 1999
because of the decrease in credit supply and destarmining from the slowdown
in economic activity (Table 11.4.3.). Banks usedstifference between credit and
deposits in financing Government Domestic Debtrumaents, which had increased
considerably.



MONETARY AND EXCHANGE RATE POLICY WITHIN THE
FRAMEWORK OF THE DISINFLATION PROGRAM

During the negotations carried out in June 1998 wWie International Monetary
Fund, the ongoing Staff Monitored Program was eagasl to be a bridge towards a
program oriented and fiscally supported Stand-Bye&gent and the outlines of
macroeconomic policies to be implemented during2®@0-2002 period were
determined. On 22 December 1999, the IMF boardweémers approved the letter
of intent which is given by Turkish Government oBD8cember 1999.

The 3-year disinflation program includes structefbrms in addition to fiscal,
income, exchange rate and monetary policies. Thaaimental goals of the
program are: to bring down consumer price inflat@25 percent by the end of
2000, 12 percent by the end of 2001 and 7 pergetitdoend of 2002; to reduce
real interest rates to plausible levels; to inaeghe growth potential of the
economy and to provide a more efficent and failecation of economic
resources.

The disinflation program has three main aspecta:taht fiscal policy that
consists of increasing primary surplus, carryingtbae structural reforms and
speeding up privatization, b) an income policyime lwith the targetted inflation
and ¢) monetary and exchange rate policies ainaitngglp decrease inflation and
interest rates and to provide a long term perspedbir economic agents.

Monetary and exchange rate policies that will beied out in light of this plan are
given below.

» The exchange rate basket composed of 1 US dolld7-uro will be announced
on a daily basis for a one-year period. The Celaalk of the Republic of Turkey
determined the increase rate of the basket foyele 2000 to be 20 percent, which
is in line with the WPI yearly increase. Thus, &xpectations stemming from
chronic inflation and fostering the inflation presecan be ended so that the
uncertainties and related costs can be decreaggausible levels.

 During this program, two different exchange ragimes will be implemented.
For the first 18-month period from January 200@tgh June 2001, the increase in
the basket will be inflation target oriented. Hoe second 18-month period, July
2001-December 2002, the exchange rate policy wiltdrried out with respect to a
“progressively widening band”. The total width ofsttvand will be 7.5 percent by
the end of 2001, 15 percent by June 30, 2002 arg#2cent by the end of 2002.



» The monetary policy determined within the framewofkhe Stand-By
Agreement is based on Central Bank's balance gheet and made up of quarterly
data as of the end of 1999. The performance @itericoncerned items are
defined below:

» Excluding the change of revaluation account Net Bstin Assets, are
determined to be mines 1200 trillion and was figedng 2000. During the period,
Net Domestic Assets will fluctuate roughly withirparallel band whose upper and
lower limits will be determined as plus-minus 5qet of previous quarter’s base
money figures. Thus, by virtue of this flexibilispdden and extreme fluctuations in
the interest rates can be avoided. Accordingly @éBank of the Republic of
Turkey declared that it will not provide credit teetpublic sector. It also declared
that Central Bank of the Republic of Turkey woulsbadon the policy of
decreasing Net Domestic assets through sterilizatrchich had been implemented
during the periods of surge in foreign exchangkws.Fixed Net Domestic assets
means that changes in the money base will be dydma change in Net Foreign
Assets. Such a system will constitute an almostraatic mechanizm to prevent
foreign exchange reserves from decreasing belosvtaio level. When there is an
excess demand for foreign exchange, the withdraval from the market will

not be compensated for increasing Net Domestictdss$ais, in turn, will cause
the demand for TL to increase and at least the defearidreign exchange will
cease. Thus, interest rates, as the balancing faictoe system, will reflect the
market conditions completely. In the second 18-in@ariod, when the exchange
rate band will be implemented, Net Domestic Assglidoe more flexible. Thus, in
line with this flexibility, the strength of the metary policy in achieving the
inflation target will be more effective by increagithe influences of monetary
policy on interest rates.

* In addition to the above points, the Central Batlkreduce its own transactions
in the interbank money market. In this way, the t@drBank will determine bid
and offer quotations according to the developmenitsoney and repo markets
other than its own. Furthermore, the amount thattrba blocked in the Central
Bank as reserve requirements was decreased frorh Barcent to allow more
effective liquidity management. The remaining 2 patavill be kept as free
deposits for the obligation of liquidity ratio amdthe context of weekly averages.

» An another balance sheet item subject to perfocmariteria is Net International
Reserves, the minimum levels of which were deteechiThe level for each
consecutive quarter of 2000 was specified as US0®02million, US $12,750
million, US $12,700 million, and US $13,800 milliofithe Net International
Reserves level shows a tendency to fall below theses, the Central Bank of the
Republic of Turkey will take the necessary meastodmlt the tendency.



TABLE 11.4.3
BASIC MONETARY INDICATORSY

(Percentage Chang§)

1994 1995 1996 1997 1998 1999
Reserve Money 82.6 84.9 80.0 84.7 78.7 92.7
Monetary Base 51.2 92.3 72.8 -35.4 -51.4 683.6
Central Bank Money 50.8 93.0 72.2 1.2 -9.0 168.4
Total Domestic Liabilities (TDL) 73.4 113.1 94.5 70.9 21.8 140.9
Balance Sheet 142.5 105.1 88.5 76.9 452 88,7
M1 80.6 65.7 109.9 65.8 65.7 115.9
M2 120.0 97.7 120.5 87.9 106.2 108.1
M2y 120.6 101.7 109.6 99.3 91.8 106.5
M3Y 120.8 102.9 111.2 107.7 87.0 100.4
Deposits 122.0 100..9 132.7 97.6 101.4 925
Credit 85.3 149.9 114.0 130.0 62.7 55.1
TDL/GNP? 0.078 0.082 0.084 0.074 0.049 0.076
TDL/M2Y® 0.25 0.27 0.25 0.21 0.18 0.15
Net Domestic Assefd 300.8 371.4 3325 7,787.4 427.1 -932.2
Net Foreign Assef? -21.4 136.2 625.4 1,815.0 2,906.1 7,803.1
Wholesale Price Indé&k 149.8% 65.6 84.9 91.0 54.3 62.9

Source: Central Bank. Last Friday of month dataewesed.

(1) Reserve Money = Currency Issued + RequirediReser Free Deposits of Banks + Funds Account +oBigp of Non-Bank Sector
Monetary Base = Reserve Money + Debts Arising Feymen Market Operations

Central Bank Money = Monetary Base + Public SeDeposits

Total Domestic Liabilities = Central Bank Money €jibsits in Terms of Foreign Currency + Foreign Exde Deposits of Banks
M1 = Currency Issued + Sight Deposit with the bank3eposits with the Central Banks

M2 = M1 + Time Deposits with the Banks

M2Y = M2 + Foreign Exchange Deposits (TL)
M3Y = M2 + Official Deposits + Other Deposits wittie Central Bank + Foreign Exchange Deposits (TL).

(2) Net Domestic assets and net foreign assets &ems of TL trillion and based on the new defom.



(3) State Institute of Statistics. Wholesale Phex (1994 = 100) end of year.

(4) State Institute of Statistics. Wholesale Phtex (1994 = 100) end of year.

Through the monetary policy implemented in 1999,Geatral Bank aimed at
ensuring stability in the financial markets. Then@al Bank continued to monitor
Net Domestic Assets in the New Analytical Balanbe& in 1999. Net Foreign
assets rose 169 percent, compared to Decemberd@98 increasingly
optimistic expectations for the Turkish economy #mlachievement of financial
stability in the global markets starting from tregbning of the 1999 (Table
11.4.3).

FIGURE 11.4.6
REAL MONEY SUPPLIES

(Annual Percentage Change)
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TABLE 11.4.4
MONTHLY DEVELOPMENTS OF MAIN MONETARY AGGREGATES

(Cumulative percentage change)

29 26 26 30 28 25 30 27 24 29 26 30
Jan Feb Marc. Apr. May June. July Aug. Sept. Oct. Nov. Dec.

1999 1999 1999 1999 1999 1999 1999 1999 1999 1999 1999 1999



M1 154
Currency in
Circulation -1.0
Demand
Deposits 30.9
M2 10.8
Time Deposits 9.5
M2y 7.1

For. Ex. Dep. (TL) 2.4
M3 5.1
M3Y 3.9

WPI (1994=100) 3.6

Source : Central Bank.

The monthly growth rates of money in circulation &below inflation rates in the
first seven months, except March. In the seconfddidhe year, the speed of
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growth in the amount of money in circulation rossching 81.1 percent at the end

of year. Sight deposits, another sub item of M1 eyosupply, rose throughout the

year in real terms. The growth rate of sight depasise to 148.5 percent with

respect to 1998. The increase in time deposits @@tet in the second half of the
year, as it had in 1998. It can be observed tleagtbwth rate of time deposits at
106.1 percent was below the inflation rate of G&8cent (Table 11.4.4.). It can be

said that the main sources of the increase inmneaky supply were the banks’
securities portfolios and time deposits, which @ased considerably in 1999.

The Central Bank Money (CBM) Multiplier is defined 12/CBM displayed an

upward trend in 1999, as in previous years. Temgdhactuations occurred

because of variations in currency issued, espgdaalling the religious holiday.

This multiplier was approximately 5.8 at the engeér (Figure 11.4.7).



FIGURE 11.4.7

MONEY MULTIPLIER
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FIGURE 11.4.8

COMPONENTS OF THE RESERVE MONEY MULTIPLIER
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11.4.3. Interest Rates



In the first half of 1998, due to the lowered itifb@ary expectations and capital
inflows, interest rates decreased, but the RusSiams, which began in August,
and market uncertainty sent them into an upwardtr&éhe overall 1999, interest
rates displayed a downward trend.

In the first half of January, interest rates showeticlining trend as a result of
positive political expectations. However, the eaoiwcrisis in Brazil and the take
over of a commercial bank by the Deposit Insurdfued led to an upward
movement in interest rates. In February, interastsrcontinued to decline due to
the downward trend in inflation and the positivg@estations arising from the
possibility of an agreement with the IMF after #iections in April. In March,
another factor leading to a decline in interestgavas that the Central Bank
reduced the upper band limit of interest ratefienlhterbank Money Market by 2
percent in addition to decreasing daily liquidiged in the market. Due to the
elections, April was the month in which the spektthe decrease in interest rates
slowed down. Because the inflation rate for Aprasahigher than expected,
interest rates increased slightly in May. In Juasea result of the banks’ new
syndicated credit, the liquidity need in the madketreased slightly. Interest rates
continued to display a downward trend in July dugattors such as the positive
expectations that arose from the IMF’s visit to Tayrland political developments.
Another factor that contributed to this situatioasithe 3-percentage decrease in
the upper limit of interbank interest rates by @entral Bank. In the first days of
August, there had been an increase in interes date to the high inflation figures
for July and the uncertainty about the social Sgcteforms. The event that had
the greatest effect on the markets, as well awtitde economy, was the
earthquake which occurred on thé"f August. The earthquake led interest rates
to start an upward trend. The Central Bank wasesstal in meeting the rising
liquidity demand in the market with its instrumerits September, the effect on
financial markets of the uncertainties which ocedras a result of the earthquake
were temporary and the TL demand in the market wizsdied by the Central
Bank. Another important factor affecting interestiess is that the Central Bank
lowered the upper band limit of the Interbank MoiMgrket at the beginning of
September. As the stabilization program took shiapiee last three months of the
year, interest rates continued to display a dowdwrand and this development
shows positive expectations for the economy in 2000



FIGURE 11.4.9

3 MONTH REAL INTEREST RATES
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I1.4.4 Exchange Rates

The Central Bank based its exchange rate polichenargeted inflation rate in
1999. To this end, the Central Bank aimed to kbepepreciation rate of the
basket, which consists of 1 US dollar and 0.77 Ecwasistent with the targeted
inflation for the end of year. However, the exchangte policy was conducted in
accordance with the realized inflation rates rathan the targeted inflation due to
a decrease in uncertainties at the end of the sunfiaethis reason the
depreciation rate increased parallel to the redliaéation in the last months of
1999.

The nominal depreciation in monthly average rates 40a4 percent for the first
nine months of 1999, while it was 60.6 percentli@r end of the year, because of
the increase in the depreciation rate in the lastths. In addition, the drop in the
parity of the US dollar/Euro from 1.1773 at the end998 to 1.011 at the end of
1999 affected the developments in the rates of &iamTurkish lira and
Euro/Turkish lira. The nominal depreciation rateha Turkish lira against the US
dollar and the Euro was realized as 71.7 and 48ckperespectively at the end of
the year.

I1.5. PRICES



The contraction period which started in the secarattgr of 1998 should be
analyzed carefully before going into an analysithefprice developments in 1999.
The economic crisis which started in the bankingesysof the South Asian
countries was deepened by the capital outflow file@se countries. The capital
flight led many South Asian countries to devaluarticurrencies. The high share of
these countries in world trade, especially in etqgaesulted in a decline in the
general price level around the world (Figure 1)5.2

FIGURE I1.5.1
SIS-WHOLESALE AND PRIVATE MANUFACTURING INDUSTRY PRICES

(1994=100, Annual Percentage Change)
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Source: State Institute of Statistics.

1. Private manufacturing industry and wholesale prizased on 1994 figures.

The 50 percent WPI inflation target of the governhweas not found credible by
the private sector. The wage and price decisiotiseoprivate sector were beyond
the government target but after the successfulamphtation of the official targets
in monetary and fiscal policy in the first quartirey reduced their inflation
expectations (Figure 11.5.3). Inflation and infati expectations declined
remarkably until June 1998.



FIGURE I1.5.2 )
WORLD PRODUCT PRICE INDEX (Excluding Petroleum)
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(1) First eleven months of 1999.

The economic crisis which started in Russia in Atlg998 led to capital flight in
all emerging countries including Turkey. The cdiight not only accelerated the
domestic contraction period but also caused maolylems in the private sector,
which had large stocks of products. The increaseahinterest rates led to an
increase in the cost of stock on the one hand esulted in delayed private
consumption and a further contraction in domestimand on the other hand. The
contraction in domestic and foreign demand, thdimkea the prices of primary
goods and oil, and the control of public priceslitated the achievement of the 50
percent inflation target, and the WPI realized&aB8%ercent for the year.

The beginning of 1999 was more or less a continnaifd 998. The increase in the
cost of domestic borrowing at the end of 1998 ted surge in pressure on the
financial system. This not only affected the congtiom behaviour of the private
sector but the investment behaviour as well. Theapgisector postponed its
consumption and investment and preferred to save.ritie postponement of
domestic consumption had a considerable effechemticing behaviour of the
private sector. The private sector could not redle seasonal price increases in
January. Inflation declined further in the firstagier of 1999.



TABLE I1.5.1

THE WEIGHTS OF SUB-ITEMS IN THE WPI AND THE CPI AND THEIR
CONTRIBUTIONS TO PRICE INCREASES

1998 1999
Weight (%) (A) Price Contribution Price Contribution
Increase (A*B) Increase (A*B)
(B) (B)

CPI 100 69.7 - 68.8 -
Food 31.09 60.6 18.8 55.0 17.1
Clothing 9.71 68.7 6.7 44.7 4.3
Housing 25.8 86.8 224 89.3 23.0
Furnishings 9.35 67.8 6.3 57.1 5.3
Health 2.76 99.6 2.7 711 2.0
Transportation 9.3 53.4 5.0 93.9 8.7
Cultural Activities 2.95 63.6 1.9 58.5 1.7
Education 1.59 94.6 15 79.7 1.3
Hotel Services 3.07 79.8 2.3 58.8 1.8
Other 4.38 49.3 21 60.7 2.7
WPI 100 54.3 - 62.9 -
Agriculture 22.23 719 16.1 30.0 6.7
Mining 2.48 34.0 0.9 94.1 2.3
Energy 4.19 69.9 3.0 713 3.0
Manufacturing
Private 54.6 53.6 29.3 59.7 32.6
Public 16.5 29.8 5.0 130.0 214

Source: State Institute of Statistics.



TABLE 11.5.2
PRICESY

(Annual Percentage Change)

1996 1997 1998 1999
CPI 79.8 99.1 69.7 68.8
WPI 84.9 91.0 54.3 62.9
Private 80.5 89.0 60.1 48.4
Public 101.4 97.5 35.6 117.7
Agriculture 89.9 96.5 719 30.0
Mining 93.7 726 34.0 94.1
Energy 129.9 64.1 69.9 713
Manufacturing 80.6 91.2 47.1 76.7
Private 75.7 85.4 53.6 59.7
Public 96.7 108.5 29.8 130.0

Source: State Institute of Statistics.

(1) CPI and WPI based on 1994.

It was not so difficult to control public prices 1998 since there had been a decline
in oil prices all through the year. The jump inmiices at the beginning of 1999
made it difficult to control public prices anothgrar (Figure 11.5.4). The

adjustment of public prices in March led to an @age in the prices of the private
sector a month later. Thus, the downward trendftdtion reached its bottom level
with 48.2 percent in February. Then it increasegghtlly and leveled off at 50
percent.



FIGURE I1.5.4 @
AVERAGE CRUDE OIL PRICES (US$/barrel)
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(1) First eleven months of 1999.

Although the rise in public prices acceleratedha $econd quarter, both the decline
in agricultural prices and domestic contractioreetiéd the surge in public prices.

In July, the highest price adjustment since thariregg of the year was realised in
public sector prices. This price increase affetiedprivate sector pricing

behaviour and inflation left its horizontal plateand began to increase.

The earthquake which occurred in August did not slown public manufacturing
industry prices. Private manufacturing prices,lmndther hand, slowed down
remarkably. The earthquake affected a wide and yi@aglulated part of the
country and this further weakened domestic demaddravestment, which had
been contracting since 1998. The economy contrasted more than expected in
the third quarter. The earthquake affected indalghrioduction temporarily since
the affected region had been the highest in tefrtfseovalue added of industrial
production in the Turkish economy. The adversectdfef the earthquake were
reflected in domestic demand, which changed thengribehaviour of the private
manufacturing sector in August and the price ineeedid not meet increasing
inflation expectations. This loss of wealth in tlteeomy accelerated the
contraction in domestic demand.

In November and December of 1999, inflation jumpespite of the unexpected
decline in agricultural prices. Some price increaadehe public and private sectors
were made in advance in order to support the digioh programme which was
expected to be in effect by 2000 and an increasalure added tax boosted the
December inflation to a record level. As a restithe base effect of the December



1998 inflation on the 1999 December inflation, ithikation rose 6.6 percentage
points and in December and the increase in WPIrealgzed as 62.9 for the year.

TABLE 11.5.3
PRICES

(Annual Average Percentage Change)

1994Y 19957 1996% 19979 1998% 1999%
CPI 106.3 89.0 804 85.7 84.6 64.9
Food 110.0 92.3 72.2 925 82.3 48.6
Clothing 104.8 100.7 82.6 74.9 79.6 52.2
Furnishings 122.2 82.6 65.1 71.8 81.6 58.4
Health 1131 755 94.0 87.3 102.7 78.7
Transportation 108.0 84.7 97.2 93.6 76.4 70.6
Cultural Activities 102.9 86.0 84.5 76.0 93.4 60.6
Housing 91.0 86.8 85.4 82.2 90.3 86.4
WPI 120.7 86.0 75.9 81.8 718 53.1
Agriculture 97.8 107.8 86.5 86.9 86.8 41.8
Mining 132.8 85.6 89.3 76.2 48.6 62.4
Energy 102.3 56.4 101.7 71.8 71.8 64.7
Manufacturing 129.4 81.0 704 80.6 66.7 57.2
Private 130.5 81.1 68.2 77.6 70.0 52.0
Public 126.9 80.7 77.1 89.7 57.2 72.8

Source: State Institute of Statistics.
(1) CPI and WPI based on 1987 figures.

(2) CPI and WPI based on 1994 figures.

The public sector price adjustment was the mainrohétant of the price
developments in year 1999. The surge in petroléabacco and chemical prices
led to an increase of 130 percent over 12 montpsilic sector manufacturing
prices. The price increase was limited in the adical sector despite the fact that
production had decreased. This should indicatettigatontraction in domestic and
foreign demand affected the agricultural sectorensariously than other sectors of
the economy. The relatively low increases in aditical support prices, the decline



in shuttle trade with Russia, and the low demanttiéntourism sector are thought
to have affected the low prices in the agricultsesdtor.

TABLE 11.5.4
PRICESY

(Annual Percentage Change)

1997 1998 1999

Annual | Il 1] v Annual | Il 1] v Annual
CPI 99.1 97.2 90.6 80.4 69.7 69.7 635 643 643 688 68.8
WPI 910 86.0 76.7 65.9 54.3 54.3 482 503 544 629 62.9
Private 89.0 879 78.8 71.6 60.1 60.1 489 471 471 484 48.4
Public 97.5 79.4 69.5 48.2 35.6 35.6 459 62.3 81.0 117.7 117.7
Agricul. 965 986 82.8 85.4 71.9 71.9 494 431 370 300 30.0
Mining 726 582 54.2 41.0 34.0 34.0 41.0 58.7 719 941 94.1
Energy 64.1 689 747 76.9 69.9 69.9 633 636 627 713 71.3
Manufac. 91.2 82.7 75.1 58.9 47.1 47.1 47.1 52.5 61.1 76.7 76.7
Private 854 819 76.5 64.5 53.6 53.6 486 496 530 597 59.7
Public 1085 84.9 70.9 442 29.8 29.8 425 616 851 1300 130.0

Source: State Institute of Statistics.

(1) CPI and WPI based on 1994 figures.



FIGURE 11.5.5

REAL EFFECTIVE EXCHANGE RATE INDICES CALCULATED BY USING
WPI AND PRIVATE MANUFACTURING PRICE INDICES®
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Source: Central Bank Research Department.

(1) Private manufacturing prices and WPI based387 1In these calculations, the exchange rate b#skieconsists of 1.5 German mark and 1 US
dollar is used. For foreign prices, WPI based d®01i8 used for the USA and Germany. The increasigeiindices indicates depreciation in real
exchange rates.

In spite of the strong domestic contraction indkenomy, private sector firms
increased their prices beyond expectations, daesbpressure arising from the
public sector. The most concrete example occuime@gctober and November,
when inflation expectations declined, followed ywate sector price increases in
December.

The CPI declined by 0.9 percentage point and reahht®8.8. The margin between
the CPI and the WPI diminished to 5.9 percentagetpérom 15.4 percent in
previous year. The jump in public price increasaassed the gap between the CPI
and the WPI to close. However, the structural proid in the housing sector and
the increase in oil prices were the leading facidrde the low increase in food
prices and contraction in tourism sector were bamanfactors for the CPI, so that
it realized as slightly below the1998 figure.



FIGURE 11.5.6
SIS-WHOLESALE AND CONSUMER PRICES

(1994=100, Annual Percentage Change)
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Source: State Institute of Statistics.

The food, beverages and tobacco sector, which kdsighest share in the CPI,
declined by 27.3 percentage points compared to.IB88 main source of this
decline was manufactured food product prices. Thepdce increases in the
agricultural sector affected the retail priceshade products and food prices
increased by only 47.1 percent. Although TEKEL (tHeatto monopoly)
increased the prices of its products, the pricesee in the food, beverages and
tobacco sector was realized as 55 percent. Iniaddd domestic contraction, the
decline in exports of manufactured goods and thitlsitrade with Russia were the
leading causes of the decline in food prices.

The economic crisis which began in the South EastrAsountries in 1997 and the
1998 Russia crisis deeply affected the Turkishleegector. The expectation that
being a member of the Customs Union would meareasgd demand led to over-
investment in the textile sector. However, the ffisient foreign demand and the
domestic contraction after the Russian crisis Hgaffected the textile sector. The
structural problems in the textile sector affedteeldomestic prices of this sector.
The clothing and footwear sector prices increaseanby 44.7 percent year-on
year, which implied a 34.9 percentage point deereaspared with the previous
year.

Although the housing sector has the second higheigiht in the CPI, the
contribution of this sector to the CPI was the lesgjhjust like the year before. The



92.3 percent increase in housing rent prices s 23.5 percentage points over
the general CPI increase. The disequilibrium indémand and supply of houses
was the main factor, which became even more coatglicafter the Marmara
earthquake. Knowing that there is no short-runtgmiuor the housing shortage
raises the need to solve this problem with otheaisuees. To stop the practice of
basing rent prices on the previous year's inflatedong with the necessary legal
adjustments to make them comply with the incomépoWill help to diminish the
rigidity in inflation.

In the health sector, which has an oligopolisticipg behavior, the seasonal
pricing adjustments in January and July, withoetuke of any cost variable,
remained in effect in 1999. The pricing behavioluthe health sector was under
investigation by the Competitiveness Committeed89, which implies that this
pricing behaviour will be investigated carefullythre near future.

The surge in the price of oil increased cost intthesportation sector. Prices in the
transportation sector realized at 93.9 percentclvivas over 25.1 percentage
points of the general CPI.

The restaurant sector was heavily influenced byebession in the tourism sector
and realized 10 percentage points below the CPI.

CORE INFLATION AND ITS RELATION WITH MONETARY
AGGREGATES

Headline inflation may not represent long term @mneovements. Short-term
movements in inflation can blur the actual inflatiy trend. These short term
transitory changes in inflation are generally thgsutt of supply shocks. Non-
monetary events such as changing seasonal pattesosyce shocks, and sector
specific shocks may cause transitory noise in sigonh price changes and may
misrepresent long term price movements. In sucknaironment, it is very
difficult to conduct monetary policy. Defining anmtkeasuring core inflation
occupies a large part of the research of centradsal here is no single definition
of core inflation. According to one approach, cimféation reflects the persistent
component of the price index. In this context, daflation has no impact on
medium and long-term real growth. According to aeotapproach, measured
inflation consists of a generalized (core) compomed a relative price change
component. While the generalized part of inflati®affected by expected inflation
and monetary expansion, relative price changethareesults of supply
disturbances.



As is the case with the definition, there is nag&rway to measure core inflation.

In general, we can divide the methods into twdasstatistical ones and those
based on economic theory. One statistical methtallethe exclusion of food and
energy prices. Another is the use of limited infloe estimators, such as trimmed
means and median. One of the most important methasksd on economic theory

is the method used by Quah and Vahey. Taking célegion as having no medium
to long-run impact on real output, they use a stmat vector autoregressive model
to measure core inflation. In addition to thesehuods, there are also other methods
for measuring the core inflation.

There are two studies to measure core inflatio tokey at the Central Bank of
the Republic of Turkey. In the first study, two niices are composed using the
traditional exclusion methods for 1994 based CPe flist index excludes
administered and externally affected prices fronh. CRt of 103 items, 14 items,
constituting 29.7 percent of theCPI, are excludéxk annual change in the new
index is below that of the CPI between March 199@ ebruary 1998. However,
after February 1998, the annual change in the ndexiis higher. The second
index is composed by excluding the sub-items thesdte rigidity in the CPI. 14
items out of 103, which account for 22.54 percdrihe CPI, are excluded. As of
the beginning of 1997, it can be seen that the @rchange in the CPI stays above
that of the newly composed CPI index.
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In the second study, three different core inflati@finitions, namely, trimmed
means, median and exclusion of food and energggrare compared. Trimmed
mean estimators of inflation are found to be thetedficient estimator. The
optimal trims for Turkey are determined as 19 peartamnthe CPI and 12 percent
for the WPI. In other words, some percentage ohighest and lowest price
changes are ignored each month. Trimming smookiesbnthly changes. A
trimmed index can be lower or higher than the aagindex.
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The relationship between three different core irdtatefinitions for the CPI and
monetary aggregates are explored. While core @ngposed by excluding
administered and externally affected prices, caseec@mposed by excluding the
items that create rigidity. Core 3 is trimmed meatimators. The relationship
between headline inflation and core inflation dgfoms with monetary aggregates
are examined in detail. Monetary aggregates incliidg, narrow money supply -
M1, M1Y and M1Y+repo; second, broad money suppi2-and M2Y; third,
foreign exchange basket; and fourth, auction istaes and interbank overnight
interest rates. The estimation method is the Engém@er two step cointegration
procedure.

According to the results, the CPI is only relatedAlY+repo, foreign exchange
basket and auction interest rates. The strongkesioreship in both the short and
the long term is with the foreign exchange baskle¢ coefficients of M1Y+repo
and auction interest rates are very small. In otfwds, there are no close
relationships between the CPI and interest ratdsramey supply. In the short



term, the fastest correction of any deviation fithia long term trend is for auction
interest rates.

Core 1 is only related to M1Y+repo and the foreeghange basket. The long-
term relation with M1Y+repo is weaker than the antih CPIl. However, in the
short-term, the correction to long term trend igker. Although there is a long-
run relationship between core 1 and foreign exchdoagket, in the short run there
is no such relationship. In sum, excluding the geins, which are administered
and externally affected by the CPIl weakens thdiogiship between the foreign
exchange basket and money supply and completehk®iown the relationship
with interest rates.

Core 2 is only related to auction interest ratastae foreign exchange basket. The
relationship between core 2 and the foreign exchdmagket is stronger in both the
long and the short term. However, the influencthefauction interest rates on core
2 is weaker. Therefore, excluding the items thaateregidity results in a stronger
relationship with the foreign exchange basket buninates the relationship with
money supply.

Core 3 is related to all the variables that arateel to the CPI. M1Y+repo has a
stronger effect on core 3 in both the long andstiart-term. Morever, there is a
considerable increase in the impact of the forexghange basket on the new
index in terms of both higher coefficients and éastorrection to the long term
trend. Lastly, there is an improvment of the reladlap with the auction interest
rates. Hence, trimming improves the effects oftatke variables compared to the
original CPI.

HETERODOX STABILIZATION PROGRAMS

Chronic inflation experiences during the 1970s #880s showed the inefficiencies
of the stabilization programs in use, and thuddeithe search for new programs. In
these new policies, the emphasis is to break daeimflationary inertia, which

can be defined as the current inflation rate iatreh to past inflation rates.
Backward indexation of wages and prices weakengslagonship that inflation

has with money supply and fiscal policy. In sucheamironment, heterodox
policies put emphasis on income policies. Measfimesnproving public finance
are supported by these income policies and forexghange controls.



In 1998, a disinflation program, with special emgkann fiscal/budget policy, was
iImplemented. The ratio of primary surplus to the GiNRich had been 0.1 percent
in 1997, was realized as 4.6 percent in 1998 am®\RI inflation was reduced
from 91 percent to 54.3 percent. However, thisdalgicrease in inflation was
partly due to control of public price adjustmentsl @artly due to the reduction in
import prices, especially of petroleum. From thgibimg of the year, the private
sector did not believe that inflation could be stoMdown, thus did not change its
pricing behaviour. As a result, while the WPI itiftes was realized as 54.3 percent,
private sector inflation was realized as 60.1 parda contrast to 35.6 percent
public sector inflation. It is clear that in thesaince of public sector price controls,
which have an important impact on production caatsl, favorable external factors
such as the decline in petroleum prices, privatesericing behaviour would
have resulted in much higher inflation rates in8.98 the same manner, the
private sector did not apply the program to its dgtermination process and the
real labour cost in the private sector rose by pértent in 1998. This had an
inverse effect on employment in the manufacturiegiar in the second half of
1998.

Another important point in controlling inflation te break down price rigidities.
Backward indexation is most common in the houdreglth and education sectors
under the CPI. The sticky price structure of theseors is also the main reason for
the difference between the CPI and the WPI. Whiteannual increase in the WPI
was 69.7 percent in 1998, it was 86.8 percentfeiusing sector, 94.6 percent
for the education sector and 99.6 percent for gadth sector.

1998 experiences showed the need for more comm®iecstabilization programs
and the importance of private sector behaviouaddition, it is evident that in
order to break down the inflationary inertia, scmaeitional measures are required.



SECTORS
GENERAL
AGRICULTURE
Agriculture, Hunting
Forestry

Fishery Products
MINING

Coal Mining

Crude Petro. Nat. Gas

Metal Minerals
Non-Metal Mining
MANUFACTURING
Food

Textile

Clothing

Leather

Paper Products
Petroleum Products
Chemical Products
Plastic ve Rubber
Non-Metal Minerals
Metal Industry

Metal Products

Machinery-Equipment

Electrical Equipment

Vehicles

TABLE I1.5.5

SECTORAL PRICE INCREASES IN WP}

1997

81.8

86.9

90.2

52.4

47.8

76.2

76.6

67.7

88.8

83.6

80.6

86.6

49.9

73.2

81.1

58.0

93.8

78.7

68.3

87.1

88.3

73.6

71.8

67.6

72.2

(Annual Average Percentage Change)

TOTAL

1998

718

86.8

87.0

87.2

79.0

48.6

54.3

10.7

93.5

66.4

66.7

81.0

59.0

77.9

61.1

70.1

54.0

64.1

58.0

71.0

52.1

74.2

63.4

71.1

70.7

1999

53.1

41.8

42.0

411

36.8

62.4

48.4

124.3

58.2

38.2

57.2

47.3

43.1

64.3

39.8

50.8

101.1

57.8

53.5

53.4

46.3

475

49.9

56.3

48.4

1997

85.5

77.8

79.9

68.1

84.8

120.9

89.7

79.7

77.6

79.1

64.7

47.6

93.5

75.5

84.3

87.5

89.0

62.0

51.6

PUBLIC

1998

58.4

42.2

52.2

10.7

775

65.1

57.2

96.3

54.6

90.4

54.0

80.6

49.8

42.3

46.3

49.4

70.9

63.4

515

1999

70.3

49.3

124.9

69.2

42.7

72.8

43.3

38.8

45.7

13.0

56.1

100.2

52.2

441

49.0

8.3

43.7

36.9

1997

80.7

86.9

90.2

52.4

47.8

72.0

67.5

63.6

105.1

72.7

77.6

87.0

72.4

62.3

85.9

62.1

94.6

79.6

68.3

82.2

89.0

735

72.0

68.1

72.2

PRIVATE

1998

75.9

86.8

87.0

87.2

79.0

66.5

60.1

10.6

149.2

66.9

70.0

78.0

59.2

77.6

62.9

66.3

67.9

69.7

58.0

73.6

54.3

74.3

63.4

717

70.7

1999

48.1

41.8

42.0

41.1

36.8

43.9

45.9

1155

31.0

36.6

52.0

48.2

43.3

64.7

46.4

48.7

103.5

59.1

53.5

54.2

44.0

41.7

49.9

56.8

48.4



ENERGY 71.8
Electricity 68.8
Water 86.2

Source: State Institute of Statistics.

(1) Based on 1994 figures.
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69.6

81.2
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68.9
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47.3



WPI
Agriculture
Mining
Manufact.
Energy
CPI

Food
Clothing
Housing
Furnishings
Health

Transport.

Cultural Act.

Education

Hotel Serv.

Other

Source: State Institute of Statistics.

JAN

1998 1999

6.53.6

12946

1211

4131

9.34.7

7248

8.53.9

0.2-2.9

8.46.1

8.34.8

23.316.0

4168

6.08.4

0.10.2

7457

6.7 8.2

FEB

1998 1999

4634

8.6 3.9

0.85.2

3.03.0

4244

4432

5.83.1

-2.7-2.3

5344

3228

3.73.9

5535

6.34.4

0.10.1

5273

3.74.0

MAR

1998 1999

4.04.0

6.6 4.4

0513

2939

4445

434.1

47438

0.3-0.5

454.0

5.83.8

7493

4043

6.13.9

050.5

3854

465.2

TABLE I1.5.6

SECTORAL PRICE INCREASES IN WPI AND CPI

APR

1998 1999

4053

556.0

1.08.6

3449

4443

4.74.9

3654

14509.7

3453

3.83.8

3903

3.93.6

7534

0.30.0

7727

2717

(Monthly Percentage Change)

MAY

1998 1999

3332

25-04

3.710.4

3546

4446

3529

15-11

10.8 8.9

464.9

4732

3909

164.1

1.84.9

0.00.0

2545

2033

JUN

1998 1999

1618

-2.6-4.4

584.1

3244

4444

2433

-0.8-1.1

4.43.6

5.06.3

3.04.6

1214

3983

2528

0.10.1

5618

1616

JUL

1998 1999

2540

-0.1-2.6

2825

3.66.8

4543

3438

2017

-21-21

4450

5743

13.412.9

5.88.9

3.851

0.10.1

4334

2825

AUG

1998 1999

2433

0203

4493

3141

5.84.4

4.04.2

2414

-2.3-1.6

5.26.3

2628

9.87.0

2950

1.73.1

61.148.2

3.83.6

5218

SEP

1998 1999

5.35.9

8.36.3

4078

4257

3343

6.7 6.0

7458

9559

7.06.4

496.2

1203

3.359

8549

19.019.8

6.52.7

2344

OCT

1998 1999

4.14.7

7.05.6

5.0 6.6

2942

3253

6.16.3

6.77.0

13.811.5

6.67.1

3.03.1

0618

3549

1529

0.30.1

5544

2871

NOV

1998 1999

3441

4517

0929

3.04.9

3353

4342

4648

6.35.9

4.7 3.6

5139

4721

1.75.9

2917

0.10.0

4122

1845

DEC

1998 1999

256.8

2917

-0.19.0

23838

3244

3.359

2295

2627

526.1

3.13.0

0.20.3

3.66.8

1916

0.10.1

3.935

4643



FINANCIAL MARKETS

[11.1. THE BANKING SECTOR AND CREDIT POLICY
[11.1.1. The Central Bank of the Republic of Turkey

In line with the tight monetary policy of the CealtBank, no support credit was
extended in 1999 nor was any rediscount credinelde to the banking sector from the
discount window. The use of preferential loans motéel in previous years through the
rediscount window was continued within restrictieitis.

In order to support the development of the marettceptance loans, term receivables
of the exporting firms continued to be financedrbgiscount credit after the delivery of
goods and services. Either this credit was basezkpart bills backed up with loans or
acceptance loans including the payment guarantaevedl known foreign bank or it

was based on foreign currency bills, having notertban 120 days to maturity and are
backed up by irreversible letter of term creditdiwnally, with Central Bank decision
number 7825/17424 dated 19 August 1999, this taailas extended to include the
financing of exports before the delivery of goodsd aervices.

Developments in Central Bank Credit in 1999
Agricultural Loans

The 1998 year-end balance of the agricultural redistloans, which were used by the
T.C. Ziraat Bankasi under the limit restrictions thatl been introduced on September
15, 1996, amounted to TL 7.2 trillion and remainesighme in 1999.

The balance of the loans extended to sugar beetipeosi viesSekerbank for sugar beet

purchases, under the restrictions limits introdumedecember 19, 1991 and amounting
to TL 55 billion by the end of 1998, remained the 8am1999.

NEW DEVELOPMENTS IN CENTRAL BANKING



Recent years have witnessed many new developnrecghiral banking. The recent
developments comprise many different areas, inctudhanges in institutional as well
as legal framework. The new developments includé &asics as granting central banks
sufficient independence to implement monetary golNahin the market based rules,
introducing modern instruments and techniques &atpns in the foreign exchange
and national money market, improving the qualityilmdncial services by encouraging
prudent operations in the financial system, esthlrig a legal framework which permits
financial institutions to be monitored closely, ateleloping efficient accounting,
payment and clearing systems.

The main development in the implementation of mawygtalicy is the inclination of the
central banks to pursue policies targeting thaiith directly. Since the efficiency of
the policies targeting monetary aggregates deadesgaificantly during the financial
liberalization process, the industrial countriepanticular started to substitute inflation
targeting policies, which essentially require sbaonciliation, for the policies
targeting monetary aggregates.

Another notable development in central bankindpésttansition from national central
banking to international central banking, withie finamework of the European
economic and currency union. To centralize theinetary policies within the European
Union (EU) and harmonize their national policiése European countries organized the
European Central Bank (ECB). The ECB is mainly resipm$or the following duties:

Formulating and implementing the EU's monetaryqyoli

Ensuring circulation of the Euro, which has been ehass the common currency
unit,

Maintaining foreign currency operations,

Providing equilibrium in the EU's balance of paytsen

Protecting and managing the member countries'ialfiieserves.

Industrial Credits

The balance of the credit extended to the Halk Bainikameet the working capital needs
of artisans and craftsmen, which was TL 336.5 bilbgrthe end of 1998, increased to
TL 472.5 billion by the end of 1999. The nominal irage in these loans was 40.4
percent. The increase resulted from an exchangegl®between Halk Bankasi and the
Central Bank.

In accordance with the rediscount policy on acagggdoans, in 1999 the Central Bank
extended credit after the delivery of goods andises amounting to TL 11.4 trillion,



the face value of which was US $27.3 million. Adxtiglly, the volume of credit
extended by the Central Bank before the deliveryaaids and services amounted to TL
1 billion, the face value of which was US $2 mitliorThe balance of these loans was US
$7.1 million by the end of 1999.

[11.1.2. Banks

[11.1.2.A. Developments in the Consolidated Balanc&heet and Profit and Loss
Account of the Banking Sector.

a) Developments in the Consolidated Balance Sheet

The banking sector started 1999 with the take ottree financially weakened banks
(Interbank, Bank Ekspress, and Turk Ticaret Bankasithe Savings Deposit Insurance
Fund (SDIF). It was also a year in which the advemnsequences of the previous year's
developments became visible in banks balance sheets

Including the problem banks taken over by the 9Dlie total assets of the banking
sector grew by 96.3 percent in nominal and 25.6qdrin real terms by November
1999, with respect to November 1988, reaching TL §éadrillion. When the growth in
the total assets was analyzed in US dollar termestdtal assets of the sector, which had
been US $114.6 billion by November 1998, was oleskto have increased to US
$131.7 billion by November 1999, increasing by lgeécent in US dollar terms.

As the total assets of the sector continued to gnol®99, the ratio of the total assets of
the sector to the GNP reached 87.5 percent byntteequarter of 1998, and to 110.4
percent by the third quarter of 1999. It shoula dde considered that the decline in real
GNP significantly affected the increase in theaatfihe growth in the total assets of the
banking sector resulted mainly from growth in thasset items, which had significant
shares in the total assets. These items are thatescportfolio, the interest-and-income
accruals, and the “other assets” item.

The item total loans, including the problem banlks] the largest share in total asse ts
and declined in real terms by 0.8 percent by Novami999, with respect to November
1998. The decrease in the loan portfolio resultechfthe recording of the problem
banks' loans incorrectly as item overdue loansthedlecrease in the loan demand due
basically to the slow-down in economic growth. Ae toans portfolio got smaller in
1999, the share of total loans in the total asdsttined to 28.3 percent in November
1999, from its 1998 level of 35.8 percent. Whenltiams of the problem banks were
excluded, the total loans of the sector were olesktw increase by 1.4 percent in real
terms, with respect to the previous year.

As a result of the decrease in loan demand bydhgocate sector due to both the slow-
down in economic growth and higher real rates trgsts, the loan portfolio of the
sector decreased. The slow-down in economic grawil®99 caused the quality of the



loan portfolio to deteriorate and the risk of lamglio increase considerably. These
unfavorable developments led the banks to cut badkending and substitute the risk
free government securities for the loans in theitfplios. Therefore, the securities
portfolio grew considerably in real terms. By Noumn 1999, the securities portfolio
grew in real terms by 70 percent, with respeché&ogame month of the previous year,
and reached TL 12.2 quadrillion. As a result, theesbéthe securities portfolio in the
consolidated balance sheet total, which was 13&péin 1998, had risen to 18 percent
by November 1999.

The growth in the securities portfolio was due ballido the growth in the government
securities portfolio. As mentioned above, the iaseein the risk of lending operations
led the banks to place their available funds imteegnment securities. The increase in
the demand for bank funds by the government tonfieats increased expenditures was
another significant factor underlying the increasthe securities portfolio. The third
factor was the increase in total deposits and repwosit liabilities, against which banks
have to hold government securities to comply whth liquidity requirement. The total
deposits had increased by 28 percent by Novemi$8, ifith respect to the previous
November.

On the assets side of the consolidated balance, stmecrease in the required reserves
against deposits contributed to the growth of tiial tassets. An increase in the total
deposits by 28 percent in real terms forced th&demincrease their required reserve
holdings with the central bank to increase apprataty by the same amount. As a
result, required reserves against deposits inaddas@9 percent in real terms by
November 1999, with respect to the past year, @shiare in the balance sheet total
remained the same in 1999.

The effects of the adverse developments in inteynatimarkets observed in 1998, were
reflected in the banks' balance sheets in 1999 nidst significant effect was the
increase in net overdue loans. By November 19@9n#t overdue loans of the sector,
including the problem banks taken over by the Sh€reased by 152.7 percent in real
terms, with respect to the previous year, and ®adh. 1 quadrillion. Put differently,
the ratio of the net overdue loans to total loartsch was 2.1 percent in the previous
year had risen to 5.4 by November 1999. When th&dtaken over by the SDIF are
excluded, the total amount of the net overdue lagtéined to TL 692 trillion. The total
overdue loans of the banks, except those of thelgmobanks, was TL 1.1 quadrillion
by November 1999. These banks held a loan lossveesé TL 424 trillion against their
total overdue loans. Therefore, the net overduesloealized as TL 692 trillion.
Excluding the problem banks, the ratio of net overians to total loans declined from
5.4 percent to 3.6 percent.

During 1999, the incomes-and-accruals item recoedsidnificant increase, and
contributed to the increase in the total assetdudiing the problem banks, the share of
the incomes-and-accruals item in the balance sb&ggtrose from 10.2 percentin
November 1998 to 12.5 percent in November 1999NByember 1999, the increase in



this item was 54.6 percent in real terms, with eespo the same month of the previous
year. When the problem banks were excluded, tHeatsof increase in this item rose
to 67.5.

An underlying factor behind the increase in themes-and-accruals item was the
significant increase in the interest rediscountsutated for the loans and securities. The
increase in the loan interest rediscounts restdiggkly from the discounts incorrectly
made by some banks to their problem loans. Thabmge banks incorrectly recorded
their problem loans within the non-problem loaesnt and made rediscounts at very
high interest rates. This caused an increase itgheincomes-and-accruals. The second
factor underlying the increase in the item incorapd-accruals was the decline in
interest rates observed in the last few monthbB@f/ear. The decline in interest rates
increased the market value of both the securitbeggdio within the balance sheet and
the off-balance sheet securities used in repodcioss.

During the analysed period, the receivables iteamfbanks increased by 17.6 percent in
real terms. Despite this increase, the share sfiténn in the consolidated balance sheet
total did not change significantly and remainecuacb12 percent.

The other assets item, which has a significant shate consolidated balance sheet
total, increased by 22.3 percent in real termspideshe real significant increase in the
other assets, the share of this item in the balaheet total increased slightly from 13.6
percent in November 1998 to 13.3 percent in Noverhb@9.

Several developments were observed in the ligdslgide of the consolidated balance
sheet. The share of total deposits rose from 5&.dept in November 1998 to 59.2
percent in November 1999. Although the changeanstiare of total deposits in the
consolidated balance sheet total is negligiblectigge in its amount was substantial.
Between November 1998 and November 1999, thedefadsits increased by 27.9
percent in real terms. The main factors underlyimggincrease in the total deposits are
the following. Firstly, the average maturity of to@n portfolio remained longer than
that of the source of funds during the analyse@gdeil ogether with this, an increase in
overdue loans caused the liquidity needs of thioséx increase considerably.
Additionally, as the liquidity needs of the sedtmreased sharply, borrowing from
international financial markets was difficult duethe adverse borrowing terms.
Therefore, the banking sector increased its demamndeiposits to meet its liquidity
needs. The increased demand for deposits resaledignificant increase in nominal
interest rates on deposits. Combined with theseldpments, deceleration in the rate of
inflation during 1999 caused the real rates on diégpto remain at high positive levels.
For example, the real rate of return on Turkish éienominated three-month time
deposits, which has the highest share in total slespoemained around 26 percent
during the first eight months of 1999. Afterwarts real rate of return on three-month
deposits declined, due to the drop in nominal diépates, and remained around 18
percent.



Secondly, the real rate of return on the main déptisrnative, the repo transactions,
remained at the same level as the return on depdsits caused savers to remain
undecided between the deposits and repo transacamsequently, both the deposits
and the volume of repo transactions increased deradly. The total volume of the repo
transactions increased by 49 percent in real tbgni3ecember 1999, with respect to the
previous year. As a result of this increase, thie i the total volume of repo
transactions to total Turkish lira deposits incesbom 21 percent in December 1998 to
26 percent in December 1999.

The ratio of total loans to total deposits may besadered as a rough indicator of how
much of the total deposits collected by the bankiactor were lent out. This ratio
declined from 61.5 percent in November 1998 to #eérgent in November 1999.

The item payable to banks, which is the second $aiigeam on the liabilities side of the
consolidated balance sheet, increased significamtigal terms. By November 1999, the
item payable to banks increased by 34.6 percamtalhterms, with respect to November
1998, and the share of this item in the balancetdbéal rose slightly, from 17.5 percent
to 18.8 percent, during the same period.

By the end of November 1999, the share of the tattivorth of the banking sector in
the consolidated balance sheet total, includingptbblem banks, declined from 8.4
percent from 10 percent in November 1998. Wherpthblem banks were excluded, the
share of the total net worth rose from 8.4 pert@Bt4 percent.

The net open FX position of banks, which is congden the nominator of the legal
ratio of the net FX position to the capital basserfrom US $2.7 billion in December
1998 to US $3.2 hillion in November 1999. The toietl FX position of banks, which is
calculated as the difference between FX assettiahilities, rose from US $2.6 billion
in December 1998 to US $6.3 billion in Decembera 99

b) Developments in the Consolidated Profit and Los&ccount

Including the problem banks, the after-tax profithe sector increased by 19.5 percent
in nominal terms by September 1999, with respe8eptember 1998. However, the real
after-tax profit of the sector declined by 22.6qesit during the same period. When the
problem banks were excluded, the increase in thamad profit rises to 46.6 percent,
while the decrease in the real profits becomeséepé

The main components of the after-tax profit of teetgr are the interest incomes from
loans and the securities portfolios. Including pheblem banks, interest income from
both the loans and the securities portfolios hademsed by 12.9 percent and 33 percent
in real terms, respectively, by September 1999. kot the problem banks, the
interest income of the sector rose to 18.9 perardt36.6 percent in real terms,
respectively.



The increase in overdue loans caused the inter@shie from overdue loans to increase.
By September 1999, interest income from overduedpiacluding the problem banks,
had increased by 71.3 percent in real terms, \egpect to the same month of the
previous year. When the problem banks were excluttedannual rate of increase in the
real interest income from overdue loans decreas8&8.2 percent. Although the annual
rate of increase in the interest income from oveirdans is relatively high, its share in
the total interest income is negligible. The shdrhe interest income from overdue
loans in the total interest income rose slightbnir0.43 percent in September 1998 to
0.43 percent in September 1999.

As of September 1999, interest income from bank®wbserved to increase by 23.5
percent in real terms, with respect to Septemb@81&aching TL 1.1 quadrillion.

The other interest and quasi-interest income itarreased by 92.6 percent, with respect
to the previous year, reaching 31.4 percent ofdted interest incomes. TL 3.4
guadrillion of the other interest and quasi-intee®l income belongs to the public
sector banks, particularly to T.C. Ziraat Bankasil exdlicates the interest accruals on
the receivables of this bank from the Treasury. dih@ve-summarised developments
resulted in an increase in the total interest ineafthe sector by 37 percent in real
terms by September 1999.

As in the previous year, interests expenses pai@positors constituted the largest part
of the total interest expenses in 1999. Includiveggroblem banks, interest expenses
paid to depositors increased by 54.9 percent ineeas, with respect to the previous
year. If the problem banks are excluded, the anratalof increase in the interest
expenses paid to depositors rises to 56.7 perdanhcrease in the total deposits of the
sector, together with the high real increase irrétes of interest on deposits, determined
the large increase in this item.

A notable increase was observed in the interestresgs paid to banks item, which had
the second largest share in the total interestresgse As of September 1999, interest
expenses paid to banks increased by 47.4 percesdliterms, with respect to the past
year, reaching TL 1.9 quadrillion.

In addition to the developments summarised abdnebanking sector made a loan loss
provision amounting to TL 262 trillion for overduealus; and thus, the net interest
income of the sector after this provision realiaedL 3 619 trillion. This amount of net
interest income indicated a decline of 4 perceméal terms, with respect to the
previous year.

When the profits/loss situation of the various bgridups is analysed, it is observed that
the foreign banks and the investment and developb@arks were successful in
increasing their profits, while the public sectanks and private sector banks were not.
The foreign banks and investment and developmerkisianreased their after-tax
profits by 22.1 percent and 13.4 percent, respelgtiv



The public sector banks and the private sector bagdlised significant decreases in
their profits in 1999. By September 1999, the psadif the public sector banks
decreased by 82.4 percent in real terms, with mdpeSeptember 1998. Within the
same period, the after-tax profits of the privagetar banks decreased by 16.4 percent in
real terms. A detailed analysis of the public sebtmks indicates that the main reason
for the significant decrease in the profits of thénk group is the sharp increase in
interest expenses. Paralleling the high marketesbfihe public sector banks in total
deposits, interest expenses paid to depositorsased by 60.5 percent in real terms.
This higher increase in the interest expenses todgileps caused the net interest income
of the public sector banks, after the loan loswigions to decline by 33.4 percent in real
terms. The main factor determining the significaetréase in the profits of the private
sector banks was the increase in total interestresgs. Within the September 1998 to
September 1999 period, the total interest incontaeprivate sector banks increased by
29.8 percent in real terms, while the total inteeapenses of this bank group increased
by 50 percent in real terms during the same period.

c) Deposits

The total deposits of the banking sector, excludmegrbank deposits, had reached TL
40 quadrillion as of November 1999. This represantannual increase of 100 percent
in nominal and 28 percent in real terms. Compavdte previous year, the growth rate
of Turkish lira deposits did not change significgnti 1999.

All deposit types other than official deposits aeditificates of deposits increased in real
terms. Turkish lira deposits rose to TL 19.6 quadrillas of November 1998, with an
annual nominal increase of 99 percent and a ree¢ase of 27.3 percent. During the
same period, foreign exchange deposits rose to T @fadrillion, with an annual
nominal increase of 101 percent and a real increb28.6 percent. The growth rate of
foreign exchange deposits in terms of US dollaictvivas 16.4 percent in November
1998, accelerated to 23.5 percent during the samedpof 1999.

The breakdown of deposits by maturity reveals tloetfaat, when compared to the
previous year, the maturity structure changed naidbrin favor of longer terms in
1999. The share of demand deposits in total depagitich was 23 percent in
November 1998, declined to 16.6 percent in NoverB80. During the same period,
the share of one-month time deposits declined ft8rpercent to 15.1 percent, whereas
the share of three-month time deposits increased 85 to 36 percent. The most
significant rise was observed in six-month timeas, whose share in total deposits
increased from 15.6 percent to 22.2 percent. Thesifaone-year time deposits, on the
other hand, increased from 8.3 to 10.2 percenu(Eigjl.1.1). Consequently, the
average maturity of total deposits increased frazrp@rcent in November 1998 to 3.8
percent in November 1999.



FIGURE I1.1.1

BREAKDOWN OF DEPOSITS BY MATURITY
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The growth rates of Turkish lira deposits accordmtype are given below: As of
November 1999, savings deposits increased by Ed&nt, commercial deposits by
69.6 percent, official deposits by 97.5 percendl ater deposits by

87.5 percent in nominal terms with respect to treesmonth of 1998. Since certificates
of deposit were legally abandoned as of Januaiy, 3@96, the volume of certificates of
deposit decreased by 8.3 percent. As of Novembeighest increase in real terms was
realized in commercial deposits, which represenésthird of total deposits, with 36.7
percent. While the shares of savings and officggasits in total deposits increased in
1999, the shares of remaining deposit types detlifable 111.1.1).



TABLE Ill.1.1

THE SHARES OF DEPOSIT TYPES IN TOTAL DEPOSITS
PERCENTAGE SHARES

(Excluding Interbank Deposits)

Foreign Other
Exchange Deposits and
Deposits Certificates
Savings Commercial Official
Deposits Deposits
Deposits
1993 November 45.0 29.0 10.0 4.0 12.0
1994 November 52.1 29.4 8.3 2.7 7.5
1995 November 49.2 32.7 8.0 2.3 7.8
1996 November 50.2 317 7.2 35 7.4
1997 November 515 29.3 5.8 5.0 8.3
1998 November 49.1 314 7.6 2.9 8.9
1999 November 49.9 32.8 6.3 2.8 8.2

Source: Central Bank.

d) Credit

The total loans of the banking sector reached TL 4Q@adrillion as of November 1999,
with an annual nominal increase of 55 percente#l terms, on the other hand, the total
loans of the banking sector decreased by 0.8 peircéime same period. Since economic
activity slowed down in the second half of 1998 #meh the economy entered into a
recession in 1999 due to the drop in both domestitforeign demand, the supply and
demand of credit declined. Consequently, the loatteposit ratio, which shows the
amount of deposits channeled into credit, declioetl7.7 percent in November 1999.
These unfavorable developments were also effeatitiea decline of the loan to asset
ratio to 28.3 percent in November 1999 (Table I2)1.

TABLE 111.1.2

DEVELOPMENTS IN BANK LOANS



Loans Loans/Deposits Loans/Total Assets

(percentage increase) (percent) (percent)
1993 November 103.9 88.8 42.6
1994 November 61.2 56.7 354
1995 November 118.4 62.0 39.4
1996 November 129.6 61.5 41.8
1997 November 101.3 69.3 39.7
1998 November 74.1 61.5 35.8
1999 November 55.0 47.7 28.3

Source: Central Bank.

The share of private banks in the total loans obtimeking sector was 63.5 percent as of
November, while the share of public banks, develapinand investment banks, and
foreign banks was realized as 26.4 percent, 6 &epeand 3.6 percent, respectively
(Figure 111.1.2). In other words, there was no gigant change in the shares of these
bank groups’ in the loan market when comparedéqitievious year. The annual
nominal increase in private bank loans was 56.6grerin November 1999, whereas
those of public banks, development and investmank® and foreign banks were 46.6
percent, 82.8 percent, and 53.3 percent, respctivereal terms, these figures
correspond to a 0.2 percent increase for privatdand a 17 percent increase for
development and investment banks, but a 6.4 pedszméase for public banks and a 1.9
percent decrease for foreign banks.

FIGURE IIl.1.2
BREAKDOWN OF LOANS BY BANK GROUPS

(Percent)
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When the composition of loans is analyzed, it cawlbserved that there was no
significant change in the shares of foreign curydoans, expressed in Turkish lira
terms, in total loans in 1999 when compared tqotieeious year. The share of Turkish
lira loans was 51.7 percent in November, whereaisahforeign currency loans was
48.3 percent as of November. The annual nomina¢éase in foreign currency loans
amounted to 54.2 percent in November.

When the average maturity of loans is analyzad,abserved that the share of short-
term loans was 77 percent and that of medium teamd was 23 percent as of October
1999.

The share of export loans was 25 percent as of Noge999, whereas those of special
loans, fund loans, consumer loans and other lo&ns &4 percent, 8 percent, 3.8
percent and 39 percent, respectively.

As of September 1999, the distribution of totalhcasd non-cash loans according to
various sectors is as follows: 15.3 percent ofl fons was extended to the construction
sector, 15 percent to the textile and textile potslgector, 8.3 percent to the services of
wholesale and retail commercial motor vehicles lamasehold consumption goods, 7.8
percent to the financial intermediary services,pe&ent to the agricultural sector, and
4.6 percent to the basic metal products sectotatite sectors producing processed
materials.

[ll. 1.2.B Legal and Administrative Regulations
The 1999 regulations related to banking are sumedas follows:
a) Regulations on Liquidity Requirements

1) Paragraphs (a), (b), (d) and (e) of Communiga®6l1 on Liquidity Requirements,
which had been published in Official Gazette No@R{repeated issue) dated July 22,
1996, was amended by Communiqué No 99/1 on LiquRidgguirements published in
Official Gazette No. 23610 dated February 13, 199& new Communiqué allows
banks to meet 2 percent of liquid assets, which sheuld maintain for their
commitments in the form of bills at a ratio of Ggent for Turkish lira deposits and a
ratio of 3 percent for their commitments for foreigurrency deposits in the form of
bonds, from their Turkish lira and convertible figreexchange assets.

2) Paragraph (a) of Article 3 and the first claagarticle 7 of Communiqué No0.96/1 on
Liquidity Requirements, which had been publishe@fficial Gazette No. 22704
(repeated issue) dated July 22, 1996 was amend€dtmmnuniqué 99/2 published in



Official Gazette N0.23902 dated December 10, 19%¢h the new Communiqué, the
ratio of liquidity assets to be maintained for Tafklira deposits increased from 6
percent to 8 percent. The Communiqué stipulatddithad assets corresponding to the
additional 2 points will be maintained as Turkigia liree deposits with the Central
Bank. Moreover, the penalty rate to be appliedaiks that fail, partly or fully, to fulfill
their commitments for liquidity requirements wasedtmined as 1.5 times the maximum
interest rate, instead of 1.5 times the averagenay® interest rate realized at money
markets conducted with the Central Bank.

b) Regulations on Required Reserves

With Communiqué No0.99/1 published in Official Gaed{0.23902 dated December 10,
1999, some changes were introduced to paragrami fajicle 3 and the second clause
of Article 4 of Communiqué N0.96/1 on Required Rees, which had been published
in Official Gazette N0.22704 (repeated issue) ddtdg 22, 1996. Accordingly, the ratio
of required reserves for Turkish lira deposits waiced from 8 percent to 6 percent.
Moreover, the penalty rate applicable in the ewéminy failure to fulfill a commitment
for required reserves related to Turkish lira dggagas determined as 1.5 times the
maximum interest rate, instead of 1.5 times theageovernight interest rate recorded
in money markets conducted with the Central Bank.

¢) Regulations on Standard Ratio for Foreign Currery Net General
Position/Capital Base

Article 4 of Communiqué on Principles for Calcutetiand Application of Standard
Ratios for “Foreign Currency Net General Positiap@al Base”, which was published
in Official Gazette N0.23448 dated August 29, 1988s amended by Communiqué
published in Official Gazette N0.23777 dated Audust999. By a new Communiqué,
the “Standard Ratio for Foreign Currency Net Gelneosition/Capital Base”, which

was 30 percent, was reduced to a maximum of 2@peend banks were granted a two-
month transition period. Accordingly, the said @atias applied as 30 percent until
August 31, 1999 and as 25 percent between Augudid®P and September 29, 1999.

d) Regulations Related to Resource Utilization Suppt Fund

1) Pursuant to the amendments to Communiqué N@a&deto Decree N0.88/12944 by
Communiqué No.23 on the Resource Utilization Suppond published in Official
Gazette N0.23776 dated August 4, 1999,

- Clause (a) of the 1st paragraph of Article 2teglao “Fund Deductions” was amended.
Accordingly, the ratio of fund deduction for consemioans extended by banks and
finance corporations was reduced from 8 perceBtgercent. Thus, the distinction
between consumer loans and other types of loaes@at by banks was eliminated.



- The clause amended to the 5th paragraph of ARieldows that the fund deductions
for special permission import transactions, whigh@nducted in accordance with
Article 77/2 of Customs Law No0.1615, may be depdsitetween the actual date of
import and the registration date of the bill ofrgnt

- Clause (22) amended to Article 3 concerning “loBrempt From Fund Deductions”
provides that agricultural loans up to TL 2 billioxtended by any finance corporation to
farmers who are members of the agricultural codpemwere also exempted from fund
deductions.

2) Provisional Article 3, amended to Communiguéa\telated to Decree N0.88/12944
amended by Communiqué No.24, was published in @fféazette N0.23866 dated
November 4, 1999 and became effective on the satee The new Article states that
persons and establishments who have been graf@ettiicate of Earthquake
Damage” verifying that their production plants hawfered damage due to the
earthquake recorded in Sakarya, Kocaeli, Yalovas&uBolu andstanbul on August
17, 1999, will be exempt from fund deductions rdtio their import transactions in the
nature of an acceptance letter of credit, paymemadivery and deferred-payment letter
of credit conducted between August 17, 1999 andeRwer 4, 1999, the publication
date of the Communiqué, or to be conducted withimofiths of that date provided that
the said persons and establishments have a caifiranted by the related Commerce
Chambers, Industry Chambers or, Industry and Comen@hambers to verify that the
imported raw materials and intermediary goods aessary for production or the
imported machinery and equipment will replace thob&eh were damaged by the
earthquake.

e) Regulations Related to Special Finance Institutis

The 8th Central Bank Communiqué Concerning Speamarfee Institutions published
in Official Gazette N0.23610 dated February 13,918%ised the 3rd paragraph of
Article 11, entitled “Commitments for Legal ReservRatio and Term for Establishing
Required Liquidity”. The new Communiqué allows legederves to be held against
Euro current and participation accounts. Accordintig required liquidity for US
dollar and Swiss franc accounts, as shown in theired liquidity tables dated February
19, 1999, will be held in terms of their own foneigurrency. However, for Euro,
German mark, French franc, Dutch florin, Australuilling, Italian lira, Belgium franc,
Finnish markka, Spanish peseta, Portuguese eskrigtioljira and Luxembourg franc
accounts, this amount will be held in terms of Eut@srman marks, French francs or
Netherlands guilders. The required liquidity forathoreign currency accounts will be
in terms of US dollars.

The Council of Ministers Decree N0.99/13621 publishreOfficial Gazette N0.23903
dated December 11, 1999, amended paragraphs (¢dpatiArticle 2 of the December



16, 1983 amendment to Communiqué No0.83/7506 ofBsikablishment of Special
Finance Institutions” governing the definitionsaoirrent and participation accounts. The
new regulation eliminated the obligation for contsa Instead, pass-books bearing the
names of the account holders will be provided.

f) Regulations on Foreign Currency Transfers

The ratios for required foreign currency and foreegohange transfers and sales were
specified as “0 percent” for June, July, Auguspt8mber, October, November and
December of 1998 and January of 1999 in sectictiRBguired Foreign Currency and
Foreign Exchange Transfers and Sales”, of the skev@mapter “Managing Foreign
Currency Position and Providing Information” in @@hBank Circular No.I-M. This
circular, which was published within the scope ecBee No0.32, concerns the
“Protection of Value of Turkish lira”. The ratiosrfransfers and sales realized in
February and March of 1999 were fixed at O perasntell, pursuant to Central Bank
Circular No.99/1 published in Official Gazette N8638 dated January 14, 1999.

Due to the fact that the Central Bank was ableifbicgently meet its foreign currency
requirement via transactions conducted in interbaakkets, it was deemed more
appropriate to lift obligation for required foreigarrency and foreign exchange
transfers and sales with an amendment to the detattiele of Circular No.I-M, rather
than with a provisional article. Consequently, sketion entitled “D-Required Foreign
Currency and Foreign Exchange Transfers and Salelsidied in the chapter on the
“Managing Foreign Currency Position and Providintptmation” was revised by
Central Bank Circular N0.99/2 published in Officiahazette N0.23650 dated March 25,
1999 and the ratio for foreign currency and foreagohange transfers and sales was
fixed at “O percent” to become effective as of Afri1999.

g) Regulations on Classification of Bank Loans an@®ther Claims and Reserves to
be Held

With “Decree Related to Principles and ProcedureBetermining the Qualifications of
Bank Loans with Required Reserves and Other Clamisa Reserves to be Held”,
published in Official Gazette N0.23913 (repeatetié dated December 21, 1999, it
was decided that bank loans and other claims woelldassified under 5 groups
(standard loans and other receivables, loans dredt c#ceivables being closely pursued,
loans and other receivables with limited poterdfaiecovery, doubtful loans and
receivables, loans and receivables which are ceraidosses) according to their risk
status. Moreover, general reserves would be heldéms in the 1st and 2nd groups as
before, while loans in the 3rd, 4th and 5th growpsld be subject to specific reserves.
The said Decree would be applicable to loans whietevextended or whose maturity
dates were renewed as of January 1, 2000. Loaesded before this date would be
subject to “Decree on Accounting Evaluation of Bawlans in Compliance with their
Qualifications and Loan Reserves” N0.97/10497 d&xedember 30, 1997 and to the



provisions of the communiqué related to the Decndch was repealed by the new
Decree.

h) Regulations on Calculation of Capital Adequacy bBanks

With “Communiqué Related to Principles and Procedun Calculation and Evaluation
of Capital Adequacy of Banks on the Basis of Cadstéd Financial Tables”, which
was published in Official Gazette N0.23913 (repeadsue) dated December 21, 1999,
the principles and procedures concerning the caiom and settlement of the Sandard
Ratio for “Capital Base/risk-Weighted Assets, Noas@ Loans and Liabilities” dated
June 30, 1998.

1) Amendments to the Banks Act

With Banks Act N0.4389, published in Official GareelNo. 23734 dated June 23, 1999,
Banks Act N0.3182 was repealed.

1) The new Act governs the principles on incorporgtmanagement, transactions,
transfer, merger, liquidation and auditing of barkdditionally, a Banking Regulation
and Auditing Institution, with the status of a pal@ntity with administrative and
financial autonomy, would be established in ordegrisure the enforcement of the
Banks Act and other relevant acts, to supervisecandlude such enforcement, to
ensure that savings are protected, and to carrgtbat activities or to exercise its power
as defined in this Act by also issuing regulatiamin the limit of power granted by

this Act.

2) With an amendment to Act by Law N0.4491, whicls\ywablished in the Official
Gazette dated December 19, 1999 and became effextithe same date, powers - such
as permission for the incorporation, merger andidigtion of banks, licensing to carry
out banking operations and accept deposits, theceton of a license to carry out
banking transactions and accept deposits, therdetation of loans subject to reserves
to be assumed by Council of Ministers - were tramsfl to the Banking Regulation and
Auditing Board, the decision-making organ of BamkRegulation and Auditing
Institution. Moreover, amendments to Article 14l Banks Act related to measures to
be taken against banks that carry out operatioamsigjaws and rules and/or whose
financial structures are weakening would allowttia@sfer of such banks to the Fund in
order to ensure their rehabilitation. Article 17tlos Act was also revised imposing
personal liabilities on executives, managers aagestolders of banks who led to the
enforcement of Article 14.

3) With the 6th paragraph amended to Article 28.cfN0.4389, pursuant to Article 11
of Act N0.4491, special finance institutions wengb®died in the Banks Act. Moreover,
Article 17 of this Act repealed Council of MinisseDecree N0.83/7506 related to
Establishment of Special Finance Institutions ad asshny and all legislation
concerning this Decree.



According to Provisional Article No.3 of Act No.449

Special finance institutions operating on the dfiecdate of this Act shall adapt their
current structures to the provisions of Articles Nand 9 of Banks Act N0.4389 within
two years. Special finance institutions that faihtake such adaptation within the
determined period will be liguidated pursuant te ¢feneral provisions.

[11.1.2.C. Special Finance Institutions

The Special Finance Institutions (SFIs) were finsitaduced into the Turkish financial
system in 1985, and the total number of thesetutgins reached 6 by November 1999.
The total number of branches, and employees of e &e 121 and 2611 respectively.

The balance sheet total of the SFIs, which was TL28#illion in November 1998, had
risen to TL 1 595 trillion in November 1999, increagby 89.7 percent in nominal and
21.3 percent in real terms. The relative size of§R&s in the financial system, which is
measured by the ratio of the total assets of tHe ®Rhe total assets of the banking
sector, remained around 2.2 percent.

As of November 1999, the total net worth of thesS&hounted to TL 89 trillion, and
their share in the balance sheet total becamegsa@pt. The composition of the total net
worth was as follows: paid up capital constitut@d74percent (TL 38 trillion), the
revaluation fund which was composed mostly of theatuation of fixed assets leased
through financial leasing agreements constitute@ pdrcent (TL 30.8 trillion), legal
reserves constituted 9 percent, and the profitsttated the 14.7 percent. As of
November 1999, paid up capital increased by 56:éep¢ in nominal terms and rose
from TL 24.3 trillion to TL 38 trillion, with respecbtNovember 1998.

The SFlis placed 88 percent of their total accumdlatads of TL 1.3 quadrillion into
investments. During the same period, Turkish livd BEX denominated funds constituted
12 percent and 88 percent of the total accumulateds, respectively. The SFls placed
69 percent of the total accumulated funds in thmfof FX assets and the remaining 31
percent as Turkish lira assets.

As of November 1999, overdue receivables of thes $téreased by 132.8 percent in
nominal and 48.9 percent in real terms, reaching 8.R #illion. The SFIs made a loan
loss reserve of Tl 30.8 trillion. This amounted top@&B8cent of the total overdue
receivables. The net overdue receivables, whictuaited to TL 17.9 trillion by
November 1999, constituted 1.5 percent of the fatads placed by the SFls.

Ligquid assets comprising cash assets, receivaldasiianks, and a securities portfolio
amounted to TL 147.9 trillion by November 1999 andstituted 9.2 percent of the total
assets of the SFls.



As of November 1999, the after-tax profits of tHdsSreached TL 13.2 trillion,
increasing by 38 percent in nominal terms with eespo the same month of the
previous year. Despite this increase, the afteptafit of the sector decreased by 11.6
percent in real terms.

The analyses of the developments in the FX positfdhe SFIs indicates that the SFIs
operated with a closed or negligible open positiRX until 1997. After 1997, the open
FX position of these institutions were observedrmw considerably. Consequently, the
open FX position of the SFIs rose from TL 13 trillimmNovember 1998 to TL 91

trillion in November 1999.

THE BANKING REGULATION AND SUPERVISION AGENCY

In the aftermath of the Asian financial crisis,wgeregarding the need to increase
efficiency in the supervision of banks became paipui the international arena. In line
with this development, attempts to increase efficyein banking supervision and
harmonization of the rules set by the Bank forriméional Settlements (BIS) gained
importance in Turkey. The new Banks Act No. 4389 passed by the Parliament on
June 18, 1999. With this new Banks Act, the offibiadies presently responsible for
supervision, regulation, and the guarantee ofriterests of depositors are combined in a
single administratively and financially autonomaumst called “The Banking Regulation
And Supervision Agency”. With the latest changéh@ new Banks Act made by law no.
4491 on December 19, 1999, the authority limitthefAgency were further expanded.
The Agency administrative board will be composedefen members, who will be
appointed by the board of ministries from amongdéuedidates recommended by the
minister for economic affairs. The Board is respblesior the following duties:

Implementing the Banks Act, and determininig theditions for the
establishment and liquidation of banks.

Supervising the banking sector,

Guaranteeing the savings of depositors.

With the establishment of this Board, problemsimagisrom the absence of an
autonomous body in the financial markets, wherestiggments occur at a fast
pace, are expected to disappear. Expected beaokéitsautonomous supervisory
unit for the banking sector are as follows:

The problems arising from the conflict of authomatyong various government
bodies can be minimized,
The supervisory unit can quickly intervene durirgyatemic financial crisis,



The flow of information between supervisory and depasurance bodies can be
improved. In this way, the risks taken by banks lsamore easily monitored.

The expansion of the responsibility of the Agencguch a way as to cover all the
financial institutions in the system may be moredieial.

[11.2. CENTRAL BANK TRANSACTIONS

Following the Russian Crisis in 1998, internatioimaestors lost their confidence in
developing markets, resulting in the capital outBan these countries. Economic
policies had to be formed in accordance with tlteseslopments since they also affected
the Turkish economy. Within this framework, the getbalf of 1998 can be described
as having liquidity needs and high levels of ind¢rates resulting from rapid capital
outflow, difficulty in foreign borrowing and domésborrowing at higher costs. This
picture led the Central Bank to revise the targetermined by the Staff Monitoring
Program (SMP) signed with the IMF and resulted small bias in the inflation target
for the end of year. This flexibility in the monstgolicy and strong foreign exchange
reserves caused the effects of the crises on moaekets to be slight and temporary.
Thus, these effects gradually decreased towardsnthef the year and left the floor to
positive economic and political expectations.

The economic recession process triggered by théatapitflows in the second half of
1998 increased the fiscal pressures on the finesystem. This situation required the
Central Bank to be conservative due to the uncdytareated by the general elections
although there were capital inflows and optimistkpectations as of the beginning of
1999. Interest rates remained high in the first foonths of the year although they
showed a declining trend.

Especially in the June-July period, after the etexdj the optimistic expectations of the
economic agents increased. At first, this was oleskas a decrease in the interest rates,
which lasted until the end of year with some cyallituctuations (Table 111.2.1.).
Decelarating inflationary expectations and the @émank’s quotations’ in the

interbank money market have supported this tranddHition, it was observed that the
banks tended to sell foreign exchange to the Cldd#nak intensively due to capital
inflows.

The Treasury’s domestic borrowing strategy in acaoce with its announced program
and success in foreign borrowing also contributetthis positive environment. In order
to protect investors against risks and lengtheruntegs, new borrowing instruments,
such as bonds with fixed coupon payments and figafite notes, were observed among



the positive factors contributing to confidencehia economy. On the other hand, some
developments occurring during the year retardesittend and caused fluctuations.

January

February

March

April

May

June

July

August

September

October

November

December

TABLE [l1.2.1
INTEREST RATES

(Average Weighted Compounded)

ISE Bond ISE Repo-Reverse

moal e ek oy
OMO (repo)

126.17 131.64 128.01 162.22 119.89
121.09 125.75 125.24 131.70 116.62
102.11 125.32 103.41 139.41 114.34
97.20 134.72 99.60 145.23 115.71
96.73 136.04 97.57 142.64 115.71
107.34 128.37 109.71 141.79 115.61
96.78 104.45 94.07 113.49 103.30
99.31 107.38 96.96 111.55 103.46
96.36 103.61 98.66 107.30 96.30
93.24 109.36 100.55 109.78 100.22
78.68 106.32 93.32 109.18 100.92
60.30 162.38 - 147.08 101.18

Source: Central Bank.

(1) Auctions with fixed coupon , floating rate aindexed to CPI are not included.

The liquidity squeeze that started with the Russia@is continued during 1999, and the
total reserves of the markets showed negative Siglary and tax payments, the
Treasury’s borrowing more than maturing amounts|ithedity demand before the
religious holidays and the Central Bank’s fundimdpolw the returns also supported the
liquidity squeeze. Furthermore, the crisis in Braad the downgrading of the Turkish
economy by an international rating agency in Januarcertainty resulting from general
elections in April, the Marmara earthquake in Augasad the capital outflow resulting



from worries about the Y2K problem towards the efhgear (in November and
December), exacerbated the liquidity squeeze.

In addition to the fact that five banks were transfd to the Savings Deposit Insurance
Fund in December and the banking system’s forexghange and currency demand to
decrease their open positions were among the factotributing to the liquidity
squeeze. During the periods mentioned above, the@d&ank realized the most
intensive interventions in the foreign exchangekatr and a high and volatile trend was
observed in interest rates. As a result, invegieterred to act reserved although they
had optimistic expectations during the year. Duexjpectations concerning an
agreement to be signed with IMF, which could afteetmacro balances positively
especially in the second half of the year, interatgs decreased gradually until
November and then sharply in the last two monthth®fyear, which was observable
from interest rates in bonds and bills markethiaISE. Except for some short term
fluctuations during the year, stability in finaniamarkets and political structure after the
elections brought about a relative increase inilgtalm the bonds and bills market.
However, especially due to the liquidity squeeke,rhargin between interest rates in
repo-reverse repo market and the bonds and billkenevidened in the secondary
market.

For the liquidity squeeze, the Central Bank supbliarkish lira to the markets via open
market operations and transactions in the interibamkey market. The government
securities interest rates in the secondary madwamed within the interval of Central
Bank’s bid-offer quotations in the interbank momegrket until the last three months of
the year. In the last quarter of the year, howaherdecrease in expectations concerning
inflation in 2000 caused the interest rates of gowvent securities in the secondary
market to drop considerably below the short tertergst rates.

Although the rates in the Repo—-reverse repo maekehined above the official corridor,
interest rates did not stay above the open mapattions (OMO) interest rates. The
positive environment in the markets resulting frib@ monetary program for 2000
announced in December caused the bond and billetsaikterest rates drop sharply
below the corridor. The behavior of the interes¢san the last two days of the year,
when interest rates rose sharply due to the ligustjueeze resulting from the year-end
syndrome, did not reflect the general trend (Grélph1).

FIGURE Ill.2.1
INTEREST RATES

(Weighted Average Compound)



200.00

120.00
160.00
140.00
120.00 i
100.00 4

E0.00 4

G0.00

40.00

pelete]
pelete]

1422
208,
2023
30
3
FEEY
4
A7
&
6417
702
744,
8118,
a3,
920,
0405,
020
1405
1422
207
2122

| 5E Bonds and Bills harket (Al maturities)

—— | 5E Repo-Rewverse Repo et (00N

e QD (REp Auctions?)

e it erbankc hdoney harcet OfM Quotation Limit (Lower bound)
Interbank hdoney hdariet OFM Quotation Limit (Upper bound)

In recent years, the Central Bank has been implentea policy which includes a
foreign exchange policy consistent with inflatiamdcasts and puts limitations on the
growth of some balance sheet items. Within thisweaork, the Bank aimed to sustain
stability in the economy on the one hand and eatdyalance on the other.

In 1998, the Central Bank declared that it woulglement a policy targeting the net
domestic assets item in its balance sheet witl@rctmtext of the SMP signed with the
IMF. This policy has continued in 1999. Accordingllge net domestic assets item was
targeted as TL 800-900 trillion on the average foril&p9™, TL 100 trillion for the end

of June, minus TL 1000 trillion for the end of Sepbemand minus TL 1100 trillion for
the end of year. However, some deviations in theggets happened in the Central
Bank’s favor following the decrease in the bankisding via OMO due to intensive
capital inflows in the first half of the year. Nedmestic assets realized at minus TL 369
and minus 899 trillion for April and June, respeely. In December, monetary and
foreign exchange policy was rearranged with thedstay agreement signed with the
IMF. Accordingly, a new policy was determined, lhpeedominantly on pre-
announced foreign exchange rates to create baseymoreturn for net foreign assets.
In this policy, OMO, interbank money markets trarigms, required reserves and
foreign exchange interventions would still be uaednstruments while transactions in
Turkish lira would be used to decrease the fluobimatin net domestic assets but not for
sterilization. The ceiling on net domestic assatgdt was changed to TL 1200 trillion.
Thus, the average of the net domestic assets, whagiing to be calculated by using



current exchange rates on Decembdt 10999 and on January™®02000 was used as
performance criteria for December’311999.

[11.2.1.0pen Market Operations

At the end of 1999, the value of securities in@40O portfolio was TL 916,7 trillion,
measured at purchase prices. In 1999, like in ptsvyears, open market operations
were used together with the foreign exchange mank@tthe interbank money market to
determine the liquidity in the economy in line witte monetary program in effect and
to maintain stability in the markets.

During 1999, the net total amount injected via opeket operations was TL 122,5
trillion. Analyzed on a monthly basis, it was ohast that the Central Bank absorbed
liquidity in the first half of the year while in ¢hsecond half, except September, it
injected liquidity into the markets via open mar&perations. In the first half of the
year, funding via open market operations remaireavibthe returns due to capital
inflow. In other words, the markets met their lidity needs by selling foreign exchange
to the Central Bank with expectations of a low degaton pace parallel to decreasing
inflation expectations. The Central Bank mainly eyeghin repo operations with one-
week maturity auctions through its own window. Reearepo transactions were
realized in low amounts in the ISE, especially & $lecond half of the year, in order to
prevent a sharp drop in overnight interest ratebl€rtl.2.2).

TABLE 111.2.2

OPEN MARKET OPERATIONS

Direct Direct Reverse Reverse Repo Net
Purchase  Sale (2) Repo (3) Repo Return (6) Effect
(€] Return (4) ®0
Repo (5) CBRT (7)

January 137.8 0.8 0 0 3,399.0 3,993.9 0 -457.9
February 2.4 58.7 0 0 3,825.2 3,973.6 57.8 -147.0
March 0 51.5 0 0 2,940.3 3,002.7 35.8 -78.1
April 17.0 50.1 0 0 3,007.9 3,529.0 26.2 -528.1
May 0 46.7 0 0 1,860.1 1,926.5 16.3 -96.8
June 34 28.8 0.1 0.1 2,342.9 2,337.9 0 -204
July 50.2 59 21.0 21.1 1,933.2 1,935.5 0 421
August 31.1 13.3 2.0 2.0 3,491.5 2,923.2 0 586.1
September 39.7 61.3 143.6 143.9 3,335.6 3,930.3 41.3 -574.8
October 0.3 0 15 0 3,474.8 3,204.1 0 269.5



November 42.9 25 0 15 6,213.0 5,451.9 0 803.0
December 68.3 0 0.0 0 7,435.7 7,286.2 107.1 324.9

Total 392.9 319.6 168.2 168.6 43,259.2 43,494.9 284.4 122.5

Sorce: Central Bank.

(M @=1)-)-B)+@)+(5)-6)+ (7).

As a result, in the balance sheet, OMO stock inolythterbank money markets
transactions reached TL 2407 trillion at the end9§9, up from TL 1831 trillion at the
end of 1998. In other words, the debt of the sydtethe Central Bank increased by
approximately 32 percent. OMO interest rates chamgeording to liquidity
requirements in the markets and increased shappecially before the elections in
April and at the end of the year due to liquiditpueeze and arrangement of foreign
exchange positions although there was a downweandl tthroughout most of the year
(Table 111.2.1).
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(1) According to the pre-determined limits of the indiwidual banks

(2) Includes governmert secusities in terms of F, indsx ed to FX and other types of sesurities
(3 Mostly 1 week (rarely 2 weeks) and rarely O/ maturity, affer June 1998 CBRT used O/ transactions orly in extraordinary situations such as during the Russian crisis in Augnst

(4) Mostly O/N, T and T/W transactions are realized among the maturities which are O/N, T/N, T/W, 2W, ZHL 3W, 1M, 2M and 3M.

(5) 2 week depositfacility with an auction technique such as duing Jure-July 1998 period
(6) Aceording to the ligsidity condition of the market, CBRT can engage a repo operation or zeverse repo operation but not on every business day.

(F) After June 1998, CERT has been engaging repo operations in the [SE repo-reverse repo market if necessary.

THE MONETARY CALENDAR AND IMPORTANT DEVELOPMENTS
AFFECTING THE MARKETS

January 1°': Euro, European Currency Unit, was introduced.

January 4" : CBRT announced that the foreign exchange baskebaibbserved as
US$ 1 + EURO 0,77.



January 5" : The Treasury started to issue 2-year governmerntdswith quarterly
fixed coupon payments.

January 8" : Interbank (a private commercial bank) was tramsteto the Savings
Deposit Insurance Fund.

January 13" : Crisis in Brazil.
January 22" : S&P changed Turkey’s rating from positive to staéiry.
February 12" : CBRT changed the liquidity ratios.

March 5": CBRT decreased the upper limit of quotations iniriterbank money
markets by 2 points from 79 percent to 77 percent.

March 24™ : The banks’ credit limits from the CBRT in the iriiank money market
were increased.

April 18™: General elections.
June 9" : The 57" Government won the vote of confidence.
June 23° : Banking Law No. 4389 was published in the Officazette.

July 5™ : CBRT decreased the upper limit of its quotatiothiminterbank money
markets by 3 points. Overnight quotations wererdateed as 46 and 74 percent.

July 5™ : CBRT introduced “overdraft facility” as a new ingtnent.

July 27" : Treasury started to issue 3-year floating rate gowent notes with quarterly
coupon payments.

August 11" : CBRT introduced “Forward Transaction Limit” as a nestrument.

August 13" : The amendment to the constitution concerningritermational arbitration
law was approved in the Parliament.

August 14" : The change in the tax law was published in OffiGiazette. The
definition of income was changed and the Finanldidennium was delayed to 2002.

August 17" : The Marmara earthquake.
September ': The withholding tax rate on Turkish lira depositsl the witholding tax

rate on interest revenue from repo transactiong wereased to 13 and 12 percent,
respectively.



September &' : CBRT decreased the upper limit of its quotationthainterbank
money markets by 4 points. Overnight quotationsavastermined as 55 and 70 percent.

September &' : The Social Security Law was approved in the Parlimen
September 28' : Turkey was admitted to G-20.

November 26" : A 4 to 19 percent interest tax deduction on irgerevenue from
government securities was put into effect withghpplementary tax law. This caused a
sharp increase in the bonds and bills market isteedes for a short period of time.

December ¢' : CBRT announced the 3-year monetary and foreignamge program to
start in 2000.

December 18 : CBRT changed the reserve requirements and thaliiguatios.
December 17" : Banking Law No: 4491 was put into effect.

December 18 : The law changing the Capital Market Board Law waislished in the
Official Gazette.

December 22% : Yurtbank, Egebank, Stimerbank, Yasarbank and Eslvarg
transferred to the Savings Deposit Insurance Fund.

[11.2.2. Interbank Money Market Transactions

The number of banks in the interbank money mark&®B0 reached 82 with the
participation of eight new banks and the withdraafabne bank. The total transaction
volume was realized as TL 58.2 quadrillion, 98.5 petof which was composed of
overnight transactions, 1 percent of which was amsed of T/N transactions (next day
value; one-day maturity), 0.3 percent of which wamposed of one-month maturity
(Table.ll1.2.3).



TABLE [11.2.3

INTERBANK MONEY MARKETSY

Total OIN OIN T/N T/N 1 1
Transaction Total Average Total Average MONTH MONTH
Volume Transaction Interest Rate Transaction Interest Total Average
(Trillion TL) Volume (Simple) Volume Rate T otal Interest
(Trillion TL) 2 (Simple) ransaction Rate
(Trillion TL) Volume (Simple)
(Trillion TL)
January 3,042.2 2,948.0 78.88 73.0 79.00
February 2,784.8 2,744.3 77.38 40.4 78.88
March 3,259.3 3,151.3 76.32 96.0 76.94
April 7,211.5 7,101.4 76.96 110.1 76.98
May 7,309.9 7,217.8 76.96 92.1 76.95
June 6,522.5 6,390.9 76.91 119.6 76.99
July 3,788.9 3,761.4 71.02 275 75.33
August 3,383.2 3,364.2 71.10 2.3 73.72 10.0 72.94
September 3,751.0 3,716.3 67.51 0.2 70.00 34.5 71.92
October 3,600.8 3,562.0 69.49 - - 26.3 73.05
November 4,566.8 4,524.8 69.84 - - 39.0 72.80
December 8,996.2 8,840.3 69.97 26.3 69.93 76.2 70.00

Source: Central Bank.

(1) Transaction volume is one-sided.

The Central Bank was a net seller in the interbaokay market during the year.

Turkish lira injected by the Central Bank througts titmarket (mostly overnight) showed
a significant leap especially in April, May and @edber. The increase in the banks’
credit limit from the Central Bank to be used ie thterbank money markets as of

24™ March and the relative decrease in the cost abladng from this market were the
fundamental reasons for this jump. The reasorh@iricrease in December, on the other
hand, was the liquidity squeeze at the end of {Eable 111.2.4).



TABLO Ill.2.4

CENTRAL BANK’S TRANSACTIONS IN THE INTERBANK MONEYMARKETS

(TL trillion)
O/NPurchaseAvr. OINSelling
Int. Rate Avr. Int.
(Simple) Rat
OIN OINSelling e TIN Total Net
(Simple) Purchas@
Amount O/N Net
Purchase 1)
Net Purchase
Amount
January - - 1,979.8 79.00 -1,979.8 -73.0 -2,071.2
February 29.9 46.00 1,379.9 79.00 -1,350.0 -23.7 -1,373.8
March 10.4 46.00 1,852.9 77.28 -1,842.6 -57.4 -1,912.0
April - - 6,175.6 77.00 -6,175.6 -103.0 -6,278.6
May - - 6,224.2 77.00 -6,224.2 -74.0 -6,298.2
June - - 4,723.2 77.00 -4,723.2 -114.5 -4,849.7
July 411 46.00 1,085.5 74.39 -1,044.4 -15.0 -1,059.4
August 33.8 48.04 1,254.6 74.00 -1,220.9 -0.5 -1,221.3
September 122.7 52.61 1,347.4 70.39 -1,224.7 -0.2 -1,224.9
October 26.0 55.00 1,673.1 70.00 -1,647.1 - -1,647.1
November - - 2,899.7 70.00 -2,899.7 - -2,899.7
December 0.5 55.00 7,995.4 70.00 -7,995.0 -19.3 -8,057.6
TOTAL 264.3 38,591.3 - -480.5 -38,893.4
38,327.1
AVERAGE 49.81 74.59

Source: Central Bank.

(1) Net purchases are calculated by subtractired $aies from total purchases. Negative valuesateithat sales are greater than purchases.

(2) These figures include other transactions abaseD/N, T/N and 1 month transactions.

During 1999, the Central Bank changed its quotatiarthe interbank monawgarket
three times: in March, July and September. The Bamled at supporting the downward
trend in interest rates by decreasing the uppet cifiquotations by 2 and 3 points in
March and July, respectively. In addition, rapigita inflow and the increase in net
foreign assets that were observed, especiallylyn dffiected the decision to lower the



upper limit. The lower limit for quotations was raisby 9 points while the upper limit
was lowered by 4 points in September. Thus, thear@eBank continued to support the
downward trend in interest rates by lowering thpardimit. By raising the lower limit,
the Central Bank aimed at narrowing the margin betwthe two rates and hindering the
demand for foreign exchange that might occur ire @dsexcess increase in liquidity. As
a result, the average overnight interest ratezedlin the interbank money market
exhibited a stable downward trend during the year.

TABLO I111.2.5

CENTRAL BANK QUOTATIONS IN THE INTERBANK MONEY MARKETS

(Percent)
OIN OIN OIN OIN
Bid Bid Offer Offer
Simple Compound Simple Compound
August 28' 1998- March % 1999 46.00 58.36 79.00 120.15
March 8" —June # 46.00 58.36 77.00 115.80
June & —September"? 46.00 58.36 74.00 109.43
September8—December 31 55.00 73.25 70.00 101.24

Source: Central Bank.

In 1999, the Central Bank initiated two new apglmas. Firstly, “overdraft facility” was
introduced as of'®July in order to satisfy the urgent funding requients during the

day in the banking system and to remove the tigistinethe payment systems. This
application made available a fund for the banksuarting to their usable limits by
paying “zero interest”. A total of 54 banks ustts facility. Secondly, banks were
allocated forward transaction limits (FTL) in additito their borrowing limits in the
interbank money market for 1 and 3-month matunitgt same-day transactions in order
to maintain the depth and continuity of the forwaethsactions, and the broken maturity
application was stopped. The Central Bank was netas the sides of FTL which was
initiated in 11" August. A total of 36 banks used this facility.

[11.2.3. Foreign Exchange and Foreign Currency Marke Transactions

In 1999, the largest volume of transactions inftieign exchange and foreign currency
markets was realized in the Turkish lira-foreigeleange markets, with US $57.5 billion
representing 58 percent of the total transactiimsecond and third place, foreign
exchange deposits with US $36.6 billion represgndn percent and the Turkish lira-



foreign currency market with US $3 billion repretien 3 percent of the transactions
(Table 111.2.6).

TABLE 111.2.6
FOREIGN EXCHANGE-FOREIGN CURRENCY MARKET TRANSACTION
VOLUME®
(US$ million)
TL TLFC EX FC EX Total
FX FC FC Deposits
January 5,964.0 77.6 295.6 0.4 2,069.1 8,406.7
February 3,110.0 294.0 247.9 4.6 2,265.2 5,921.8
March 4,036.0 89.9 152.7 1.0 2,705.9 6,985.5
April 5,062.0 182.2 204.3 2.8 2,700.6 8,151.8
May 3,420.0 29.6 62.3 0 2,700.8 6,212.7
June 5,212.0 8.4 101.3 0 3,518.9 8,840.6
July 4,292.0 75.2 96.3 10.3 3,351.6 7,825.4
August 5,764.0 3.0 29.6 1.0 3,124.4 8,922.0
September 5,656.0 26.6 53.2 5.0 3,480.5 9,221.3
October 3,090.0 9.7 137.4 54 3,343.2 6,585.7
November 5,968.0 63.5 227.8 15.7 3,693.9 9,968.8
December 5,912.3 837.7 1,713.4 50.0 3,609.5 12,123.6
Total 57,486.3 1,697.4 3,321.6 96.1 36,563.6 99,165.8

Source: Central Bank.

(1) The transactions in the table are two-sided.

The foreign exchange and foreign currency markastaations were generally realized
according to the banks’ demands in line with tf@ieign currency management and
capital movements. As is known, the Central Barsdéoreign exchange policy that is
consistent with its inflation forecast. Thus, thegign exchange purchases and sales of
the Central Bank in this market were particulaffeeted by the targets for the foreign
exchange basket. When 1999 is examined, it cam$ereed that the Central Bank was
in a net buyer position except for the last two therof the year. The banks started to
sell foreign exchange and foreign currency in tret months of the year. One of the
reasons for this was that the relative cost wagtdar banks to meet their liquidity
needs by selling foreign exchange. The decreasg®imflationary expectations also



supported this situation. The crisis in Brazil ¢gind downgrading of Turkey by an
international rating agency in January, anxietyudlgeneral elections in April, the
Marmara earthquake in August, and the worries ath@u¥ 2K problem at the end of the
year caused foreign investors to sell the govermsecurities in hand and buy foreign
exchange. In addition, the banks’ demand for fereigchange and foreign currency in
order to close their position at the end of ther ydso increased.

The Central Bank continued to determine the momiblyinal devaluation rate of the
foreign exchange basket parallel to inflation faste during 1999. Thus, the Central
Bank aimed at both controlling inflation to someest and curbing negative effects on
the foreign trade balance. The Central Bank annaliatthe beginning of the January
that it had changed the definition of the foreigolenge basket since the Euro started
being used as of 1 January 1999. According to $imee 1 Euro was fixed as 1.96 DM,
the current foreign currency basket started toollevied as 1 US $ + 0.77 EURO. As to
developments in 1999, it was observed that the Inhpiricreases in the average foreign
exchange basket were above the monthly increatks iwholesale price index - except
for April, July, August, September, October and &aber. The minimum increase in
the monthly average foreign exchange basket waslynwith 3.2 percent and the
maximum increase was realized in December wittpBrtent. According to the end-of-
the-month figures, however, the minimum increasta@foreign exchange basket was
realized in June with 3.1 and the maximum increeserealized as 5.6 in November.

FIGURE I11.2.3
EXCHANGE RATE BASKET AND WPI

(Monthly Percentage Change)
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[11.3. THE SECURITIES MARKET

The total issues registered with the Capital MarBetard reached TL 641.3 trillion by
October 1999, decreasing by 23.8 percent. This \reddebeen TL 841.8 trillion for
December, 1998. The total issue for the same pefi@899 was TL 1.2 trillion in real
terms.

The total outstanding securities reached TL 25,680li6n in the first 10 month period
of 1999. Of this total, 85.7 percent was publidgesecurities and the remaining 14.3
percent was private sector securities. The totptighte sector securities was only TL
3,684.3 trillion,

[11.3.1. Primary Market
[11.3.1.A.The Public Sector

The total public sector outstanding securities tosEL 22,006.2 trillion in 1999,
increasing by 86.7 percent in comparison with 199%& public sector outstanding
securities consisted of TL 17,824.3 trillion in gaveent bonds and treasury bills.
Government bonds issued in the first 10 month pesfal 999 increased 2.6 fold. The
Treasury’s need for loans continued in 1999 duetgust 17 earthquake and high
domestic loan services along with the inabilityctotail public sector expenditures.

The sale of TL 16,885 trillion in government bonds wesdized in the first 10 months
period of 1999. This was the highest increase iessaver the last five years. The sale of
government bonds made up 71 percent of the mankiet@ntinued to play an important
role. The outstanding treasury bills took secorad@] but were down by 34.6 percent
compared to the previous year. The outstandingurgabills fell in 1999 as a result of
intensive reimbursement and a drop of 32.4 pelicessuance of treasury bills
compared to the previous year. The reimbursemenL &,478.2 trillion was realized

for treasury bills in the January-October period 899. Then, the outstanding treasury
bills decreased to TL 3,817.1 trillion from TL 5,84@#ion. Revenue sharing
certificates and foreign exchange indexed bondsbatieen issued for the last three
years. It was observed that outstanding privabeationds, which have been issued
since 1996, rose to TL 364.8 trillion, increasingli®6.4 percent compared to the end of
the previous year. The outstanding privatizationdsoreached the highest level in 1999
due to the intensive issuance of new bonds in @ctivbreturn for bank loans in order to
supply revenue to the Privatization Fund for thgnpent of principles and interest on

the matured privatization bonds that had been @ssuer the last five years.

The public sector continued to use funds in the ptadtkie to the increase in the public
sector borrowing requirement.



FIGURE 111.3.1

PRIVATIZATION IMPLEMENTATIONS BY YEARS
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Privatization implementations aimed to create a sewces for the markets by directing
foreign and domestic savings towards the finamoialkets. They also aimed to lift the
pressures on market funds that had been creattfgklhygh demand of the public sector.
Nevertheless, attempts at privatization were uressfal in 1999. The revenue realized
in 1999 was the lowest level, only US $22.9 millisimce the privatization process
began in 1985. The privatization programme was eglvis 1999 in the light of new
economic developments and the earthquake calaffigyauction and implementation
schedules were revised for the last half of 1999fanthe first half of 2000. According
to this schedule, Deniz Nakliyat, Ankara Sigorta@i#ven Sigorta were to be privatized
via the block sale method. TURBAN and ORUS’assetsestablishments were to be
sold or transferred in the third quarter of 1999AET TAKSAN, ISDEMIR ASIL

CELIK and 51 percent of Petrol Ofisi were to be prizedi via block sale. EBK and the
assets and properties of Turkiye Zirai Donatir #ere to have been sold or transferred
in the fourth quarter of 1999. Of these institusiptihe real estate and properties of EBK,
TZD, TUGSAS, Sumer Holding and ORUS were privatized via salé taansfer

methods in February, April, October, November amdd&nber of 1999. No block sale,
public offerings, international offerings or ISEesimethods were used in 1999. The
amount raised from the sales of these propertiesasets was US $18.3 million. The
revenue from the transfers of incompleted assessl&$0.5 million. The amount
raised from the privatization programme, togethigh whe US $4 million from the
prepaid transfers, reached US $22.9 million. &f thtal, US $21.1 million was actually
collected in 1999. Since 1990, the annual reverara privatization was US $450
million on average, except for 1991 and 1996.



The total income from privatization realized at USeabillion in the 1986-1999 period
(Table:l11.3.1). In the same period 113 institutiomsre completely privatized and 76
establishments remained within the framework ofgheatization programme.
TABLE 111.3.1
PRIVATIZATION IMPLEMENTATIONS (1986-1999)

(US$ million)

Shares in Total

(Percentage)
1986-1998 1999 1986-1998 1999
Block Sales 2,031.7 0 44.3
Asset Sales 589.7 18.3 12.9 80.2
Public Offerings 673.9 0 14.7
International Offerings 721.9 0 14.7
ISE Sales 526.6 0 15.8
Incompleted Asset Sales 3,847.2 0.5 0.08 02.2
Paid-in Transfers 33.9 4.0 0.7 175
TOTAL 4,581.6 229 100.0 100.0

Source: Republic of Turkey Prime Ministry Privatia Administration.

[11.3.1.B. The Private Sector

The total issues registered with the Capital MarBetard reached TL 641.3 trillion in
the January-October period of 1999. The share wtieq in the total was 78.1 percent.
During this period, mutual fund participation cicttes valued at TL 140.1 trillion were
registered with the Capital Markets Board. This antasi21.9 percent of the total
securities which were registered with the Boarce Values in real term were TL 911.6
billion and TL 251.2 billion for shares and mutuahduparticipation certificates,
respectively.

The total outstanding private sector asset rose t8,684.3 trillion in the first 10 month
period of 1999, increasing by 94 percent compavetd previous year. This was mainly
the result of improvements in the issuance of shdde corporate bonds, commercial



papers, asset backed securities, real estataaads or profit-loss sharing certificates
were sold in 1999.

The outstanding commercial papers, real estatdicatéis and profit-loss sharing
certificates were zeroed. Corporate bonds werésaoed in 1999. After the payment of
TL 465.4 billion to creditors, the outstanding comterbonds dropped to TL 5,028.2
billion, down by 8.5 percent. The asset backedragEsiamounting to TL 7,305 billion,
which had been transferred from the previous yweare totally reimbursed.

Mutual Funds, Investment Companies, Real Estate Invament companies

Mutual funds, investment companies, and real estatstment companies gained
importance as a result of an increasing numband¥iduals who attempted to
capitalize their savings via institutional investofhis means that the formation of
portfolios became more institutional through mutuaids.

The total portfolio value of mutual funds type A agde B, which are separated
according to the percentage of shares in theifglartincreased by TL 867.7 trillion.

The value of mutual fund type B portfolios was TL &/ttillion. When the mutual fund
type B portfolio allocations are analyzed, it candbserved that the value of the

portfolio consists of 70.8 percent in reverse-réibpercent in government bonds, 8.7
percent in treasury bills, 0.3 percent in shared,@&3 percent in foreign government
bonds, foreign treasury bills, foreign shares, atheér assets. As they had in the previous
years, mutual funds continued to have more tredsillsyand government bonds than
equities in their portfolios in 1999 due to thehh®arnings on repo, government bonds,
and treasury bills and the low credibility of sleare

In Turkey, the number of foreign mutual funds whhde public offerings was 13 .
The number of shares registered with the Board wwagbof 854,458. Of this total,
313,053 shares were in circulation, the total valirhich was US $4,337.8 thousand.

The number of mutual fund type A, which have bedivadn the markets since 1991,
was 21 as of October 1999. The total market valilkese funds was TL 27.4 trillion
only for the month of October. Their portfolio costeid of 53.7 percent in shares, 18.5
percent in treasury bills, 17.2 percent in revees®, 6.3 percent in government bonds
and 4.3 percent in other assets.

[11.3.2. Secondary Market

In the secondary market, the total trading voluoserto TL 637.7 quadrillion in the
January-October period of 1999. The volume of Hwsties that were traded on the
secondary market was mostly public sector secsyiubich made up 96.7 percent of the
total transaction volume.



The transaction volume of public sector securitezehed TL 616.5 quadrillion in
October, 1999, an increase of 119.9 percent cordpgarBecember 1998. The traded
volume consisted of 66.4 percent in government bamdl 33.6 percent in treasury bills.
In the secondary market, the traded volume of gowent bonds rose to TL 409.4
guadrillion, increasing by 272.4 percent; and wegabills reached TL 207.1 quadrillion,
increasing by 21.5 in comparison with the previgear. Foreign exchange indexed
bonds and housing certificates were not tradedversécondary market in 1999. The
public sector continued to play an important roléhe secondary market due to high
earnings on public sector securities and endleskcpgector expenditures.

Private sector securities consisted of shares, bélskand commercial papers, corporate
bonds, and asset backed securities. The total wbfrprivate sector securities traded
on the secondary market was TL 21.2 quadrillion. Tdtisl consisted of 99.8 percent in
shares and 0.2 percent in bank bills. The tradirigme of commercial papers, which
have not been traded on the secondary market $88& reached TL 199.8 billion for
the first time in 1999. Corporate bonds and assekédxd securities were not traded on
the secondary market in 1999.

[11.3.2.A. The Equities Market

In the Istanbul Stock Exchange (ISE) national matket value of traded equities
reached TL 26.5 quadrillion in the January-Novengesiod of 1999. Equities were
traded intensively on the national market and ezpittaded on the regional and new
company markets were comparatively low. In the ieegimarket, the daily average
trading volume hit its peak point. Having fluctudtlroughout the year, it had increased
3.1 fold by November in comparison with Januaryisiaas brought about by economic
measurements taken after the earthquake, expedatid urkey’s candidacy for the
European Community and the stand-by aggreementtiethMF.

While 6 new companies entered the equities mazkedmpanies withdrew from the
market. In short, 281 companies in total were adtivthe market, 253 of which
companies were active in the national market, I@eregional market, 1 in the new
companies market and 17 in the watchlist companiket.

[11.3.2.B.The Bonds and Bills Market
Outright Purchases and Sales Market

In the outright purchases and sales market, tlknggavolume had realized TL 32.7
guadrillion by November,1999. It showed an increafs&l.7 percent compared to the
previous year. The securities traded on the maddeinged wholely to the public sector.
In spite of small fluctuations throughout the yeacept in August, trade volumes
showed an upward trend in this market and increesediderably starting in September.
This was due to the impression given by the goventitinat its stand on decreasing the
inflation rate remained unchanged despite the gqaatke. The drop in interest rates, the



expectations of a stand-by agreement with the INdFEBurkey’s candidacy for EC
membership also played a role.

The Repo-Reverse repo Market

Trading volume in the repo-reverse repo market re@ddi 216.6 quadrillion,
increasing by 122.6 percent whereas it had reatheédl’.3 quadrillion in 1998. The
trading volume increased rapidly, starting in Japaend reaching TL 21.8 quadrillion in
May. It showed more stable improvements startinguime and fell to TL 21.5
guadrillion in October . Then, an increase was atezbim November and it reached TL
27.2 quadrillion. The daily average trading volureached TL 1.5 quadrillion in
November.

[11.3.3.Intermediaries

A total of 139 intermediaries were active in therked, 49 of which had been
established by banks but were acting independently.

The breakdown of security transactions on an intdrang basis showed that TL 637.7
guadrillion was realized in the January-Octobergqueof 1999. Of this total, 92 percent
was realised by the intermediaries establishedamk$and the remaining 8 percent by
other intermediaries.

The Capital Markets Board’s “Communiqué for Amending Communiqué
Corresponding to the Principles related to IntenargdActivities, and Intermediaries”
was published in the Official Gazette and put effiect in July. Within the framework
of this communiqué, intermediaries and intermed&tyvities were re-defined, stating
how activities made on behalf of clients were tachgied out and placing certain
restrictions on them. Moreover, it set up the ritesabolishing contracts between
intermediaries and agents, with the exception ehamgs set up by banks or taken over
by banks. Intermediaries were required to submagplication to the Capital Markets
Board within a year of the effective date of thismamuniqué if they wanted to establish
new agencies or corresponding bureaus in pladeecdltolished agencies.

[11.3.4. Istanbul Stock Exchange (ISE)

The Istanbul Stock Exchange (ISE) composite indexveld an increase of 485.4
percent in nominal terms at the end of 1999 contptréhe previous year (Table

[11.3.2). The composite index returns were posifmel33 of the 236 trading days of
1999, 56.4 percent of the total. The average opdsgtive returns, half of which were
higher than 2.5 percent, was 3 percent, the stdrdfarnation being 2.5 percent. The
composite index returns were negative for 103 tigqudiays. The average of the negative
returns, half of which were less than 1.5 peroeats minus 2.5 percent, a standard
deviation of 2 percent. The daily returns were betwainus 1.9 percent and 2.9 percent
in the newly created period, excluding the higlaest the lowest 25 percent



observations.

FIGURE I11.3.2
CUMULATIVE PERCENT RETURNS OF THE COMPOSITE INDEX

JANUARY 4, 1999 - DECEMBER 28, 1999
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In 1999, developments in the Istanbul Stock Exchaagebe evaluated in three main
periods according to the cumulative returns. Peri@anuary 4 — April 7), Period Il

(April 8 — October 11), and Period IIl (Octoberi®ecember 28). The first, second and
third periods consist of respectively 58, 123, &gglof the total 236 trading days.

Figure 111.3.2 shows the cumulative returns of tBE composite index in 1999. The
cumulative return of the composite index was 8&&ent in the first period compared

to the end of the previous year (Figure 111.3.3).

FIGURE I11.3.3
CUMULATIVE PERCENT RETURNS OF THE COMPOSITE INDEX
PERIOD | (JANUARY 4, 1999 - APRIL 7, 1999)
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FIGURE I11.3.4

CUMULATIVE PERCENT RETURNS OF THE COMPQOSITE INDEX
PERIOD II (APRIL 8, 1999 — OCTOBER 11, 1999)
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While the cumulative return of the ISE dropped I8/ @ercent on January 25 compared
to the end of the previous year, it increased h{ p8rcent on February 2 and continued
to increase until the end of the first period.Ha second period, almost 6 months, the
cumulative returns of the composite index, whicbvedd high volatility, fluctuated
between 53.4 percent and 137.8 percent (Figu®4)L. The composite index
significantly increased in the third period, itsvaulative return increasing by 485.4
percent at the end of the period compared to teeiqus year (Figure 111.3.5).



FIGURE I11.3.5
CUMULATIVE PERCENT RETURNS OF THE COMPQOSITE INDEX
PERIOD Il (OCTOBER 12, 1999 - DECEMBER 28, 1999)
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FIGURE I11.3.6

RETURN AND VOLATILITY FOR A
20-DAY MOVING AVERAGE OF THE COMPOSITE INDEX

(Percent) JANUARY 4, 1999 - DECEMBER 28, 1999
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Figure 111.3.6 shows the returns and risks on al@@-moving average of the composite
index in 1999. Both returns and risks showed higllatiity throughout the year. The
risk/return relationship also fluctuated during ytear. The correlation coefficient
between returns and risks was 29 percent. Howéwerelationship between return and



risk was different in the three periods of 1999 Torrelation coefficients between
return and risk were minus 42 percent in the pesiod, 44 percent in the second period,
and 81 percent in the third period. In the firstipe, the negative return-risk relationship
shows that the earnings of the investors decredssuite the high volatility. A positive
high relationship between return and risk can sepked in the third period. Investors
may have recieved high returns because they urmddenigher risks in this period.

Figure 111.3.7 shows the values of the daily averegturn and risk for the composite
index during a month between January 1992 and Dieeeft®99. The average daily
return was 0.8 percent and the average daily libjatias 3.4 percent in 1999.

FIGURE I11.3.7
AVERAGE DAILY RETURN AND VOLATILITY OF THE COMPOSITE INDEX
DURING A MONTH (Percent)
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Figure 111.3.8 compares the predictions of the eadtirisk (VAR)and the realized

values for the composite index returns in 1999. Vdlae at risk, under normal market
conditions, is an indicator which demonstratestiaaimum loss that can be met at a
significant level in a given period. For instanttee returns of the composite index must
not be smaller than the value at risk predictesl @ percent confidence level for 236
trading days in 1999. The realized daily returnthefcomposite index were just 13-days
less than the forward-looking value for the riskcatated according to average daily
return and volatility values predicted by using #eday moving average technigue in
1999.
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FIGURE I11.3.8
VALUE AT RISK FOR A 5 PERCENT CONFIDENCE LEVEL
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TABLE 111.3.2
ISE INDICES
Composite Financial Industrial
3.749
1207
22.18
561
32.56 2.56 32.56
643 643 643
43.69 33.55 49.63
501 385 570
40.04 24.34 49.15
273 166 335
206.83 191.90 222.88
833 773 898
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Source: Istanbul Stock Exchange Monthly Bulletins.

(1) According to closing prices in terms of Turkisla. Composite index January 1986= 1.
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IV

CENTRAL BANK BALANCE SHEET

IV.1. ANALYSIS OF THE BALANCE SHEET

The major items on the 1999 Balance Sheet of thér&lddank are shown below:

Asset:

1. Gold

2. Foreign Exchange

3. Coins

4. Domestic Correspondents
5. Securities Portfolio

6. Domestic Credit

7. Open Market Operations
8. Foreign Credit

9. Share Patrticipations

10. Fixed Assets

11. Claims under Legal Proceedings

12. Accounts to be Redeemed

And Activated Claims

13. Miscellaneous Receivables
14. Other Assets

TL Assets

Regulating Accountt

Liabilities

1. Currency Issued

2. Liabilities to Treasury

3. Foreign Correspondents

4. Deposits

5. Open Market Operations

6. Foreign Credit

1998

325,317,374,052,500

6,167,530,445,751,00C

787,403,779,800

274,039,540,549,458

2,385,789,667,766,00C

9,098,359,901,740

1,830,590,872,422,50C

395,516,833,359,500

1,526,872,335,000

29,088,806,241,833

4,825,560,700

79,000,747,145,367

119,878,162,568,412

11,618,169,911,433,8

30,796,311,898,1240C

1,328,542,400,922,80C

60,942,363,335,214

4,226,742,567,000

7,083,336,551,214,54¢

1,557,599,954,905,50C

4,026,109,587,500

1999

561,263,309,612,500

12,518,644,751,708,600

1,651,119,445,500

722,118,380,331,848

2,886,444,440,174,000

10,588,405,282,240

2,406,795,263,598,000

160,457,146,796,500

2,255,333,630,000

45,471,626,388,531

552,794,789,438,200

119,752,231,307,639

442,194,319,018,715

20,430,431,116,732,2

66,256,155,114,934,1

2,390,748,352,889,500

18,484,507,230,774

3,219,607,408,000

12,277,365,514,219,631

1,969,699,941,797,000

5,552,961,417,000



7. Advances, Collateral and

Deposits Collected against

Letters of Credit and Import

8. Notes and Remittances Payable
9. Capital

10. Reserves

11. Provisions

12. FX Revaluation Differences
13. Miscellaneous Payables

14. Other Liabilities

15. Profit

TL Liabilities

Regulating Accountt

112,129,027,950,046

3,571,558,409,000

25,000,000,000

85,701,244,190,116

1,957,865,840,300

499,635,979,046,750

13,112,762,906,290

564,938,704,178,778

298,423,646,379,970

11,618,169,911,433,8

30,796,311,898,121,4

231,926,902,931,896

6,432,593,634,500

25,000,000,000

181,607,198,607,516

554,800,238,589,300

1,510,061,438,523,000

13,841,887,185,331

759,868,979,066,825

506,795,993,232,000

20,430,431,116,732,2

66,256,155,114,934,1

ASSETS:
1. Gold

Considering the annual average of gold prices tarnational markets, the value of the
gold stock on the balance sheet is shown at tleeofdl net gram of gold = TL
4,688,426.0614 calculated on the basis of 1 ouhgeld = 270 dollars as of December
31, 1998 and the following year. The value of titennational standard and non-
international standard gold holdings reached TL 5&3,,209,612,500 equivalent to
119,712,522.34 net grams.

Net Grams Turkish Liras

International Standard 116,463,228.52 546,029,235,786.500

Non-International Standard 3,249,293.82 15,234,073,826.000
Total 119,712,522.34 561,263,309,612.500

The gold holdings of international standards, whincneased by TL
230,036,524,592,500 in value due to a decrease 60#1042,218,500 equivalent to
126,180.18 net grams resulting from the ingot déifees in depot returns as well as the
exchange rate difference caused by the depreciatithre Turkish lira against the US
dollar, reached TL 546,029,235,786,500 equivaleiatl®463,228.52 net grams.

The gold holdings of non-international standardsctvincreased by TL
6,413,453,186,000 in value due to the exchangedititzence caused by the



depreciation of the Turkish lira against the US aiplieached TL 15,234,073,826,000
equivalent to 3,249,293.82 net grams.

2. Foreign Exchange

This item consists of the accounts opened by theér@ddank with foreign
correspondents against convertible and non-coiNerforeign exchange, as well as the
foreign currencies available in the Bank’s vaulise balance of this account calculated
at the year-end evaluation rates amounted to TL 8%684,751,708,600 of which TL
12,518,057,348,662,600 and TL 587,403,046,000 weredhvertible and non-
convertible amounts, respectively.

A) Convertible:

This item includes the convertible foreign exchaageumulated in the Foreign
Correspondents Account amounting to TL 11,792,56% 343,500 and the foreign
currencies in the Bank’s vaults amounting to TL 789,815,348,100 as of the end of
the year.

B) Non-Convertible:

This item includes the Foreign Correspondents Actsodenominated in Agreement
Dollars in accordance with bilateral agreementsyasas the non-convertible foreign
currencies available in the vaults. TL 68,116,618 &60is item was in the Foreign
Correspondents Accounts and TL 519,286,427,500 W iRoreign Currency Vault.

3. Coins

This item consists of the coins available in thet@g¢mBank’s vaults, which totaled TL
1,651,119,445,500 at the end of the year.

4. Domestic Correspondents

This item reached TL 722,118,380,331,848 at the etloeojear. It consists of both the
Correspondents Accounts, which were opened at Tr@aZBankas! in accordance with
the Correspondent Agreement and totaled TL 331 &4@the foreign exchange deposit
accounts at domestic banks, which amounted to TL1782380,000,000 at the end of
the year.

5. Securities Portfolio

This item consists of the Government Debt Securii@sgyht pursuant to Article 52 of
Central Bank Law No. 1211, Government Securitiesgiy the Treasury in
accordance with Article 61 and provisional Arti@l@f Central Bank Law to compensate
for exchange rate differences arising from the lteateon of gold, foreign exchange and
foreign currency assets, the liabilities of the Band short-term advances. The



Government Debt Securities replace the claims alged from the Treasury and other
public institutions in accordance with Arbitratibaws No. 2974 and No. 3836. It also
includes the special issue Government Debt Seesitiiken from the Treasury against
the debt of the Agricultural Products Office to thentral Bank and the government debt
securities taken in accordance with the 1996 Budget No. 34, the 1997 Budget Law
No. 31, the 1998 Budget Law No. 36, and the 1999gButdaw No. 33 against the
interest rates of the aforementioned government skturities.

The TL 25,000,000,000 which was deposited to thee@omnent Bonds Account by the
Central Bank as the legal reserves requiremertaardance with Article No. 33 of
Banking Law No. 3182 was liquidated as of Novemb&rlP99 in accordance with
Banking Law No. 4389. This item amounted to TL 2,888,440,174,000 as of the end
of the year.

Government Securities and Government Bonds arededdy adding the yields
between the acquisition date and December 31, 98 purchasing cost pursuant to
Article 279 of Law on Tax Procedure No. 4369.

Due to the repurchase and reserve repurchase iopsraetween the Central Bank and
other banks, increases and decreases in this itshlra evaluated along with the
“Securities” portions of “The Repurchase Agreemeittshs of the Open Market
Opertations on both the assets and the liabiktigss of the balance sheet.

6. Domestic Credit

Domestic credit amounting to TL 9,098,359,901,740988 increased by a total amount
of TL 10,588,405,282,240 resulting from an incredseélLol,354,045,380,500 in the
public sector and an increase of TL 136,000,000,0@B4 banking sector. The
breakdown of this item is as follows:

Turkish lira

A) Public Sector: 2,913,305,625,2«

a) The Treasury

i- Short-term Advances to the Treasury

b) Public Sector Institutions

c) State Economic Enterprises 2,913,305,625,240
B) Banking Sectol 7,675,099,657,0(
a) Commercial 7,675,099,657,000
b) Agricultural

¢) Industrial



d) Advances against Bond Collateral
e) Other

10,5¢8,405,282,24

7. Open Market Operations

This item reached TL 2,406,795,263,598,000 at theoétitke year, with an increase of
TL 576,204,391,175,500 compared to the previous yafahis total, TL
2,018,605,263,598,000 represents the debt arisnmg $ecurities swap transactions
made by banks and paid to the Central Bank in cist cash debts of the banks due to
money market operations was TL 388,190,000,000,000.

8. Foreign Credit

This account shows the credit extended in accordaitheéhe Banking Agreements
between the Central Bank of the Republic of Turkay the Central Banks of Iraq and
Sudan. It also includes the credit extended agthiesbills that were issued by the
Vnescheconombank of the Russian Federation aghmstheat exports made by the
Soil Products office to that country and boughthy Central Bank, as well as the credit
extended by the banks abroad so as to financdaimescof exports sold in installments.
At the end of the year, the balance of this accawast TL 160,457,146,796,500 equal to
297,088,948.30 US dollars. The claims from Iraq weaeed in the Claims under Legal
Proceedings item which amounted to 1,023,499,37/29 Hollars as of the end of the
year.

9. Share Participations

The balance of this account was TL 2,255,333,630,00tkand of 1999. In accordance
with Article 3 of Central Bank Law No. 1211, thisiih consists of the Central Bank’s
accounts of 5,000,000 Swiss francs against galdarBank for International
Settlements in Basle and 385,000 Belgian frantisarBank for Worldwide Interbank
Financial Telecommunication (SWIFT). The value @4 participations is calculated at
the rate of 1 gold Swiss franc= TL 450,032 and 1 Belfranc = TL 13,438.

10. Fixed Assets

This item consists of the buildings, plots, furnéand fixtures owned by the Central
Bank. The total re-appreciated cost of the reatestthe Central Bank, except for the
plots, was TL 39,581,065,392,949. The cost valud@buildings is subject to a yearly
re-appreciation assessment. When the accumulapedaitgtion amount of TL
2,885,721,198,260 was deducted, the net valueeafethl estate was TL
36,695,344,194,689. The real estate is insured fd24[200,262,826,000.



After deducting the re-appreciated depreciationamof TL 5,287,410,925,315 from
the cost value of TL 14,063,693,119,157 includingrdtappreciation made previously
as of 1990, the net cost value of the furniture fattdres was TL 8,776,282,193,842,
and they are insured for TL 5,650,954,352,927.

11. Claims under Legal Proceedings

The balance of this account at the end of the yearW. 552,794,789,438,200. This
account shows the Claims in Prosecution arisingnfitee claims from the Bank of Iraq
which was TL 552,789,963,877,500 equal to 1,023,42913 US dollars as of
December 31, 1999 in return for extended creditelsas the debts ofi§ci Kredi
Bankasi” and “T. Bgcilar Bankasi” to the Central Bank, whose bankriggtbecame
final on November 20, 1985 and March 12, 1986 retbpaly, together with the
principal, interest and tax amounting to TL 4,825,360.

12. Accounts to be Redeemed and Activated Claims

No balance could be observed due to the fact tiggpositive exchange rate difference
has been listed on the liabilities column since6l88d the Government Debt Securities
replaced the claims capitalized from the Treasad/@her public institutions in 1993 in
accordance with Arbitration Law No. 3836.

13. Miscellaneous Receivables

This item, which shows the balance of claims amagntio TL 119,752,231,307,639 at
the end of the year, consists of TL 118,560,108, 3¢hd the equivalent of TL
1,192,123,125,500 in foreign exchange. The breakduiwvhich is as follows:

Turkish liras

- Advances and Deposits 570,766,006,930
- Temporary Tax and Income and Fund Shares 115,997,897,869,400
- Other 1,991,444,305,809

TOTAL 118,560,108,182,139

14. Other Assets

This item shows various claims of the Bank, amowgntina balance of TL
442,194,319,018,715 at the year’s end, and corwidts 434,391,262,442,215 and the
equivalent of TL 7,803,056,576,500 in foreignh exad&n

LIABILITIES:

1. Currency Issued



The year-end balance of banknotes in circulaticudd in accordance with Article 36
of Central Bank Law No. 1211, amounted to TL 2,390,343,889,500.

2. Liabilities to the Treasury
A- Gold :

The gold claims of the Treasury, 345,574.68 net gram®unted to TL
1,620,201,335,000 due to the devaluation of the i$hirka against the US dollar as a
result of an increase of TL 682,094,989,000 comptarédabst year.

B- Other :

This item, which shows the liabilities to the Tregs@mounted to TL
16,864,305,895,774 at the end of 1999.

3. Foreign Correspondents

This account represents the sum of TL 3,219,607,408 8¢ulated at the year-end
evaluation rates. It denotes the Central Bank’s tte@orrespondents abroad and
consists of TL 3,167,149,402,000 in convertible rates TL 52,458,006,000 in non-
convertible rates.

A- Convertible :

Convertible foreign exchange liabilities reached T163,149,402,000 increasing by TL
839,121,830,000 compared to 1998, and consistedrnounts of the foreign
correspondents with the Central Bank.

B- Non-convertible :

This is the total of the credit balance of the fgnetorrespondents’ accounts opened in
Agreement dollars in accordance with bilateral egrents. The nostro accounts
amounted to TL 52,458,006,000 at the end of the ylearequivalent of 97,126,83 US
dollars.

4. Deposits

Turkish Lira Foreign Exchange
A) Public Sector 81,241,853,846,990 1,669,169,906,967,500
Treasury, General and Annexed Budget 61,466,209,512,321 1,668,675,396,743,500

Administrations

i) Treasury 4,948,637,063,842 1,337,167,371,037,000



if) General Budget Administrations

iii) Annexed Budget Administrations

b) Public Economic Institutions
c) State Economic Enterprises
d) Other

B) Banking Sector

a) Domestic Banks

b) Banks Abroad

¢) Required Reserves
(Article 40 of the Central Bank Law)

i) Cash

i) Gold (Net gram)
d) Other

C) Miscellaneous

Foreign Exchange Deposits

by Citizens Abroad
b) Other
D) International Institutions
E) Funds
a) Savings Deposit Insurance Fund
b) Other

Total

20,326,879,885,517

36,190,692,562,962

156,638,996,005

62,579,546,030

19,556,425,792,634

1,488,653,407,010,455

465,465,210,372,824

617,024,637,629

1,022,571,172,000,00C

1,022,571,172,000,00C

2,053,232,329,471

2,053,232,329,471

118,986,571,337,786

31,194,732,185,931

49,405,054,000

31,145,327,131,931

1,722,129,796,710,631

331,508,025,706,500

433,520,879,500

60,989,344,500

3,012,292,432,206,000

968,500,745,996,500

2,043,791,686,209,500

2,043,791,686,209,500

5,833,314,243,456,000

5,819,582,278,680,000

13,731,964,776,000

40,459,134,879,500

8,686,029,129,000

31,773,105,750,500

10,555,235,717,509,000

The year-end balance of this account is TL 12,2775365219,631.
5. Open Market Operations

The balance of this account, which represents thesadé the Central Bank to banks
arising from money and securities market transastioeached TL
1,969,699,941,797,000 at the end of the year.

6. Foreign Credit

This account shows the Central Bank’s debits cangistf the short, medium and long-

term debts obtained from foreign sources in aceuréavith credit agreements and the

convertible Turkish lira deposit accounts which eveansferred into the Central Bank’s
liabilities. It amounted to TL 5,552,961,417,000ra &nd of the year.



7. Advances, Collaterals and Deposits Collected agat Letters of Credit and
Import

The balance of this item was TL 231,926,902,931,8%6eaend of the year. Of this
total, TL 4,144,201,396 represents the goods, egntsmbhnd guarantees deposited at
the Bank pursuant to import regulations. The edaiteof the credit transactions of
foreign exchange sales amounted to TL 231,922,758%0360

8. Notes and Remittances Payable

The year-end balance of this account amounted to 432¢;93,634,500. It consists of
payment orders to be paid to beneficiaries and atsdo TL 297,960,000 in Turkish
lira; TL 6,421,153,750,500 in convertible and TL 11,924,000 non-convertible
foreign exchange.

9. Capital

Number Percent

Of of
Category Shares Total Total TL
A 136,838 54,74 13,683,800,000
B 58,002 23,20 5,800,200,000
C 6,833 2,73 683,300,000

D 48,327 19,33 4,832,700,000

250,000 100.00 25,000,000,000

Under Article 5 of Central Bank Law No. 1211, theital, which equals to TL
25,000,000,000 consists of 250,000 shares, eabhawibminal value of TL 100,000.

10. Reserves

This item includes both reserve funds retained goatance with Articles No. 59 and 60
of Central Bank Law No. 1211 and revaluation fumdagcordance with Laws No. 2791
and 3094. TL 25,000,000,000 which was under theihgauf “Reserve for Future
Losses”, has been listed as of December 17, 199 iBdtraordinary Reserve Fund”
in accordance with provisonal Article 2/1 of Bangihaw No. 4389. The year-end figure
of this item was TL 181,607,198,607,516.

Turkish Liras



A. Ordinary Reserve Fund (Article 60 of Law No. 121 104,972,390,382,400

B. Extraordinary Reserve Fund (Article 60 of Law.N@11) 42,014,308,130,500
C. Special Reserves (Article 59 of Law No. 1211) 23,256,904,985
D. Valuation Adjustment Fund (Laws No. 2791 and809 34,515,696,867,303
E. Cost Adjustment Fund 81,546,322,328

(General Communique on Corporation Tax No. 49)

TOTAL 181,607,198,607,516

11. Provisions

Provisions are retained out of the Bank’s gros$ittmmeet various risks and this
account amounted to TL 554,800,238,589,300 with arease of TL
552,842,372,749,000 compared to last year. Inténs, the claims from Iraq in return
for extended credit are equal to TL 552,789,963,8X,5

Turkish liras
A. Provisions for the decrement bonds 11,936,200
B. Provisions for contingencies due to the year@xzhange 250,153,800

adjustments of foreign exchange holdings

C. Provisions for the transport insurance of valesBuch as banknotes, 2,005,187,061,100

foreign exchange, etc.

D. Provisions for bad and doubtful debts 552,794,789,438,200
TOTAL 554,800,238,589,300

12. Foreign Exchange Revaluation Differences

The-year-end balance of this account amounted to 9101061,438,523,000.
A- Revaluation Differences as per Article 61 of th€entral Bank Law :

a) Liquidated :

This item was settled at the end of 1997.

b) To be Liquidated :

The beneficiary exchange rate difference of TL 1,54D488,523,000, which is due to
the revaluation of gold, foreign exchange and fpreiurrency assets and liabilities of



the Bank in 1999, will be liquidated in accordamath the agreement to be reached with
the Treasury.

13. Miscellaneous Payables

This account amounted to TL 13,841,887,185,331 atnioeof the year and consists of
the Central Bank’s debts of TL 502,858,737,831 in ®irkra and TL
13,339,028,447,500 in foreign exchange.

14. Other Liabilities

This item amounted to TL 759,868,979,066,825 at tldeogithe year, consisting of the
Central Bank’s debts of TL 623,720,222,375,325 irkiglr lira and TL
136,148,756,691,500 in foreign exchange.

IV.2. PROFITS FOR THE 1999 ACCOUNTING YEAR AND THEIR
DISTRIBUTION

The net profit of the Central Bank for 1999 was TL 596,993,232,000. The
distribution of this profit, pursuant to Article @ Central Bank Law No. 1211, is
specified as follows:

DISTRIBUTION OF THE 1999 PROFIT

Turkish Lira Turkish Lira

Net profit of 1999 506,795,993,232,000
1. Reserve Funds 141,902,728,090,000
Ordinary Reserve Fund 101,359,198,640,000
Extraordinary Reserve Fund 40,543,529,450,000
2. Shareholders 2,504,195,000
First Dividends 1,500,000,000
Second Dividends 1,500,000,000
Income Tax and Fund Share - 495,595,000 1,139,000,000,000
3. Bonus to Personnel 1,139,000,000,000
4. Taxes and Funds 121,651,965,895,000

Corporation Tax 110,592,245,730,000



Income Tax 450,275,000
I.T. Fund Share 11,059,269,890,000

Remainder 242,099,795,052,000

Each share has a nominal value of TL 12,000, deriyatividing the total dividends of
TL 3,000,000,000 by the number of allotments- 250,000

We hereby present this report to the General Mgetirthe Central Bank and as of April
25, 2000 submit for your approval the distributafrthe profit to the shareholders in
conformity with the framework outlined above ansoatequest the authorization of the
Board to determine the method and the date of payfoebonuses to be acorded to the
personnel. Finally, we deem it our duty to expr@ssgratitude to all of the personnel of
the Central Bank for their successful performance.

THE REPORT OF THE AUDITORS COMMITTEE FOR 1999,
THE SIXTY-EIGHTH ACCOUNTING YEAR OF
THE CENTRAL BANK OF THE REPUBLIC OF TURKEY

The Auditors Committee has thoroughly examined thiwiies and the resulting
statements of the 1999 Accounting Year of the GéBank of the Republic of Turkey,
within the framework of the provisions of the reldtiegislation and concluded that:

1. The cash, gold holdings, effective stock and seaesrih the service and
reserve vaults of the Head Office and Branchesghwvere inspected at
random, are in conformity with the records, andlégal books and these
values are kept and administered in accordanceregghlations,

2. The legal books and the books subject to declaragilated to the Bank’s
accounts are in good order and in conformity whth law as well as the
main contract, and the direct and indirect domdstaos extended by the
Bank are kept within the limits set forth,

3. The Balance Sheet and the Profit and Loss StatesmsasftDecember 31,
1999 are designed to give systematic principacobunting and the rules
of assessment stated in the Law; classificationstregion and the
summary of the financial transactions, operatioréfescal tables are in
conformity with the widely accepted rules and stadd of accounting; the
accounts are correct and explicit so as to satéfyuations having various
views and purposes,

4. The table related to Net Profit Distribution is paegd in accordance with
Article 60 of Law No. 1211,



5. The Bank has performed its duty and carried owtutlority as specified
by the laws and as economic conditions deemed s&geand followed a
successful and harmonious monetary policy dedpéelifficult and
negative economic conditions as well as the natlisalsters in 1999,

6. Legal actions regarding liabilities, which were re¢d to courts by the
Bank, have not yet been concluded.

In conclusion, we hereby submit the Balance Sheetlee Profit and Loss Statement,
arranged according to the principles and proceduypes which we have mutually
agreed with the Board of Directors, for the appt@fdhe General Assembly.

Auditors Committee Member Auditors Committee Member
Hilmi Okcu M. Saim Uysal
Auditors Committee Member

M. Ayhan Tumer

THE CENTRAL BANK OF THE REPUBLIC OF TURKEY

BALANCE SHEET AS OF DECEMBER 31, 1999

Amount of Amount of Total of Turkish Total of Foreign

Turkish Currency Foreign Currency  Currency Accounts  Currency Accounts TOTAL
ASSET¢ Accounts (in TL) Accounts (in TL) (in TL) (inTL) (in TL)
I- Gold
A- International Standard (Net 546,029,235,786,500
Gram).....116,463,228.52
B- Non-International Standard (Net 15,234,073,826,000 561,263,309,612,5!
Gram) 3,249,293.82
II - Foreign Exchangt
A- Convertible
a- Foreign Banknotes...................... 725,489,615,348,100
b- Correspondent Accounts............ 11,792,567,733,314,5 12,518,057,348,662,6

00 00
B- Non-Convertible
a-Bonds.........oiiiiii 519,286,427,500
b- Treasury Bills............cccevviiinenn. 68,116,618,500 587,403,046,000 12,518,644,751,70
600

Il - Coins 1,651,119,445,500 1,651,119,445,5(
IV - Domestic Correspondets 331,848 722,118,380,000,000722,118,380,331,8-

V- Securities Portfolic
A- Government Securitie:

a-Bonds........coeeiiiiii e, 1,701,523,620,935,0
00



1,184,920,819,239,0
00

VI - Domestic Credit
A- Public Sectol
a- Treasury

i- Short-term Advances to the Treasury...

b- Public Economic Institutions
i-Commercial................oceennnnn

c- State Economic Enterprises

i- Treasury Guaranteed Bills............
ii- Commercial..........ccccooeiiiiniinnn.

iii- Other...........coooi 2,913,305,625,240

B- Banking Sectol

a- Commercial

- EXPOrt. ..o
fi-Other.......ccooii 7,675,099,657,000
b- Agricultural

i- Agricultural Credit Cooperatives

ii- Unions of Agricultural

Sales Cooperatives

fii-Other.......cocoveiii,

c-
Industrial..........coooviiiiii

d- Advances against Bond Collateral

VII - Open Market Operations

A- Repurchase Agreements.............
a.Cash

i- Foreign
Exchange...........ccooevninnn.

ii- Securities.............cooeii 2,018,605,263,598,0
00

b-

VIII - Foreign Credit
IX - Participations
X- Fixed Asset

39,581,065,392,949
(2,885,721,198,260)

A- Buildings and Building sites
Depreciation Allowance for Real
Estate (-)

B- Furniture and Fixtures 14,063,693,119,157

Depreciation Allowance for Furniture (5,287,410,925,315)
and Fixtures (-)

2,886,444,440,174,00
0

2,913,305,625,240

7,675,099,657,000

2,018,605,263,598,00
0

388,190,000,000,000

36,695,344,194,689

8,776,282,193,842

2,886,444,440,174
00

10,588,405,282,2-

2,406,795,263,598
00

160,457,146,796,500160,457,146,796,5(

2,255,333,630,000 2,255,333,630,0(

45,471,626,388,5!



XI- Claims under Legal Proceeding
XII - Consolidated Claims & FX
Revaluation

Differences

A- Claims under consolidation law No
3836

B- Revaluation Differences as pe

Article 61 of the Central Bank Law

a_
Liquidated...........ccovevvieiiiniiiiin
b- To be liquidated.....................

Xl - Miscellaneous Receivabli

XIV - Other Asset:

REGULATING ACCOUNTS

Buildings insured for TL : ...24,200,262,826,000

Furniture and Fixtures insured for TL : 5,650,952,327

Amount of Turkish

Currency
Accounts

LIABILITIES (in TL)

I. Currency Issuec

1. Liabilities to Treasury

A. Gold (Net Gram) .........
345,574.68

B. Other (Net)
11l. Foreign Correspondents

A.
Convertible.....................

B. Non-Convertible

IV. Deposits
A. Public Sectol

a. Treasury, General and

Annexed Budget
Administration

61,466,209,512,321

b. Public Economic
Institutions

156,638,996,005

4,825,560,700552,789,963,877,500 552,794,789,438,2!

118,560,108,182,139 1,192,123,125,500119,752,231,307,6:
434,391,262,442,215 7,803,056,576,500442,194,319,018,7:

TOTAL......... 5,919,141,125,231, 14,511,289,991,501 20,430431,116,73:
3 00 273

66,256,155,114,93
100

Prevailing rediscount and advance rates:

Against bills to mature max. in 3 months:

-Rediscount rate..........ccueevieeennnnnnd 60.00 %

-Advance rate..........cocveeeviiieenieennnn, 0.00 %

THE CENTRAL BANK OF THE REPUBLIC OF TURKEY

BALANCE SHEET AS OF DECEMBER 31, 1999

Amount of Total of Turkish Total of Foreign
Foreign Currency Currency Accounts  Currency Accounts TOTAL
Accounts (in TL) (in TL) (in TL) (inTL)
2,390,748,352,889,50 2,390,748,352,889,5

0

1,620,201,335,000

16,864,305,895,774 18,484,507,230,7"

3,167,149,402,000

52,458,006,000 3,219,607,408,0(

1,668,675,396,743,500



c. State Economic Enterprises  62,579,546,030
d. Other 19,556,425,792,634
B. Banking Secto

a. Free Deposits of Domestic 465,465,210,372,82
Banks 4
b. Banks abroad 617,024,637,629
c. Required Reserves

(Central Bank Law No. 40)..

1,022,571,172,000,0
00

ii.Gold (Net Gram)

d.Other

C. Miscellaneou:

a. Foreign Exchange Deposits
by Citizens Abroad

b. 2,053,232,329,471

D. International Institutions

E. Extrabudgetary Fund

a. Savings Deposits Insurance  49,405,054,000

Fund

b. Other 31,145,327,131,931

V. Open Market Operations
A. Repurchase Agreement

a. Cash

i. Foreign
Exchange..................

ii.
SECUNMIES...vvviiiieeeeenns

b. 1,969,699,941,797,0
SEeCUNMtIeS.....vvvveveeeiinens 00

B. Other

VI. Foreign Credit
A. Short-

VII. Advances, Collateral
and Deposits

Against Letters of Credit &
Import

A. Short-term

B. Medium and Long-term

VIIl. Notes and Remittances
Payable

IX. Capital

433,520,879,500

60,989,344,500 81,241,853,846,9901,669,169,906,967,50
0

968,500,745,996,500

2,043,791,686,209,500

1,488,653,407,010,453,012,292,432,206,00
3 0

5,819,582,278,680,000

13,731,964,776,000 2,053,232,329,4715,833,314,243,456,00

0

118,986,571,337,786

8,686,029,129,000

31,773,105,750,500 31,194,732,185,931 40,459,134,879,500 12,277,36,514,219,63

1,969,699,941,797,00
0

237,384,713,500

5,315,576,703,500

231,922,758,730,500
4,144,201,396

297,960,000 6,432,295,674,500

25,000,000,000

1,969,699,941,797,0

5,552,961,417,0(

231,926,902,931,8!

6,432,593,634,5(

25,000,000,0C



X. Reserve

A. Ordinary and
Extraordinary Reserves

B. Special Reserves (Centre
Bank Law Art. 59)

C. Valuation Adjustment
Fund

(Laws No. 2791 ve

D. Cost Adjustment
Fund...........

XI. Provisions

XIl. FX Revaluation
Differences

A- Revaluation Differences
as per

Art. 61 of Central Bank Law

a)

Liguidated.....................

b) To be 1,510,061,438,523,0
Liquidated................. 00

XIll. Miscellaneous
Payables

XIV. Oth er Liabilities

XV. Profit

REGULATING
ACCOUNTS

DEBIT

Interest Paid

Non-Interest Paid

Staff Expense

146,986,698,512,900

23,256,904,985

34,515,696,867,303

81,546,322,328

554,800,238,589,300

1,510,061,438,523,00
0

502,858,737,831 13,339,028,447,500

623,720,222,375,325136,148,756,691,500

506,795,993,232,000

9,478,579,990,854,; 10,951,851,125,87¢
3 00

THE CENTRAL BANK OF THE REPUBLIC OF TURKEY

Profit and Loss Account As of December 31, 19

Turkish Lira

600,327,594,275,6!

777837,926,470,5¢

58,255,653,997,0(

181,607,198,607,5:

554,800,238,589,3(

1,510,061,438,523,0

13,841,887,185,3!

759,868,979,066,8:

506,795,993,232,0(

20,430,431,116,732,2

66,256,155,114,934,1



Other Expense 19,258,110,033,6¢

Net Income 506,795,993,232,01

TOTAL 1,962,475,278,008,9
Turkish Lira

Interest Income 1,174,405,633,175,2

Non-Interest Income 787,177,231,889,7!

Permanent Participations 892,412,944,0C

CREDIT



TOTAL 1,962,475,278,008,9
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V

STATISTICAL TABLES
TABLE 1
Macro Balance ( at current prices )

(in billions of TL)

1995 1996 1997 1998 1999 (1)
GNP 7 854 887 14 978 067 29 393 262 53012 781 83 124 040
Foreign resources 253729 722 322 1117 089 403 732 2 367 386
Total resources 8108 617 15700 389 30510 351 53416 513 85491 426
Total investment 1988 499 3690 310 7 389 747 12 637 90€ 18 847 552
Public 299 575 796 975 1866 021 3471681 5 145 863
Private 1688 924 2893 335 5523726 9 166 225 13 701 689
Fixed capital investment 1882225 3757812 7728372 12977 101 18 580 704
Public 329515 764 426 1733 050 3192781 5247 524
Private 1552 710 2993 386 5995 322 9784 320 13333180
Changes in stocks 106 274 -67 502 -338 625 -339 194 266 848
Public -29 940 32549 132971 278 900 -101 661
Private 136 214 -100 051 -471 596 -618 094 368 508
Total consumption 6120 117 12 010 079 23120 603 40 778 60€ 66 643 875
Public disposable income 743 955 1211481 3383094 4839 891 5491 347
Public consumption 750 619 1 466 843 3140 449 5 869 446 10818 736
Public savings -6 664 -255 362 242 645 -1 029 555 -5 327 389
Public investments 299 575 796 975 1866 021 3471681 5145 863
Public (S-1) -306 239 -1 052 337 -1 623 376 -4 501 236 -10 473 252
Private disposable income 7 110 932 13 766 587 26 010 168 48 172 89C 77 632 693
Private consumption 5369 498 10 543 236 19980 154 34 909 16C 55825 139
Private savings 1741434 3223350 6 030 013 13263 73C 21807 554
Private investments 1688 924 2893 335 5523726 9 166 225 13 701 689
Private (S-I) 52510 330015 506 287 4097 504 8 105 865
Private savings ratio 24.5 234 23.2 275 28.1
Total domestic savings 1734770 2 967 988 6 272 659 12234 174 16 480 165
Fixed capital invest./ GNP 24.0 25.1 26.3 24.5 22.4
Domestic savings / GNP 221 19.8 21.3 231 19.8

Source: State Planning Organization.

(1) Estimate.

TABLE 2



GNP

Foreign resources

Total resources

Total investment

Public

Private

Fixed capital investment
Public

Private

Changes in stocks

Public

Private

Total consumption

Public disposable income
Public consumption
Public savings

Public investments
Public (S-1)

Private disposable income
Private consumption
Private savings

Private investments
Private (S-I)

Private savings ratio
Total domestic savings
Fixed capital invest./ GNP

Domestic savings / GNP

Source: State Planning Organization.

(1) Estimate.

Gross National Product (at current producer prices)

Agriculture
Industry

Construction

MACRO BALANCE (at 1994 PRICES)

(in billions of TL)

1995
4197 095
75 260
4272 355
1094 914
174785
920 129
1037 786
190 879
846 907
57 128
-16 094
73222
3177 441
421 047
424 963
-3 917
174785
-178 702
3776 049
2752478
1023571
920129
103 442
27.1
1019 654
247

24.3

(in billions of TL)

1995 1996
1218178.1 2489 773.€
2042 394.8 3716 528.4

426 214.9 857 761.8

1996

4 495 959
80 465
4576 424
1148 096
255143
892 953
1168 725
245 196
923 529
-20 629

9 947
-30 576
3428 328
349 663
441 521
-91 858
255143
-347 001
4 146 296
2986 807
1159 489
892 953
266 536
28.0
1067 631
26.0

23.7

TABLE 3

1997

4 868 692
105 684
4974 375
1281 169
332031
949 139
1338 091
309 678
1028 413
-56 922
22 352
=79 274
3693 206
506 857
461 386
45471
332031
-286 559
4361 834
3231820
1130014
949 139
180 875
25.9
1175485
275

24.1

1997

4170001.1
7293 185.€

17432404

9113454.1
11970 299.1

31245934

1998 1999 (1)
5052 419 4951 370
-54 209 79 683
4998 209 5031 053
1281730 1232 140
360 617 340 619
921 113 891 521
1314919 1214 986
333328 347 155
981 591 867 831
-33188 17 155
27289 -6 535
-60 477 23 690
3716 479 3798913
372 337 161 974
484 762 534 519
-112 425 -372544
360 617 340 619
-473 042 713163
4 680 081 4789 396
3231717 3264 394
1448 365 1525 002
921 113 891 521
527 251 633 481
30.9 31.8
1335940 1152 458
26.0 245
26.4 23.3

1998 1999 (1)

8831 576.1

12 034 541.2

3252 573.0



Commerce
Transportation

Financial institutions
Home ownership
Professions and services
(-) Imputed bank services
Government services
Non-profit private services
Import tax

GDP

Net foreign income

GNP

Source: State Institute of Statistics.

(1) Provisional (as of the end of September 1999).

Agriculture

Industry

Construction

Commerce
Transportation

Financial institutions
Home ownership
Professions and services
(-) Imputed bank services
Government services
Non-profit private services
Import tax

GDP

Net foreign income

GNP

Source: State Institute of Statistics.

(1) Provisional (as of the end of September 1999).

1587 690.€ 3022314t
981 069.9 1941574.2

322 589.9 732 340.1
249 169.5 442 934.8
287 000.2 554 079.6
270 343.6 709 234.7

619 784.7 1238527.2
14 576.7 26922.4
284 130.0 458 588.4
7762456.1 14772110.z
924311 205957.1

7854887.2 14978067.c

TABLE 4

5985 402.2
4018 612.€
1474 426.2
850 331.6
1067 451.2
1371710.C
2579910 .C
53 020.9
972 011.3
28 835 883.1
557 379.0
29393 262.1

(in billions of TL)

1995 1996

14 640.2 15284.4
27 765.9 297435
5857.5 6200.1
20586.7 224129
12511.0 13458.1
2424.2 2476.3
5224.2 5351.9
2251.9 2398.7
2059.5 2072.6
44815 4 468.7
382.8 386.3
38215 4636.8

97 887.8 104 745.2
1140.4 1334.6
99 028.2 106 079.8

TABLE 5

1997

14 927.2
328354
6511.0
25024.4
14 485.1
2572.9
5474.6
2564.4
21128
44729
390.1
5486.1
112 631.2
2243.0
114 874.2

10 404 500.¢
7102 826.2
3280 525.¢
1761710.€
1956 339.2
3049 158.C
4915 736.1

98 742.4
1545 375.C

52224 945.1
1293 386.5

53518 331.¢

1998

16 176.4
33 493.9
6 559.8
25365.2
15198.3
27515
5590.5
2652.9
2239.6
4738.6
396.6
5429.6
116 113.6
3189.5
119 303.1

Fixed Capital Investment by Sectors

10 060 505.5
7 351 319.3
4125 806.5
2375 089.6
2016 957.7
3623 698.0
6 246 532.8
137 237.4
1520631.3
54329 072.3
751114.2

55 080 186.5

Gross National Product (at 1987 producer prices)

1999 (1)
12151.4
23875.9
45843
17 779.7
10 931.9
2138.0
42527
1918.0
1754.4
36335
296.6
3767.3
83574.8
14223
84997.1



Agriculture
Mining
Manufacturing
Energy
Transportation
Tourism
Housing
Education
Health

Other services
TOTAL

(at current prices)

(in billions of TL)

Source : State Planning Organization.

(1) Estimate.

Agriculture
Mining
Manufacturing
Energy
Transportation
Tourism
Housing
Education
Health

Other services

TOTAL

1998 1999 (1)
Public Private Total Public Private
248 76: 452 971 701 73¢ 445 24¢ 493 727
47 847 130 56¢ 178 411 82901 192 97¢
89 51€ 2192 38t 2281 901 181 154 2 686 85¢
547 44t 312 601 860 047 655 491 324 027
1104 281 1926 75¢ 3031 04( 187597 2287 39
14767 354 51¢ 369 28¢ 25528 638 95¢
47 448 3596 99( 3644 43¢ 149 29z 5537 67(
338631 81 65€ 420 287 599 62& 206 51¢
148 537 344 36: 492 90C 190 124 383 55¢
605 547 391 50¢ 997 052 1042 19 581 50C
3192 781 9 784 32( 12 977 10: 5247 52¢ 13 333 18(
TABLE 6

Fixed Capital Investment by Sectors
(at 1994 prices)

(in billions of TL)

1998 1999 (1)

Public Private Total Public Private
24 594 46 567 71160 27 330 32457
4 890 13088 17978 5250 12 499
9611 225813 235424 12 059 186 296
57 398 31884 89 282 43184 21777
112 868 201 527 314 396 120 658 158 401
1578 35251 36 829 1750 40 750
5049 345 081 350 130 10 144 339 215
36 251 8179 44 430 41219 13283
15853 34 007 49 859 13 220 24 689
65 236 40193 105 430 72342 38 465

333328 981 591 1314919 347 155 867 831

Source: State Planning Organization.

(1) Estimate.

TABLE 7

Total
938 970
275879

2868013
979 518
4163 368
664 479

5 686 962
806 141
573 682
1623 692
18 580 704

Total
59 787
17 748

198 355
64 961
279 059
42 500
349 359
54 501
37 909
110 807
1214 986



CAPACITY UTILIZATION RATIO IN MANUFACTURING INDUSTRY
(PRODUCTION VALUE WEIGHTED)

(in percentages)

1995 1996 1997 1998 1999
TOTAL 72.8 78.9 79.3 76.6 72.2
Public sector 78.8 80.7 81.2 80.9 78.9
Private sector 704 78.2 78.6 74.7 69.7
Source: State Institute of Statistics.

INDUSTRIAL PRODUCTION INDEX

(1997=100)

1995 1996 1997 1998 1999 (1)
TOTAL INDUSTRY 83.4 89.7 100.0 101.3 98.2
Public sector 94.6 96.6 100.0 103.8 96.2
Private sector 78.7 86.8 100.0 100.3 103.5
Mining and quarrying 94.6 95.6 100.0 111.2 113.5
Crude petroleum and natural gas 103.4 103.2 100.0 107.7 107.4
Manufacturing industry 83.0 89.2 100.0 100.1 95.9
Food products and beverages 84.5 92.6 100.0 100.8 110.8
Textile products 83.7 92.0 100.0 93.6 83.5
Wearing apparel 94.9 98.9 100.0 106.7 104.0
Chemicals 79.2 87.3 100.0 100.3 97.6
Basic metals industry 84.7 91.2 100.0 100.5 101.6
Manufacture of machinery and equipment 71.6 81.6 100.0 97.4 85.5
Electrical machinery and apparatus 75.7 91.2 100.0 91.4 83.9
Motor vehicles and trailers 71.2 80.1 100.0 96.3 75.2
Electricity, gas and water supplies 83.6 925 100.0 107.6 113.4

Source: State Institute of Statistics.

1.  As of the end of September 1999.

TABLE 9



PRODUCTION OF SELECTED INDUSTRIAL GOODS

MINING
Hard coal (1) (thousand tons)
Lignite (1) (thousand tons)

Crude oil (thousand tons)

MANUFACTURING INDUSTRY
Filter cigarettes (tons)

Raki and Beer (million It.)
Newsprint (thousand tons)
Kraft paper (thousand tons)
Sulfuric acid(2) (thousand tons)
Polyethylene (tons)
PVC+PCC Compound (tons)
LPG (thousand tons)
Naphtha (thousand tons)
Gasoline (thousand tons)
Diesel oil (thousand tons)
Fuel oil (thousand tons)
Glass (thousand tons)
Molten iron (thousand tons)
Steel ingots (thousand tons)
Blister copper (tons)
Alumina (tons)

Cement (thousand tons)
Tractors (units)

Automobiles (units)

Trucks (units)

Buses and Vans (units)

ENERGY

Electrical Energy (Million Kwh)

INDUSTRIAL VALUE ADDED

(at 1987 prices) (TL billions)

1995

2248
51945
3514

75382
740
138

74

630
301 087
181 036
486
1473
3554
7983
7786
506
4363
12798
24 416
171978
33153
38 295
222 145
19172
12 424

86 291

27 766

Source: State Planning Organization - State Inetibfi Statistics.

(1) Pithead production.

1996

2424
52503
3499

70736
763

74

57

623
299 457
202 562
452
1609
3373

7 485
7408
603
5263
13 382
30341
159 298
35214
45 656
196 176
29516
18 612

95 373

29743

TABLE 10

1997

2412
52 050
3428

72417
805

60

59

788
292 587
189 239
799
1639
3419

7 406
7185
740
5567
13 644
32491
164 333
36 035
48 681
236 419
43618
25072

103 037

32835

1998

3335
65 084
3224

121719
769
101

54
1007

223 444

199 645
839

1979
3713

8 024
6708
1168
5087
13 166
52 899
157 082
36 590
54 332
221218
30900
35562

110 990

33438

1999

2738
64 896
2939

119 291
748

68

37

832
216 537
191 327
772
1963
3412
7932
6584
1066
5181
13 816
43 408
159 122
34216
24 864
222119
13 086
31545

115 424



ENERGY BALANCE (AS EQUIVALENT OF MILLION TONS OF
PETROLEUM “EMTP") (1)

1995 1996 1997 1998 1999 (2)

EMTP % EMTP % EMTP % EMTP % EMTP %
CONSUMPTION 63.3 100.0 69.4 100.0 73.2 100.0 742 100.0 80.3 100.0
Commercial 56.2 88.8 62.3 898 66.2 90.4 67.1 904 73.6 90.4
Petroleum 293 463 309 445 305 417 30.3 417 329 40.8
Lignite 10.6 16.7 11.2 16.1 12.3 16.8 12.6 16.8 13.0 17.0
Hard coal (3) 6.7 10.6 9.1 13.1 10.3 14.1 10.3 14.1 11.3 13.9
Asphaltite 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hydroelectricity 3.1 49 35 5.0 3.4 4.6 3.6 4.6 2.8 49
Net Imported electricity 0.0 0.0 0.0 0.0 0.2 0.3 0.3 0.3 0.3 0.4
Natural gas 6.3 10.0 7.4 10.7 9.2 12.6 9.7 12.6 12.9 13.1
Renewable 0.2 0.3 0.2 0.3 0.3 0.4 0.3 0.4 0.4 0.4
Non-commercial 7.1 11.2 7.1 10.2 7.0 9.6 7.1 9.6 6.7 9.6
Wood 55 8.7 5.5 7.9 5.5 7.5 55 7.5 5.3 7.4
Wastes 1.6 25 1.6 23 15 2.0 1.6 2.0 14 2.2
SUPPLY 63.3 100.0 69.4 100.0 73.2 100.0 742 100.0 80.3 100.0
Domestic products 26.3 41.5 27.0 38.9 27.7 37.8 28.9 37.8 285 38.9
Petroleum 3.7 5.8 3.7 5.3 3.6 4.9 3.4 4.9 3.2 4.6
Lignite 10.7 16.9 10.9 15.7 11.9 16.3 12.8 16.3 13.0 17.3
Hard coal (3) 13 21 1.4 2.0 1.3 1.8 1.2 1.8 1.7 1.6
Asphaltite 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hydroelectricity 3.1 49 35 5.0 3.4 4.6 3.6 4.6 2.8 49
Wood 55 8.7 5.5 7.9 5.5 7.5 55 7.5 5.3 7.4
Wastes 1.6 25 1.6 2.3 15 2.0 1.6 2.0 1.4 2.2
Natural gas 0.2 0.3 0.2 0.3 0.2 0.3 0.5 0.3 0.7 0.7
Renewable 0.2 0.3 0.2 0.3 0.3 0.4 0.3 0.4 0.4 0.4
Imports 39.8 62.9 443 63.8 475 64.9 48.6 64.9 51.9 65.5
Petroleum 284 449 295 425 29.4 402 30.3 40.2 29.8 40.8
Hard coal (3) 5.2 8.2 7.5 10.8 8.9 12.2 8.7 12.2 9.6 11.7
Electricity 0.0 0.0 0.0 0.0 0.2 0.3 0.3 0.3 0.3 0.4
Natural gas 6.2 9.8 7.3 10.5 9.0 12.3 9.3 12.3 12.2 12.5
Exports 1.9 3.0 1.9 2.7 1.6 2.2 2.4 2.2 0.0 3.2
Petroleum 1.9 3.0 1.9 2.7 1.6 2.2 2.4 2.2 0.0 3.2
Electricity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Marine bunkers 0.5 0.8 0.5 0.7 0.6 0.8 0.6 0.8 0.0 0.8
Change in stocks -0.2 -0.3 04 0.6 0.5 0.7 -0.1 0.7 0.0 -0.1
Statistical error -0.2 -0.3 0.1 0.1 -0.3 -0.4 -0.2 -0.4 -0.1 -0.3

Source: Ministry of Energy and Natural Resources.
(1) Electricity calorie unit is taken as 860 KCalWK.
(2) Provisional.

(3) Secondary coal, coke and petrocoke are included

TABLE 11



Selected Agricultural Products

(thousand metric tons, except as otherwise indichte

1995 1996 1997 1998 1999 (1)
CEREALS
Wheat 18 000 18 500 18 650 21000 18 000
Barley 7 500 8 000 8 200 9 000 7700
Rye 240 245 235 232 231
Oats 250 275 280 310 283
Maize 1900 2000 2080 2300 2297
Rice 150 168 165 315 340
Other 44 43 40 30 26
PULSES
For food 1675 1660 1522 1450 1253
For fodder 174 172 177 145 129
FRUIT AND NUTS
Grapes 3550 3700 3700 3600 3600
Figs (fresh) 300 290 243 255 255
Apples 2100 2200 2550 2450 2500
Peaches 340 360 355 410 380
Oranges 842 890 740 970 950
Other 2461 2507 2356 2790 2674
Hazelnuts 455 446 410 580 545
Pistachio nuts 36 60 70 35 30
Other unshelled nuts 224 223 209 211 211
MISCELLANEOUS PRODUCTS
Sugar beets 11171 14 543 18 400 21941 19 300
Potatoes 4750 4950 5100 5250 5500
Onions 2 850 1900 2100 2270 2400
OIL SEEDS
Sunflower 900 780 900 860 950
Sesame 30 30 28 34 28
Peanut 70 80 82 90 62
Soybean 75 50 40 60 21
Olive 515 1800 510 1650 600
TOBACCO, TEA, etc.
Tobacco 204 225 286 250 210

Tea (leaves) 523 600 752 979 1050



Poppy pods (tons) 25 5 11 28 30

TEXTILE RAW MATERIALS
Cotton (raw) 2224 2083 2105 2224 2258

Source: State Institute of Statistics.

(1) Estimate.

TABLE 12

New Buildings According to Building Permits Issued iMunicipalities

1995 1996 1997 1998 1999 (1)
Value (in millions of TL)
Houses 102 766 652 163 751 61¢€ 337 952 16t 571 270 54¢ 416 382 723
Apartment buildings 490 140 31z 758 221 67C 154872022¢ 2464967 23] 2098 580 120
Commercial buildings 75 277 048 147 875401 354 707 270¢ 580 384 96( 536 483 981
Industrial buildings 49 907 791 119 606 072 225 555 53¢ 354 443 17¢ 227 241720
Cultural buildings 14 697 749 28123 22t 70 078 457 145 634 71¢ 149 419 688
Other buildings 12388414 20 347 27¢ 37 223 243 80 312 765 88 752 150
TOTAL 745177967 123792526% 257423689t 419701339 3516 860 382
Floor Area (thousand sq.m.)
Houses 11769 10 666 11291 10 666 5693
Apartment buildings 54 756 47 731 49 490 45711 26991
Commercial buildings 9 000 9615 11814 11231 7 326
Industrial buildings 5435 7329 7343 6 768 3066
Cultural buildings 1593 1796 2207 2 646 2034
Other buildings 1405 1341 1243 1547 1239
TOTAL 83 957 78 478 83389 78 569 46 349
Source: State Institute of Statistics.
(1) Provisional (as of the end of September 1999).
TABLE 13

Extensions and Partly Finished Buildings According Occupancy Permits Issued by
Municipalities

1995 1996 1997 1998 1999 (1)
Value (in millions of TL)
Houses 40 698 680 83 438 462 171 195 82& 244 192 361 208 666 687
Apartment buildings 214 590 74C 417 694 41¢ 858979 66¢ 136148248. 1039269517
Commercial buildings 42 200 325 94 339 38¢ 199 862 741 330 967 50€ 243 283 290

Industrial buildings 24139 489 44 954 65C 114 870 90¢ 238 999 57¢ 179 197 811



Cultural buildings 3494294 10 129 484 16 427 961 46 496 624 50 989 822
Other buildings 5181 452 8518 741 17 636 454 32795 463 25783 882
TOTAL 330 304 98C 659 075 144 1378 973 55¢2 254 934 012 1747 191 009
Floor Area (thousand sq.m.)
Houses 4664 5267 5690 4719 2909
Apartment buildings 24 205 26 292 27717 25021 13624
Commercial buildings 5073 6 340 6 942 6541 3473
Industrial buildings 2579 2700 3716 4429 2 376
Cultural buildings 380 608 528 833 662
Other buildings 609 558 573 625 355
TOTAL 37510 41764 45167 42 168 23399
Source: State Institute of Statistics.
(1) Provisional (as of the end of September 1999).
TABLE 14
Transportation Services

1995 1996 1997 1998 1999 (1)
LAND TRANSPORTATION
Passengers (Million) 516 576 634 656 669
Amount of freight (Million tons) 321 387 391 434 443
Passenger trans. (Million passengers x km) 155 202 167 871 180 967 186 159 189 882
Freight trans. (Million tons x km) 112 515 135781 139 789 152 210 155 254
Vehicles (Million vehicles x km) 34833 41015 46 384 49947 50946
VEHICLES (2)
Cars 3058511 3274156 3570105 38073054 040 768
Trucks, pick-ups 719 164 776 057 883 423 986 477 1 063 807
Buses-vans 263 248 277 672 298 953 317899 332278
STATE AND PROVINCIAL ROADS
Asphalt, concrete, stone (km) 50 805 51819 52927 54425 54889
Stabilized, macadam, rough grade and crude roanls (k 9194 8 406 7914 6 460 6 022
RAILWAY TRANSPORTATION
Passengers (Million) 105 98 107 110 100
Amount of freight (Million tons) 15 16 17 16 15
Passenger trans.(Million passengers x km.) 5797 5229 5840 6 160 6 140
Freight trans.(Million tons x km) 8516 8914 9614 8 376 8108
ROLLING STOCK
Tractive vehicles:
Steam engines 50 50 50 50 50
Trunk-line engines 545 529 526 508 487
Maneuvering engines 81 76 77 78 81



Electrical engines

Total engines

Diesel trains

Electrical trains

Tracked vehicles:

Passenger carriages

Freight carriages

Wagon (passenger + freight)

Other carriages

MARITIME TRANSPORTATION
Passengers (Million)

Amount of freight (Million tons)
Passenger trans. (Million pass. x km)
Freight trans. (Million ton x km)
MARITIME FLEET

Turkish cargo ships (thousand DWT)
Passenger ships (gross tons)
Tankers (gross tons)

AIR TRANSPORTATION

Passengers (thousand)

Amount of freight (tons) (Pass. + cargo plane)

AIR FLEET

Airplanes

Source: Related Institutions.

(1) Provisional.

(2) Source: State Institute of Statistics (as efeéhd of November 1999).

MAIL ( x 1000)
Domestic
Foreign
Incoming

Outgoing

CABLES ( x 1000)
Domestic

Foreign

Incoming

Outgoing

TELEPHONE CALLS ( x 1000)

59 59

735 714

60 56

98 98
1100 1082
18532 17 442
425 406
3207 3145
85 86

70 73

672 651

34 965 512 938
9550 10 500
119 382 118 867
1043993 1069 859
8599 9281
90 846 91 688
64 65

Communications Services

1995 1996
1482090 1485 452
1160 067 1153 003

322 023 332 449
220 789 232728
101 234 99721

4471 4734

4 405 4 684

66 50
30 23
36 27

1997

1511 659
1174328
337 331
221021
116 310

3403
3370
33
19
14

60 68
713 704
59 57
98 93
1059 1046
17138 16 989
389 352
3029 3082
90 84
89 86
710 745
526 400 538 600
10088 10 449
113 603 112 614
843 156 851 832
10 266 10504
108 582 100 780
66 71
1998
1156 613
947 574
209 039
125 408
83631
2576
2553
23
12
11

77
695
55
93

1041
17172
314
2995

75

91

780
558 800

10638
111715
950 501

10410
109 535

75

1999 (1)

1131263
975 470
155 793

93 750
62 043

2051
2030
21
13

8



Number of revolutions billed (2) 64 057 24& 81247 812
Number of Trunk calls (manual) 7932 7254
International calls (outgoing, minutes) 373561 473 433
NUMBER OF SUBSCRIBERS 13 664 834 15 098 204
Automatic switchboards 13 215 682 14 286 478
Manual switchboards 12 022 7 166
Mobile phones 103 833 113 560
Cellular phones (3) 333297 691 000
NUMBER OF PTT OFFICES 31222 24 860
Main offices 1154 1152
Branches 2 856 2658
Sub-branches 27 212 21050
Sources: General Directorate of Postal Servicagki3h Telecommunication Inc.
(1) 1999 figures are provisional.

(2) Includes urban, trunk and international calls.

(3) Licensed to private sector as of May 1, 1998.

94 481 951
6 000
557 507

17 357 428
15 744 020
3600

126 659
1483 149

19 063
1148
2624

15291

99 861 925
3364
644 076

18 778 76C
16 959 500
1437

124 448
3330 107

16 984
1150
2 568

13 266

Job Applicants and Vacancies

(number of people)

1995 1996
New Applicants 335787 411 170
Total Applicants 1018 182 990 872
New Vacancies 272707 267 060
Unfilled Vacancies 303 982 291 813
Unemployed 401 292 416 795
Vacancies filled during the year 264 111 243 280

Source: Public Employment Services.

1.  Provisional (from January to November 1999).

TABLE

1997

468 070
1058 837
238 539
277 800
463 323

220 615

17

1998

430 407

1096 185

235 360

280 408

465 235

218 354

115 000 000
2450
700 000

18 224 850
18 100 000
350

124 500

7 560 000

13628
1144
2539
9945

1999 (1)

386 339

1482524

214 067

494 475

471193

195 026

MANUFACTURING INDUSTRY PRODUCTION WORKERS INDEX

(1997=100)

1997

1998 1998/3  1998/4

1999/1  1999/2 1999/3



TOTAL 100.0 100.2 103.0 98.1 90.7 925 918
Public sector 100.0 93.7 100.6 93.0 83.0 91.7 935

Private sector 100.0 101.6 103.5 99.1 92.4 927 914

Source: State Institute of Statistics.

TABLE 18

NOMINAL WAGES INDEX PER PRODUCTION HOURS WORKED IN THE
MANUFACTURING INDUSTRY

(1997=100)

1997 1998 1998/3  1998/4  1999/1  1999/2 1999/3

TOTAL 100.0 184.1 192.8 217.2 280.8 310.1 364.1
Public sector 100.0 192.5 191.7 231.7 277.4 3454 4205
Private sector 100.0 182.9 193.7 2141 284.5 300.7 347.6

Source: State Institute of Statistics.

TABLE 19

REAL WAGES INDEX PER PRODUCTION HOURS WORKED IN THE
MANUFACTURING INDUSTRY

(1997=100)

1997 1998 1998/3  1998/4  1999/1  1999/2 1999/3

TOTAL 100.0 99.7 100.7 97.4 112.0 110.3 1154
Public sector 100.0 104.3 100.2 103.9 1135 1229 133.2
Private sector 100.0 99.1 101.2 96.0 110.7 107.0 110.1

Source: State Institute of Statistics.

TABLE 20
NUMBER OF Workers Sent Abroad

1995 1996 1997 1998 1999 (1)

The United States of America 294 278 302 124 117



Australia
Austria

Belgium
Denmark
Germany
France

The Netherlands
The United Kingdom
Switzerland
Libya

Saudi Arabia
Other

TOTAL

Source: Public Employment Services.

(1) Provisional (from January to November 1999).

COLLECTIVE LABOR CONTRACTS

Public

Private

WORKERS COVERED BY CONTRACTS

Public

Private

ESTABLISHMENTS COVERED BY

CONTRACTS
Public

Private

248 97

16 5

1 2

50 39

2246 2443

13 16

13 5

43 36

18 31

1753 2063

14529 5635

40 259 30047

59 483 40 697
TABLE 21

21

12
1800

29

13
1833
7 657
21640
33321

Collective Labor Contracts

Source: Ministry of Labor and Social Security.

STRIKES

1995 1996
2357 1871
969 861
1388 1010
765 928 515 840
508 696 281 190
257 232 234 650
11274 10290
8 480 6971
2794 3319

Strikes and Lock-outs

1995 1996

1997
2 056
1010
1046

841518
625 670
215 848

12 966

10778
2188

1997

17
1734
33

38

10
1032
6821
16 092
25907

1998
1867
943
924

219 434
94 871
124 563

7047

4290
2757

1998

11

14
2189
20

22

626
4938
8570

16 516

1999
2 286
1137
1149

828 458
544 995
283 463

12 373

9 638
2735

1999



Number of strikes
Number of participants
Workdays lost in strikes
LOCK-OUTS

Number of lock-outs
Number of participants

Workdays lost in lock-outs

Source: Ministry of Labor and Social Security.

ANNUAL AVERAGE
WHOLESALE PRICES
(1987=100) (1)
General

Agriculture

Mining

Manufacturing

Energy

(1994=100) (1)
General
Agriculture
Mining
Manufacturing

Energy

(1968=100) (2)

General

CONSUMER PRICES
CPI Turkey (1987=100) (1)

CPI Turkey (1994=100) (1)

Istanbul Wage Earners
General (1995=100) (2)
END OF YEAR
WHOLESALE PRICES
(1987=100) (1)
General

Agriculture

Mining

Manufacturing

120 38

199 867 5461

4 838 241 274 322
5 3

4 047 3761

162 512 160 368
Price Indices

1995 1996

7 065 12 337

7 267 12 925

6 842 12 557

7 041 12 010

6 479 12 842

186 327

208 388

186 351

181 308

156 315

1111281 1 906 838

8512 15271

188 339

100 188

8 567 15582

9314 15 968

8 696 16 299

8 404 15 355

37
7 045
181913

4083
62 236

1997

22 336
23170
22 608
22 061
21327

595
724
619
557
542

3402 083

28 249

630

358

29698
30493
29402
29590

44
11482
282 638

500
5284

1998

38 022
44 059
33534
36 257
35568

1022
1353
920
928
931

5742 379

51 868

1163

656

44 970
53529
38 541
42390

34
3263
229 825

931
76 470

1999

58 460
61 533
52 841
57 369
59 708

1565
1918
1494
1459
1533

8250 777

84 799

1917

1041

74 860
67 183
71419
76 958



Energy 7292 16 304

(1994=100) (1)

General 223 413
Agriculture 255 484
Mining 237 458
Manufacturing 215 389
Energy 177 408

(1968=100) (2)
General 1330489 2361023

CONSUMER PRICES
CPI Turkey (1987=100) (1) 10 962 19 345

CPI Turkey (1994=100) (1) 240 431

Istanbul Wage Earners

General (1995=100) (2) 243

Source: (1) State Institute of Statistics.

(2) Istanbul Chamber of Commerce.

26 048

788
951
790
744
669

4 441 945

38536

858

492

44 240

1215
1635
1059
1094
1137

6572 115

64 914

1455

831

75837

1980
2126
2057
1933
1947

10 238 991

108 381

2 457

1319



1999 Jan. Feb. March
WHOLESALE PRICES
(1987=100) (1)
General 46527 47974 49965
Agriculture 55825 57674 59802
Mining 38946 40512 41438
Manufacturing 43703 44984 46925
Energy 46 380 48344 50588
(1994=100) (1)
General 1259 1301 1353
Agriculture 1711 1778 1856
Mining 1071 1127 1142
Manufacturing 1128 1162 1206
Energy 1190 1242 1298
(1968=100) (2)
General 6 768 69¢
615

CONSUMER PRICES
CPI Turkey (1987=100) (1)

General 67 75469 745 72 407
CPI Turkey (1994=100) (1)

General 1525 1574 1638
Istanbul Wage Earners (1995=100) (2)

General 841 857 899

Source: (1) State Institute of Statistics.

(2) Istanbul Chamber of Commerce.

ANNUAL AVERAGE
Reat (each)
Cumbhuriyet (each)
Bullion (gram)

END OF YEAR

TABLE 24

MONTHLY PRICE INDICES

April May June July Aug.
52617 54581 55797 58313 60379
62956 63537 60673 58556 58491
44408 48431 50653 52311 56294
49405 51710 54123 58123 60747
52774 55125 57564 60067 62727

1424 1471 1497 1556 1607

1968 1961 1874 1825 1830

1240 1368 1425 1461 1597

1265 1323 1382 1476 1537

1354 1417 1479 1543 1611

76 128 78 455 80911 83674 87 090
1717 1768 1825 1 895 1975
946 973 1004 1036 1052
TABLE 25
GOLD PRICES
(Thousand TL)
1995 1996 1997
4028 7 125 11525
3908 6 957 10 987
571 1018 1614

Sept.

63 798
61725
60 406
64 204
65 467

1701
1946
1721
1625
1680

92 373

2093

1116

Oct.

66 833
65 340
63 791
66 984
68 991

1780
2 055
1834
1693
1770

6 83€ 7083374 7369231 7780 87C 7954 24€ 8 269 93€ 8 474 247 8 810 04t 9 118 24<

98 285

2225

1204

1998

18 124
16 905
2487

Nov. Dec.
69 875 74 860
66 630 67183
65 476 71419
70 566 76 958
72 636 75 837
1853 1980
2090 2126
1887 2057
1777 1933
1864 1947
9609 17€ 10238 991
102 386 108 381
2319 2 457
1252 1319
1999
27 503
25511
3779



Reat (each)
Cumhuriyet (each)

Bullion (gram)

Source: Central Bank.

5130 8 850
4990 8500
719 1251
TABLE 26

13175
12 675
1860

GOLD PRICES (Monthly Averages)

1999 Jan. Feb. March

Reat (each) 21500 22500 23438
Cumbhuriyet (each) 20150 21663 22750
Bullion (gram) 2981 3198 3360

Source: Central Bank.

April

25300
23610
3487

(Thousand TL)

May June July

26875 27000 28800

24150 23825 24020
3554 3486 3546
TABLE 27

Aug.

29 000
24 600
3640

20875 32400

19 463 32350

2869 4826
Sept. Oct. Nov.

29000 32300 31925

25613 31600 31800

3793 4720 4758

AVERAGE Support Purchase Prices of Agricultural Prodisc

PRODUCTS
Wheat (2)
Barley (2)

Rye (2)

Maize (2)

Oat (2)

Cotton (3)
Tobacco (2)
Sugar beets (2)
Sunflower seeds
Hazelnuts

Dried figs
Raisins (seedless)
Olive oil

Mohair

(TL/KQ)
1995 1996
7433 22093
5423 15115
5414 13 460
6 769 16 862
- 14 094
40 440 68 142
100 963 188 173
2750 4775
18 001 37 969
81 800 206 248
64 200 84770
38 502 81311
148 621 302 572

- 221 346

1997
35141
25 488
26 796
29502
26 986
138 916
385621

12128

67 728
531435
195 285
165 474
287131
460 000

1998
53 564
39112
41 227
45517
42 053
180 458
672 048

17 709
111 682
772134
397 813
263 820
446 766
867 348

1999 (1)
82 320
59 159
57 788
69 616
58 181

233 091

1099 715

29700
130 000
1043 614
580 429
414223

983 230

Dec.

32400
32350
4826



Pistachios

Soy beans
Poppy seeds (2)
Rice

Peanuts

Silk cocoons
Red peppers
Olives

Rose oil

Red lentils

Tea

Source: State Planning Organization.

(1) Estimate.

15001
24 485
24232
38493
198 896
94 259
35014
24148
12271

309 200
41 395
73718
43548
63413

382571

210 227

154 052
84019

24 989

450 093

58 003
157 739

85557
142 079
772735
250 226
249 891
120 023

50421

1321024
90 002
295 643
130 704
159 529
1269 248
555 461
155 000
113576
87 464

2. Products under the Support Purchases Program fiifferyear to year. Only these products are supdas of 1994.

(3) Excluding Support and Price Stability Fund pitems.

REVENUES
Taxes

Direct taxes
Indirect taxes
Non-tax revenues
Grants

Annexed budget
EXPENDITURES

NON-TAX EXPENDITURES

Personnel

Other current expenditures
Investments

Interest payments
Foreign loans

Domestic loans
Transfers to the SEEs
Other transfers
PRIMARY BALANCE
BUDGET BALANCE
DEFERRED PAYMENTS
ADVANCES

CASH BALANCE

TABLE 28

Consolidated Budget

(in billions of TL)

1995

1394 023
1084 350
460 437
623 913
289 825
7404

12 444
1710 645
1134530
502 600
141 549
91777
576 115
100 596
475 519
45 500
353 104
259 493
-316 622
52072
-29 945
-294 495

1996

2702 034
2 244 094
883 607
1360 487
430 074
1832

26 034
3940 162
2442 761
974 148
308 571
238 085
1497 401
168 314
1329 087
50 200
871 757
259 273
-1238128
16 325
-45 931
-1 267 734

1997

5 750 096
4745 484
1931970
2813514
950 400
1692
52520
7990 748
5712831
2073 140
706 342
590 382
2277917
299 950
1977 967
123 640
2219327
37 265

- 2240 652
139 740
-119 518
-2 220 430

1998

11 887 552
9232930
4303 893
4929 037
2 474 665

0

179 957
15585 376
9408 781
3870 228
1309 061
998 361
6176 595
547 081
5629 514
159 960
3071171
2478771
-3 697 824
204 064
-315 730

-3 809 490

1900 510
110 004
450 000
155 000

1904 718
600 147

250 004
195 565
124 987

1999 (1)

18 973 291
14 807 267
6712 882
8 094 385
3878 626
7521

279 878
28 017 791
17 296 951
6 908 320
2 239 566
1540 232
10720 840
896 218

9 824 622
416 800
6192 033
1676 340
-9 044 500
406 672
-458 905
-9 096 733



FINANCING

FOREIGN LOANS (Net)
Receipts from loans
Receipts from On-lending
Repayments

DOMESTIC LOANS (Net)
Government Bonds (Net)
Issues

Repayments

Treasury bills, (Net)
Issues

Repayments

SHORT-TERM ADVANCES (NET)
OTHERS

Source: Undersecretariat of the Treasury.

(1) Provisional.

294 495 1267 734
-79 560 -134 410
131110 253 296
28314 24 390
-238 984 -412 097
282 875 1066 229
85 657 274 040
222 453 583 276
-136 796 -309 236
197 218 792 189
1147 241 3266 449
-950 023 -2 474 260
94 723 228 954
-3 544 106 961
TABLE 29

2220430
-447 085
192 087
52 094
-691 266
2505 517
1484 843
2 068 523
-583 679
1020674
2981 644
-1 960 970
0

161 998

3809 490
-1 035 566
723 766
79533
-1 838 865
4590178
1297 022
2806 639
-1 509 617
3293 156
9173673
-5 880517
0

254 879

9 096 733
459 693
2565 938
241 536

-2 347 781
9 740 450
12 233 781
16 903 261
-4 669 480
-2 493 331
6 840 020
-9333 351

0

-1 103 410

State Economic Enterprises Financing Requirementairrent prices (1)

FIXED INVESTMENTS

CHANGE IN STOCKS

CHANGE IN FIXED ASSETS
INCREASE IN MINORITY INTERESTS
LEGAL OBLIGATIONS, FUNDS

TOTAL FINANCING REQUIREMENT

INTERNALLY GENERATED FUNDS
Retained earnings

Depreciation

Provisions

Provisions for exchange rate difference

Dividends other than treasury

FINANCING REQUIREMENT FROM EXTERNAL
SOURCES

BUDGETARY TRANSFERS
Capital

Duty losses

1995

-78 589
-56 241

11031
-389
-3 370

-127 557

131158
-30 685
100 110

16 141
45 592
0

3602

54 874
54 325
0

(in billions of TL)

1996

1997 1998

-164 768 -377 067 -891 707

-202 118 -524 970 -857 255

-17 850
-3 580
-10 368

-12 387 23 347
-1875 -12 596
-24 832 -64 078

-398 684 -941131 -1 802 290

325 237
89 049
147 156
8 687
80 345
0

581 013 840 017
219 442 211704
259 541 390 269
11836 22 058
90 194 215985
0 0

-73 447 -360 118 -962 273

61 320
52111
8297

165 700 256 609
162 130 238 349
2 050 14 960

1999 (2)
-1 410 607
-873324
-102 190
-33472
-94 060

-2 513 652

838 829
-98 333
624 426
61 996
250 740
0

-1 674 824

549 469
464 519
80 000



Aid

SUPPORT AND DEVELOPMENT FUNDS

SEE LOAN REQUIREMENTS
Deferred payments

Advance payments

Cash financing requirement
Financing

Change in cash balances
Securities and deposits
Domestic loans

Central Bank

Commercial banks

Eximbank

Foreign loans, net

Receipts

Payments

Government Bonds

GNP

SEE BORROWING REQUIREMENT / GNP

SEE BORR. REQ. - BUDG.TRANSFERS / GNP

Source: Undersecretariat of the Treasury.

(1) Including SEE's under privatization scheme.

(2) Estimate.

549 912 1520
0 0
58 476 -12 127 -194 417

197 075 409 898 892 431

-159 041 -179 126 -601 399

96 510 218 644 96 614

-96 510 218 644 -33 580

-56 674 -177 449 -156 333

-40 073 33043 -161 791
7524 -35 284 195 089
231 0 0
7795 -35 284 195 089
-502 0 0
-13 526 -58 920 26421
25232 65 455 82 746
-38 759 -124 375 -56 325
6 240 19 966 0

7854887 14978067 29 393 262

0.7 01
0.1 05
TABLE 30

-0.7
-1.2

3300

-705 664
1747 900
-1 183 365
-141 130
141 130
-314 583
-102 268
202 783

0

202 783

0

339 849
378 635
-38 786
15 349
53518 332
-1.3

-1.8

4950

-1125 355
1742572
-757 261
-140 043
140 043
-318 107
-191 195
337 282
196
337086

0

312 063
351419
-39 356

0
83 124 000
1.4

-2.0

Resources and Expenditures of Funds at current @sc
(In billions of TL)

RESOURCES

Taxes

Non-tax normal income
Factor income

Current transfers

Capital transfers

EXPENDITURES
Current expenditures
Tax expenditures

Non-tax normal expenditures

1995
259 128
135 049

33189
11200
32984
46 707

306 868
43 596

1996
503 714
217 952

51453
30425
146 144
57 738

519 301
57 639

1997
1089 204
543 446
92 907
41314
274 522
137 014

1085 900
101 825

1998
1764 116
871 230
134 940
63 728
287 366
406 853

1768 425
142 384

1999 (1)
2358 989
1087 485
275 418
93 692
582 190
320 203

2882 495
378 257



Factor expenditures
Current transfers
Capital investments

Fixed capital investments

BORROWING REQUIREMENT

FINANCING

Receipts from foreign debts
Foreign debt payments

Domestic Debt-Dom. Lending (Net)

Change in cash & banks

Source: State Planning Organization.

(1) Estimate.

APPROPRIATIONS
Initial

Year-end

Current Services
Initial

Year-end

Investments
Initial

Year-end

Transfers
Initial

Year-end

Transfers to annexed budget
Initial

Year-end

EXPENDITURES

Current expenditures

3886
164 472
52 324
42 589

-47 739

47 739
22295
-8 597
39419
-5 378

9322
255503
88 934
107 903

-15 587

15587
53 504
-34 700
37 755
-40 972

TABLE 31

55242
428 857
243 294
256 681

3304

-3 304
133618
-42 075

77093

-171 940

131 049
698 176
455 747
341 069

-4 309

4309
136 986
-71 358
154 612

-215932

Consolidated Budget Appropriations,

Expenditures and Revenues

(in billions of TL)

1995

1330978
1808 465

1233 448
550 891
682 557

205 047
85032
120 015

2 024 465
831813
1192 652

-323 517
-136 758
-186 759

1710 645
644 149

1996

3510 989
4114 147

2402 536
1045 750
1356 786

526 805
238 696
288 109

5366 737
2514 698
2852039

-670942
-288 151
-382 787

3940 162
1282719

1997

6 256 422
8 364 230

5067 622
2125998
2941 624

1206 720
495 287
711433

9839 735
4232 243
5607 492

-1 493 425
-597 106
-896 319

7990 748
2779482

1998

13 691 379
14 828 152

9 905 239
4454 941
5450 298

2 260 840
1000 375
1260 465

18 817 064
9 334 159
9 482 905

-2 463 612
-1 098 096
-1 365516

15585 376
5179 289

136 488
1237 569
632 501
497 680

-523 506

523 506
227 146
-111 230
349 144

58 446

1999 (1)

25334 049
25776 820

17 136 883
7952 784
9184 099

3089 367
1340593
1748 774

35 085 656
17 850 090
17 235 566

-4 201 037
-1 809 418
-2 391 619

28017 791
9 147 886



Investment expenditures 91777 238 085 590 382 998 361 1540 232

Transfer expenditures 974 719 2419 358 4620 884 9407 726 17 329 673
REVENUES 1394 023 2702 034 5 750 096 11 887 552 18 973 291
Taxes 1084 350 2244 094 4745 484 9232930 14 807 267
Non-tax revenues 297 229 431 906 952 092 2 474 665 3886 147
Revenues from annexed budge 12 444 26 034 52 520 179 957 279 878

Source: Undersecretariat of the Treasury.

(1) Provisional.

TABLE 32
Public Debt (Domestic)

(in billions of TL)

1995 1996 1997 1998 1999
GOVERNMENT BONDS 511 769 1250 154 3570812 5771 980 19 683 392
Cash 220 955 603 845 2 267 894 3815843 16 960 758
Non-cash 290 814 646 669 1302918 1956 136 2722634
FX DIFFERENCE 25940 40 0 0 0
TREASURY BILLS 631 298 1527 838 2374990 5840 906 3236 753
Cash 512 298 1320 343 2374 990 5695 942 3236 753
Non-cash 119 000 207 495 0 144 964 0
ADVANCE 192 000 370 953 337 623 0 0
TOTAL 1361 007 3148 985 6 283 425 11612 886 22920 145

Source: Undersecretariat of the Treasury.
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TABLE 33.A

MONETARY AUTHORITIES - SECTORAL ACCOUNTS

(TL Billions)
ASSETS 1995 1996 1997 1998 1999(1)
FOREIGN ASSETS 8887719 2028847.5 4260 030.9 6895742.4 11877892.9
Gold: International Standard (FX) 822945 148 702.0 230 226.7 316 496.8 465 060.0
Convertible Foreign Assets 740 456.3 1754 680.0 3780503.8 6181816.1 10810833.5
Other Foreign Assets 6 6021.1 125 465.5 249 300.4 397 429.5 601 999.4
CLAIMS ON CENTRAL GOVERNMENT 598 000.5 867 775.2 805 252.9 469 417.3 -243 479.9
Budgetary Institutions 572 060.7 917 709.1 1096 049.3 969 053.3 678 426.6
Treasury Coin Issue 2816.7 5998.4 9341.5 14 494.2 23818.7
Treasury IMF Paosition 47 758.2 83618.4 143 973.4 156 720.3 65 302.8
Short Term Advances to the Treasury 192 000.0 370952.9 337 623.2 0.0 0.0
Government Securities (2) 329 167.8 457 139.4 605 111.2 797 838.8 589 305.1
Activated Claims in Accordance with Law
Consolidation 0.0 0.0 0.0 0.0 0.0
Other Claims on the Treasury (net) 318.0 0.0 0.0 0.0 0.0
Revaluation Account 25939.8 -49 933.9 -290 796.4 -499 636.0 -921 906.5
CLAIMS ON NON-FINANCIAL PUBLIC
ENTERPRISES (3) 1203.3 2242.8 1576.2 1559.3 1873.8
CLAIMS ON DEPOSIT MONEY BANKS 28 677.0 73111.7 831 002.0 2102 597.1 1462 830.5
Advances and Discounts 12 220.2 7 682.0 7 675.6 7539.1 7675.1
Commercial 12174.2 7674.3 7675.1 7539.1 7 675.1
Agricultural 0.0 0.0 0.0 0.0 0.0
Medium Term Industrial Credit, Banks 46.0 7.7 05 0.0 0.0
Advances Against Bond Collateral 0.0 0.0 0.0 0.0 0.0
Credit to Non-Financial Public Enterprises
through Banks 0.0 0.0 0.0 0.0 0.0
Other Claims 16 456.8 65 429.7 823 326.4 2 095 058.0 1455 155.4
CLAIMS ON OTHER FINANCIAL INST. 29.0 6.7 0.2 9577.2 0.0
Claims on Investment and Development Banks 29.0 6.7 0.2 9577.2 0.0
Claims on Non-Bank Financial Institutions 0.0 0.0 0.0 0.0 0.0
UNCLASSIFIED ASSETS 23579.1 70379.8 810 556.3 1824 739.2 734 469.5
TOTAL 1540260.8 3042 363.7 6 708 418.5 11303 632.5 13833586.8

Source: Central Bank.
(1) As of the end of September 1999.

(2) Securities are adjusted to include those solcekclude those purchased under repurchase agreer@eunterpart adjustments are made in the
accounts of the Deposit Money Banks.

(3) Direct Credit to the Non-Financial Public Emteses is shown as a claim on public enterprisédewediscounts by banks of NFPE bills have
been reclassified as claims on Deposit Money Banks.



TABLE 33.L

MONETARY AUTHORITIES - SECTORAL ACCOUNTS

(TL Billions)

LIABILITIES 1995 1996 1997 1998 1999(1)

RESERVE MONEY 507 819.1 972 285.6 1943 151.4 3505 543.1 53937710
Currency and Coin in Circulation 226 477.1 387 812.6 767 734.1 1342 249.2 1892 392.3
Currency Outside Deposit Money Banks 188 505.9 315893.1 598 568.6 1030 504.3 1490 552.2
Currency in Banks 37971.2 719195 169 165.5 311 744.9 401 840.1
Bank Deposits 278 885.7 580 425.7 1169 709.5 21473823 34901746
Required Reserves 250873.4 450 875.8 917 008.1 1648 020.9 2678 161.7
Free Reserves 28 012.3 129 549.9 252 701.4 499 361.4 812 012.9
Demand Deposits (TL) 2456.3 4047.3 5707.8 15911.6 11204.1
Non-Financial Public Enterprises 29.6 27.0 212 222 4.3

Local Government Deposits 2394.6 3991.7 5620.3 15 629.7 10 585.7
Private Sector Deposits 9.8 14.2 26.0 47.6 97.9

Other Financial Institutions 22.3 144 40.3 2121 516.2

TIME DEPOSITS 12425.1 33304.5 56 179.6 112 124.7 139 285.7
FOREIGN EXCHANGE DEPOSITS 12147.1 392248 111 440.7 135152.1 218 154.4
Non-Bank Financial Institutions 11921.2 38 867.3 110 842.9 134 189.8 217 270.3
Non-Financial Public Enterprises 215.1 342.4 572.6 921.1 829.5

Local Governments 10.8 151 25.2 41.2 54.6

RESTRICTED DEPOSITS 15.3 22.0 30.5 92.0 205.2

FOREIGN LIABILITIES 769 307.1 13952313 2507 930.5 4151 906.2 5359 648.8
Use of IMF Credit 40 832.5 71 366.5 121 969.6 121 821.5 65 955.8
Foreign Credit 11333.6 10677.3 13862.8 8252.8 17 621.6
Foreign Exchange Deposits by Citizens Abroad 687 737.8 1284 555.2 2326 013.7 4005 515.9 5252 676.7
Other Non-Residents' Deposits 27 062.6 25390.8 38658.1 5334.0 12 407.5
Miscellaneous Payables (FX) 2 340.6 32415 7 426.3 10982.0 10987.2
CENTRAL GOVERNMENT DEPOSITS 103 109.4 225023.3 874 811.3 833 151.7 918 111.7
General and Annexed Budget 88034.2 188 271.9 737 715.7

Administration Deposits 694 726.1 808 841.2
Gen. Annex. Bud. Administ. Project Credit 11 407.7 17 256.8 17 064.5 37311.1 33961.3
Public Economic Institutes (Annexed 7.3 41.2 439.9

Budget Organizations) 14.1 106.5

Social Security Funds (LC) 0.0 0.0 0.0 0.0 0.0

Reserves for Letters of Credit (Official Ent.) 16.3 135 7.8 0.6 0.5

Other Liabilities to Central Government 244.0 10455.3 63 607.1 60942.4 222113
Extra-budgetary Institutions 3399.9 8984.6 55976.3 40 157.4 52990.9
CAPITAL AND RESERVES 19 191.7 113 966.9 203 448.2 435 678.0 243 116.7
UNCLASSIFIED LIABILITIES 116 246.0 263 305.3 1011 426.3 2129 984.7 1561 293.3
TOTAL 1540 260.8 3042 363.7 6 708 418.5 11303632.5 13833586.8

Source: Central Bank.

(1) As of the end of September 1999.



TABLE 34

CENTRAL BANK - CREDIT

(TL Billions)
SECTORAL BREAKDOWN 1995 1996 1997 1998 1999(1)
CENTRAL GOVERNMENT 192 318.0 370952.9 337 623.2 0.0 0.0
Short Term Advances to the Treasury 192 000.0 370952.9 337 623.2 0.0 0.0
Other Claims on the Treasury (net) 318.0 0.0 0.0 0.0 0.0
NON-FINANCIAL PUBLIC ENTERPRISES 1203.3 22428 1576.2 1559.3 1873.8
Treasury Guaranteed Bills 0.0 0.0 0.0 0.0 0.0
Short-term Discount of Bills, Soil Products
Office (SPO) 0.0 0.0 0.0 0.0 0.0
SEEs’ Other (Debts of SEEs Not Paid On
Due Date) 1203.3 22428 1576.2 1559.3 1873.8
SEEs, Commercial Bills 0.0 0.0 0.0 0.0 0.0
FINANCIAL INSTITUTIONS 12 249.2 7 688.7 7675.8 7539.1 7675.1
Deposit Money Banks 12 220.2 7 682.0 7 675.6 7539.1 7675.1
Advances and Discounts 12 220.2 7682.0 7 675.6 7539.1 7675.1
Commercial 12174.2 7674.3 7675.1 7539.1 7675.1
Agricultural 0.0 0.0 0.0 0.0 0.0
Medium Term Industrial Credit, Banks 46.0 7.7 0.5 0.0 0.0
Advances Against Bonds 0.0 0.0 0.0 0.0 0.0
Claims on Public Economic Institutions 0.0 0.0 0.0 0.0 0.0
Other Credit 0.0 0.0 0.0 0.0 0.0
Investment and Development Banks 29.0 6.7 0.2 0.0 0.0
Export Advances and Discounts 0.0 0.0 0.0 0.0 0.0
Special Export Loans-Eximbank 0.0 0.0 0.0 0.0 0.0
Eximbank Credit, Foreign Trade Capital
Corp. 0.0 0.0 0.0 0.0 0.0
Export Discount Credit 0.0 0.0 0.0 0.0 0.0
Other Commercial Credit, Inv. & Dev
Banks 0.0 0.0 0.0 0.0 0.0
Med. Term Credit, Inv. and Dev. Banks 29.0 6.7 0.2 0.0 0.0
Non-Bank Financial Institutions 0.0 0.0 0.0 0.0 0.0
Advances for Savings Protection Fund 0.0 0.0 0.0 0.0 0.0
CREDIT ABROAD 65 665.3 124 699.8 247 977.6 395 516.8 599 493.7
TOTAL 271435.8 505 584.2 594 852.8 404 615.2 609 042.6

Source: Central Bank.

(1) as of the end of September 1999.



TABLE 35

CENTRAL BANK - DEPOSITS

(TL Billions)

SECTORAL BREAKDOWN 1995 1996 1997 1998 1999(1)
CENTRAL GOVERNMENT DEPOSITS 102 849.1 2145545 811 196.4 772 208.7 895 899.9
General and Annexed Budget Administration 88034.2 188 271.9 737 715.7 694 726.1 808 841.2
TL 13397.8 33358.8 181 613.1 2132435 164 159.7
FX 74 636.4 154 913.1 556 102.6 481 482.6 644 681.5
General and Annexed Budget Administration Project 11 407.7 17 256.8 17 064.5

Funds 373111 33961.3
TL 0.0 0.0 0.0 0.0 0.0

FX 11 407.7 17 256.8 17 064.5 373111 33961.3
Public Economic Institutions 7.3 41.2 439.9 141 106.5
TL 7.3 41.2 439.9 14.1 106.5
FX 0.0 0.0 0.0 0.0 0.0

Social Security Organizations Est. by Law 0.0 0.0 0.0 0.0 0.0

Extra-budgetary Institutions 3399.9 8984.6 55976.3 40 157.4 52990.9
TL 3086.8 6 549.3 49717.8 16 540.5 375415
FX 313.1 24353 6 258.5 23616.9 15449.4
FINANCIAL INSTITUTION DEPOSITS 290921.2 619 654.4 12816053 22834914 3709 100.5
Bank Deposits 278 885.7 580 425.7 1169709.5 21473823 3490 174.6
Required Reserves 250 873.4 450 875.8 917 008.1 1648 020.9 2678 161.7
TL 106 549.3 1755121 336 353.5 694 261.4 1183 156.7
FX 144 324.1 275 363.7 580 654.6 953 759.5 1495 005.0
Free Reserves 28 012.3 129 549.9 252 701.4 499 361.4 812 012.9
Domestic Banks (FX) 20790.2 76 876.3 218 332.4 411 376.5 694 765.9
Deposit Money Banks (Free Dep. TL) 72221 52 673.6 34 369.0 87 984.9 117 247.0
Other Financial Institutions 12 035.5 39228.7 111 895.8 136 109.1 218 925.9
Investment and Development Banks 476.2 12127 4528.2 10 330.4 15 426.3
TL 19.1 11.8 36.2 205.4 505.3
FX 457.1 1200.9 4492.0 10125.0 14921.0
Non-Bank Finan.Ins.(Ins. Fund. for Sav. Dep.) 11 467.3 37 669.0 106 355.0 124 071.5 202 360.2
TL (Sight) 3.2 2.6 4.1 6.7 10.9

FX 11 464.1 37 666.4 106 350.9 124 064.8 202 349.3
Financial Institutions (Special Finance Houses) 92.0 347.0 1012.6 1697.0 11252
Authorized Foreign Currency Institutions 0.0 0.0 0.0 10.2 14.2

NON-FINANCIAL PUBLIC ENTERPRISES 2447 369.4 593.8 943.3 833.8
State Economic Enterprises 244.7 369.4 593.8 943.3 833.8
TL (Sight) 29.6 27.0 21.2 222 4.3

FX 215.1 342.4 572.6 921.1 829.5
LOCAL GOVERNMENT 2405.4 4006.8 5645.5 15670.9 10 640.3
TL (Sight) 2394.6 3991.7 5620.3 15 629.7 10 585.7
FX 10.8 15.1 25.2 41.2 54.6

PRIVATE SECTOR (TL) 9.8 14.2 26.0 47.6 97.9



RESTRICTED DEPOSITS
NON-RESIDENTS' DEPOSITS
Deposits With Letter of Credit
Other Deposits (TL+FX)
OTHER DEPOSITS

TOTAL

Source: Central Bank.

(1) As of the end of September 1999.

10.8

714 800.4
687 737.8
27 062.6
4.8

1111 246.2

17.5

1309 946.0
1284 555.2
25390.8
4.8

2148 567.6

26.7
23646718
2326 013.7

38 658.1
158.3
4 463 923.8

88.3

4010 849.9
4005515.9
5334.0
36.4

7 083 336.5

201.5
5265 084.2
5252 676.7

12 407.5

140.1

9881 998.2



TABLE 36.A

DEPOSIT MONEY BANKS - SECTORAL ACCOUNTS

ASSETS

RESERVES

Currency

Deposits at Central Bank
Reserve Requirement
Free Reserves

OTHER CLAIMS ON CENTRAL BANK
Net Credit from CBRT under Swap and

Repurchase Agreement

Other Claims

FOREIGN ASSETS

CLAIMS ON CENTRAL GOVERNMENT
Budgetary Institutions

Credit to Central Government

Bonds and Bills Issued by Central

Government
Other Claims on Central Government
Extra-budgetary Institutions

Claims on Extra-budgetary Funds
CLAIMS ON NON-FINANCIAL PUBLIC

ENTERPRISES

Credit to SEE’s

Bonds Issued by SEE’s
Participations in SEE’s

Other Claims on SEE’s

CLAIMS ON LOCAL GOVERNMENT

CLAIMS ON OTHER FINANCIAL
INSTITUTIONS

Claims on Inv. and Development Banks
Claims on Non-Bank Financial Institutions
CLAIMS ON PRIVATE SECTOR

Credit to Private Sector

Bonds Issued by Private Enterprises
Participations in Private Enterprises
Other Claims on Private Sector
DOMESTIC INTERBANK CLAIMS
UNCLASSIFIED ASSETS

TOTAL

(TL Billions)
1995 1996
314 479.7 641 352.1
37971.2 719195
276 508.5 569 432.6
249914 .4 468 063.5
26 594.1 101 369.1
19 497.4 46 485.3
19476.0 46 461.0
214 24.3
593 595.8 1016 172.4
413 346.7 1 405 806.7
385 467.2 1293 916.6
20524.9 12 538.4
252 821.9 874 679.3
112 120.4 406 698.9
27 879.5 111 890.1
27 879.5 111 890.1
40 288.7 49 210.9
37637.0 46 777.5
0.0 0.0
2.6 81.6
2649.1 23518
4745.6 6 420.6
32858.7 71568.2
28032.0 58 216.8
4.826.7 133514
1356 669.1 3202 529.0
1277 943.5 3029 298.7
22.6 26 083.8
50578.0 747225
281250 72 424.0
143 585.4 367 859.3
777 198.8 1336 625.7
3696 265.9 8 144 030.2

1997
1297 880.7
169 165.5
1128 715.2
918 597.2
210 118.0
15.8

0.0

15.8

2160 785.5
2891576.9
2869 364.1
21751.6
1842 642.2

1004 970.3
222128
222128

217 408.5

215343.6
0.0

83.9
1981.0
8194.4
186 773.1

129 270.3
57 502.8
7252 461.7
6 959 948.6
9 558.6

147 067.1
135 887.4
851 113.2
2689 043.6
17 555 253.4

1998
2433421.6
311 744.9
2121676.7
1723329.9
398 346.8
4.7

0.0

4.7

3661 848.9
8291 055.3
8267 920.4
14 755.5

3742 139.7
4511 025.2
231349
231349

289 798.2
283 376.2
0.0
263.5

6 158.5
19 538.5

323 064.5
204 123.0
1189415
11493 241.4
10774 211.5
0.0

433 531.4
285 498.5
1321271.9
6 062 698.9
33895 943.9

1999(1)

3702 655.2
401 840.1

3300 815.1

2789 899.1
510 916.0
a7

0.0

4.7

5602 104.6
16 007 321.8
15981 736.1
10 623.4

8 604 785.9
7 366 326.8
25585.7
25585.7

252719.1
245914.0
0.0
164.5

6 640.6
30998.4

623 289.9
334 207.0
289 082.9
15204 687.9
14273 913.7
1834.1

597 591.9
331348.2
2521 802.0
11651 798.3
55597 381.9



Source: Central Bank.

(1) As of the end of September 1999.

TABLE 36.L

DEPOSIT MONEY BANKS - SECTORAL ACCOUNTS

(TL Billions)

LIABILITIES 1995 1996 1997 1998 1999(1)

DEMAND DEPOSITS 193 428.5 562 351.4 887 428.7 1386 552.2 1626 539.4
Private Sector 155 340.0 367 984.7 675 143.1 1027 950.9 1231437.8
Local Government 12 023.8 43 765.7 66 346.3 121 497.8 111 504.3
Non-financial Public Enterprises 20438.9 138 945.6 123 350.2 155 781.9 181 122.3
Other Financial Institutions 5625.8 11655.4 22589.1 81321.6 102 475.0
TIME DEPOSITS (2) 959 240.8 2097 901.1 4237 012.7 9138355.1 15587 719.7
Private Sector 914 329.3 2053 427.0 4063 703.5 8710732.0 15086 610.6
Local Government 6 838.9 15 970.6 49 970.8 352795 47 843.6
Non-financial Public Enterprises 32206.4 6 229.6 84 118.9 271439.1 94 763.7
Other Financial Institutions 5866.2 222739 392195 120 904.5 358 501.8
RESIDENTS' FOREIGN EXCHANGE

DEPOSITS 1145818.7 2409 590.8 48938175 86542999 13636 378.2
CERTIFICATES OF DEPOSIT 6918.9 11208.2 159.6 15.7 14.6

BONDS 36 689.8 5863.3 81402.8 122 771.6 169 170.4
FOREIGN LIABILITIES 315 754.7 871 833.0 2 342 662.6 4605 871.1 7722 156.1
CENTRAL GOVERNMENT DEPOSITS 143 855.7 392 887.1 838 425.6 1495 345.1 2727 127.1
Deposits of Budgetary and Social Sec. Institutions 66 113.4 217 625.9 386 862.1 605 248.2 1002 888.5
Deposits of Extra-budgetary Funds 77 742.3 175 261.2 451 563.5 890 096.9 1724 238.6
CREDIT FROM CENTRAL BANK 12 586.3 14 470.9 62 313.5 167 548.3 245 455.7
Interbank Deposits, Central Bank 286.4 5313.2 21 490.6 155 887.2 237 782.9
Credit From Central Bank 12299.9 9157.7 40 822.9 11661.1 76728
CAPITAL ACCOUNTS 383 838.6 869 243.2 1863 930.0 3944 350.9 5552 725.6
DOMESTIC INTERBANK LIABILITIES 206 457.5 484 610.3 1202 700.6 1793120.5 34759555
UNCLASSIFIED LIABILITIES 291 676.4 424 070.9 1145399.8 25877135 4 854 139.6
TOTAL 36962659 8144030.2 17555253.4 338959439 55597 381.9

Source: Central Bank.

(1) As of the end of September 1999.

(2) Time deposits also comprise bank liabilitiegsisas miscellaneous receivable and transitorjlittabccounts which are not regarded as
deposits legally. Therefore, the deposit figurebarfk accounts revised with respect to institutiseators are different from official deposit
figures.



TABLE 37.A

DEPOSIT MONEY BANKS - DEPOSITS

SECTORAL BREAKDOWN

CENTRAL GOVERNMENT

Deposit of Budget and Soc. Sec. Institutions
Official Corporations

Other Corporations

Deposits of Extra-budgetary Funds
FINANCIAL INSTITUTION DEPOSITS
Interbank Deposits

Interbank, Central Bank

Interbank, Banks Abroad

Domestic Interbank

Other Financial Institutions

Investment and Development Banks
Non-Bank Financial Institutions
NON-FINANCIAL PUBLIC ENTERPRISES
LOCAL GOVERNMENT

PRIVATE SECTOR

Savings Deposits, Real Persons
Commercial Corporations

Other Corporations

Residents' Foreign Exchange Deposits
Certificates of Deposit

DEPOSITS ABROAD

TOTAL

Source: Central Bank.

(1) As of the end of September 1999.

(TL Billions)

1995 1996 1997
70835.7 227 608.8 467 595.2
46 118.5 1775775 287 878.1
25574.5 134 408.4 156 579.9
20544.0 43169.1 131 298.2
24717.2 50 031.3 1797171

178 967.8 463 113.7 1097 340.8
167 475.8 429 184.4 1035532.2
286.4 5313.2 21 490.6
75 665.0 167 319.0 491 077.5
91524.4 256 552.2 522 964.1
11492.0 33929.3 61 808.6
5117.5 18 895.6 32423.9
6 374.5 15033.7 29384.7
50909.6 142 169.2 202 551.3
18862.7 59 736.3 116 317.1
2114 760.1 47617735 94729375
682 572.7 1728529.7 31846975
131 561.2 279 562.4 645 186.6
147 888.6 332882.4 749 076.3
1145 818.7 2409 590.8 4893 817.5
6918.9 11208.2 159.6
109 450.8 221725.9 607 849.1
2543 786.7 5876 127.4 11964 591.0
TABLE 37.B

1998

774 434.6
520 661.1
249 699.4
270 961.7
253 773.5
25311549
2328928.8
155 887.2
1251 884.7
921 156.9
202 226.1
99 793.5
102 432.6
419 925.2
156 777.3
18 071 615.6
6409 385.5
1507 044.6
1525 759.0
8 629 410.8
15.7

962 914.8
22916 822.4

DEPOSIT MONEY BANKS - DEPOSITS

DEPOSIT TYPES

SAVINGS DEPOSITS

Sight

Time

COMMERCIAL CORPORATION
DEPOSITS

Sight

(TL Billions)
1995 1996 1997
684 284.7 1731882.7 3191504.5
54 611.7 133776.1 236 498.5
629 673.0 1598 106.6 2 955 006.0
202 023.7 474 389.7 950 222.8
120 677.4 376 397.3 572 771.6

1998

6 425 225.5
326 003.6
6 099 221.9

2 085 866.3
877 452.8

1999(1)
1443199.1
907 262.9
482 840.2
424 4227
535 936.2
5380 651.4
4919 674.6
2377829

2 357 703.0
23241887
460 976.8
167 635.7
293 341.1
2714104
159 347.9
29130 935.1
11793 240.8
1926 943.2
2166 894.2
13243 842.3
14.6

1587 646.3
37973 190.2

1999(1)
11 826 550.8

434 577.2
11391 973.6

2531 694.6
979 530.9



Time 81 346.3 97 992.4 377 451.2 12084135  1552163.7

OTHER CORPORATION DEPOSITS 187 872.6 417 200.2 10395294 2038103.6 3132097.6
Sight 30561.0 87 327.3 265 733.3 406 715.8 871 108.6
Time 157 311.6 329 872.9 773 796.1 1631387.8 2260 989.0
of which: Extra-budgetary Funds (2) 13980.8 28894.0 133974.3 183 960.8 453 395.6
OFFICIAL DEPOSITS 36 803.7 165 737.8 221367.1 364 531.2 600 216.0
Sight 33039.5 158 798.6 184 138.5 291 929.4 469 496.1
Time 3764.2 6 939.2 37 228.6 72601.8 130 719.9
CERTIFICATES OF DEPOSIT 6918.9 11208.2 159.6 15.7 14.6
Sight 26.8 53.7 20.9 15.7 14.6
Time 6892.1 111545 138.7 0.0 0.0
FOREIGN EXCHANGE DEPOSITS 1253 289.7 2627 628.8 5493 851.5 9599 246.9 15187 842.2
Sight 364 908.2 705 978.4 12805124 2036 166.0 2682475.7
Time 8883815 1921650.4 4213339.1 75630809 12505 366.5
INTERBANK DEPOSITS 172 593.4 448 080.0 1067 956.1 2403 833.2 4694 774.4
Central Bank 286.4 5313.2 21 490.6 155 887.2 237 782.9
Public Deposit Banks 208954 55473.0 59 658.1 72 454.2 218 639.1
Private Deposit Banks 70629.0 201 079.2 463 306.0 8238136  1713013.7
Investment and Development Banks 51175 18 895.6 324239 99 793.5 167 635.7
Banks Abroad 75 665.0 167 319.0 491 077.5 1251 884.7 2357 703.0
Institutions Authorized to Accept Deposits

by Special Law 0.1 0.0 0.0 0.0 0.0
TOTAL 2543 786.7 5876 127.4 11964 591.0 22916 822.4 37973190.2

Source: Central Bank.
(1) As of the end of September 1999.

(2) Extra-budgetary fund deposits in Other Depaaiésnot included in money supply.

TABLE 38.A

INVESTMENT and DEVELOPMENT BANKS - SECTORAL ACCOUNT

(TL Billions)
ASSETS 1995 1996 1997 1998 1999(1)
RESERVES 84105.6 147 364.7 256 856.0 457 081.2 626 642.3
Currency 35.8 49.9 74.9 134.0 98.5
Deposits at Central Bank 483.0 1310.9 4338.3 6 502.9 8797.9
Claims on Deposit Money Banks 83586.8 146 003.9 2524428 450 444.3 617 745.9
Securities Issued by Deposit Money Banks 0.0 0.0 0.0 0.0 19.8
Loans to Deposit Money Banks 83586.8 146 003.9 252 442.8 450 444.3 617 726.1
OTHER CLAIMS ON CENTRAL BANK 777.0 710.2 0.0 0.0 0.0
FOREIGN ASSETS 60544.8 101 488.3 218 451.1 340 743.8 492 365.3
CLAIMS ON CENTRAL GOVERNMENT 7079.0 16 766.6 43038.6 86 033.9 137 622.3
Budgetary Institutions 6 445.0 15562.5 43 038.6 86 033.9 137 622.3
Credit to Central Government 0.0 0.0 0.0 0.0 0.0
Bonds and Bills Issued by Central Government 47775 13034.1 31463.8 67 293.9 116 388.9

Other Claims on Central Government 1667.5 2528.4 11574.8 18 740.0 212334



Extra-budgetary Institutions 634.0 1204.1 0.0 0.0 0.0
Claims on Extra-budgetary Funds 634.0 12041 0.0 0.0 0.0
CLAIMS ON NON-FINANCIAL PUBLIC

ENTERPRISES 92223 6 567.8 17 286.3 11 147.6 4 545.6
Credit to SEE's 333.8 9.0 0.0 0.0 0.0
Bonds issued by SEEs 0.0 0.0 0.0 0.0 0.0
Participations in SEEs 12.0 70.5 70.5 70.9 70.8
Other Claims on SEEs 8 876.5 6 488.3 17 215.8 11 076.7 4 474.8
CLAIMS ON LOCAL GOVERNMENT 10130.5 23783.8 454149 93 048.0 200 333.8

CLAIMS ON NON-BANK FINANCIAL

INSTITUTIONS 136.4 605.5 4 855.5 6824.8 12 514.5
CLAIMS ON PRIVATE SECTOR 78 313.9 169 682.7 331534.7 572 991.9 774 683.0
Credit to Private Sector 76291.3 164 283.0 326 393.5 562 370.6 754 656.6
Bonds Issued by Private Enterprises 0.0 0.0 0.0 0.0 0.0
Participations in Private Enterprises 737.3 4144.6 3215.5 5263.0 11 902.6
Other Claims on Private Sector 1285.3 1255.1 1925.7 5358.3 8123.8
INTER-INVEST. AND DEVELOP. BANK CLAIMS 807.5 2 065.1 42154 6993.2 9623.7
UNCLASSIFIED ASSETS 52 318.8 735225 124 716.5 169 246.6 325178.9
TOTAL 303435.8 542557.2 1046 369.0 17441110 2583 509.4

Source: Central Bank.

(1) As of the end of September 1999.

TABLE 38.L

INVESTMENT and DEVELOPMENT BANKS - SECTORAL ACCOUNT

(TL Billions)

LIABILITIES 1995 1996 1997 1998 1999(1)
TIME DEPOSITS (2) 2896.6 2140.8 3260.8 34274 4862.5
Private Sector 2879.4 2134.2 32543 3320.9 4693.7
Non-Financial Public Enterprises 17.2 6.6 6.5 106.5 168.8
BONDS 50 758.3 69 820.6 130 308.7 103 968.0 114 636.6
FOREIGN LIABILITIES 48 672.0 90421.0 157 233.0 271 790.0 358 379.0
CENTRAL GOVERNMENT DEPOSITS 442153 66 624.8 141 732.6 214 128.3 330 693.4
Deposits of Budgetary and Social Security

Institutions 31964.8 51 144.6 120 064.9 185 241.9 294 347.7
Deposits of Extra-budgetary Funds 12 250.5 15 480.2 21667.7 28 886.4 36 345.7
LIABILITIES TO THE MONETARY SECTOR 88 254.3 175017.8 313897.2 549 020.8 798 637.4
Credit from Central Bank 30.0 15 368.9 30276.9 47 431.7 66 930.1
Liabilities to Deposit Money Banks 88224.3 159 648.9 283 620.3 501 589.1 731 707.3
CAPITAL ACCOUNTS 33009.5 86 268.1 194 1425 383920.0 611 208.9
UNCLASSIFIED LIABILITIES 35629.8 52264.1 105 794.2 217 856.5 365 091.6

TOTAL 303 435.8 542 557.2 1046369.0 1744111.0 2583509.4



Source: Central Bank.
(1) As of the end of September 1999.

(2) The liabilities of some banks, although thep'ticeceive deposits, are classified as depositsigu Monetary Survey purposes.

TABLE 39

INVESTMENT and DEVELOPMENT BANKS - CREDIT

(TL Billions)
SECTORAL BREAKDOWN 1995 1996 1997 1998 1999(1)
CENTRAL GOVERNMENT 0.0 0.0 0.0 0.0 0.0
NON-FINANCIAL PUBLIC ENTERPRISES 333.8 9.0 0.0 0.0 0.0
LOCAL GOVERNMENT 10 130.5 23783.8 45 414.9 93 048.0 200 333.8
FINANCIAL INSTITUTIONS 66 037.0 106 708.7 178 443.6 304 180.7 381 852.0
Deposit Money Banks 65178.5 104 348.3 169 934.6 292 118.5 363 039.1
Investment and Development Banks 807.5 2043.0 4176.8 6948.8 8613.4
Eximbank 0.0 0.0 0.0 0.0 0.0
Other Investment and Development Banks 807.5 2043.0 4176.8 6948.8 8613.4
Non-Bank Financial Institutions 51.0 317.4 43322 5113.4 10199.5
Special Finance Houses 0.0 0.0 0.0 0.0 0.0
Insurance Companies 0.0 0.0 0.0 0.0 0.0
Other Financial Institutions 51.0 317.4 43322 5113.4 10199.5
PRIVATE SECTOR 76 291.3 164 283.0 326 393.5 562 370.6 754 656.6
Private Enterprises 63 628.3 139 914.6 276 365.6 457 176.2 655 828.0
Households 468.2 935.5 1929.6 3383.6 5532.8
Other 12194.8 234329 48098.3 101 810.8 93295.8
CREDIT ABROAD 38744.3 87 666.5 172 195.3 271 769.8 463 937.4
TOTAL 191 536.9 382 451.0 7224473 1231369.1 1800 779.9
Source: Central Bank.
(1) As of the end of September 1999.
TABLE 40

DEPOSIT MONEY BANKS - CREDIT

(TL Billions)
SECTORAL BREAKDOWN 1995 1996 1997 1998 1999(1)
CENTRAL GOVERNMENT 20524.9 12 538.4 21751.6 14 755.5 10623.4
NON-FINANCIAL PUBLIC ENTERPRISES 37 637.0 46 777.5 215 343.6 283 376.2 245914.0
LOCAL GOVERNMENT 4745.6 6 420.6 8194.4 19538.5 309984
FINANCIAL INSTITUTIONS 69 718.4 117 376.9 212181.2 353 161.6 508 076.8
Investment and Development Banks 26 257.9 50 854.9 100 514.1 158 148.7 258 536.1

Eximbank 3627.1 10591.2 31179.2 63 167.7 88 724.7



Other Investment and Development Banks
Non-Bank Financial Institutions
Insurance Companies

Special Finance Houses

Other Financial Institutions
Domestic Interbank Credit
PRIVATE SECTOR

Private Enterprises
Households (2)

Other (3)

CREDIT ABROAD

TOTAL

Source: Central Bank.

(1) As of the end of September 1999.

(2) Credit extended by banks to their own persannel

22 630.8
1480.7

0.0

176.6
1304.1
41979.8
12779435
899 597.0
13 418.6
364 927.9
22551.8
1433121.2

40 263.7
41419

0.2
25745
1567.2

62 380.1
3029 298.7
22329323
29 476.8
766 889.6
49513.4
32619255

69 334.9
22 378.1
29714
2901.6

16 505.1
89 289.0

6 959 948.6
4 996 588.7
94 259.0
1869 100.9
132 053.0
75494724

(3) Includes consumer credit and the credit extéridehe Agricultural Credit and Sales Cooperatives

TABLE 41

BANKING SECTOR - CREDIT STOCK

CENTRAL BANK (DIRECT)
Central Government
Non-Financial Public Enterprises
Non-Bank Financial Institutions
DEPOSIT BANKS

Central Government
Non-Financial Public Enterprises
Local Government

Non-Bank Financial Institutions
Private Sector

INVESTMENT AND DEVELOPMENT
BANKS

Central Government
Non-Financial Public Enterprises
Local Government

Non-Bank Financial Institutions
Private Sector

TOTAL

Source: Central Bank.

(TL Billions)

1995 1996

193 521.3 373 195.7
192 318.0 370952.9
1203.3 22428

0.0 0.0

1342 331.7 30991771
20524.9 12 538.4
37637.0 46 777.5
4745.6 6 420.6
1480.7 41419
12779435 3029 298.7
86 806.6 188 393.2
0.0 0.0

333.8 9.0

10 130.5 23783.8
51.0 317.4

76 291.3 164 283.0
1622659.6 3660 766.0

1997
339199.4
337 623.2

1576.2

0.0

7227 616.3
21751.6
215343.6
8194.4
22378.1

6 959 948.6

376 140.6
0.0

0.0
45414.9
43322
326 393.5
7942 956.3

94 981.0 169 811.4
19417.4 32664.7
900.8 0.0
458.9 54458
18 057.7 272189
175 595.5 216 876.0
107742115 14273 913.7
87225938 113371654
142 8256 2023115
19087921 2734 436.8
272 926.8 288 306.4
117179701 15357 832.7
1998 1999(1)
1559.3 1873.8
0.0 0.0
1559.3 1873.8
0.0 0.0
11111299.1 14594 114.2
147555 10 623.4
2833762 2459140
195385 30 998.4
19417.4 32664.7

107742115 14273913.7

660 532.0 965 189.9
0.0 0.0

0.0 0.0

93 048.0 200 333.8
5113.4 10199.5
562 370.6 754 656.6

117733904 15561177.9



1.  As of the end of November 1999.

Note: Interbank credit is excluded from credit &toc

TABLE 42

MONETARY SECTOR - ANALYTICAL BALANCE SHEET

M3Y Money Supply and Counterpart Items

COUNTERPART ITEMS
FOREIGN ASSETS (NET)

Foreign Assets

Foreign Liabilities

DOMESTIC CREDIT

Claims on Central Government (Net)
Claims on Central Government

Less: Central Government Deposits
Claims on Local Government

Claims on Non-Financial Public Enterprises
Claims on Private Sector

Claims on Investment and Development
Banks

Claims on Non-Bank Financial Institutions
OTHER ITEMS (NET)

TOTAL

MONEY SUPPLY

M1

Currency Outside Banks

Demand Deposits

Monetary Authorities

Deposit Money Banks

M2

Time Deposits

Deposit Money Banks

M2y

Residents' Foreign Exchange Deposits
Monetary Authorities

Deposit Money Banks

M3

Official Deposits (Time/Sight)

Other CBRT Deposits

M3Y (M2Y+Official Dept.+ Other CBRT
Deposits)

Source: Central Bank.

(TL Billions)
1995 1996
424 059.4 806 416.2
1482 367.7 3045 019.9
-1 058 308.3 -2 238 603.7
22735233 5226 313.8
837 728.9 1894 335.6
1011 347.2 22735819
-173618.3 -379 246.3
4745.6 6 420.6
41492.0 51453.7
1 356 669.1 3202 529.0
28 061.0 58 223.5
4.826.7 13351.4
-202 399.4 -424 227.2
2495183.3 5608 502.8
388 184.5 896 854.6
189 465.2 319 024.0
198 719.3 577 830.6
47.2 825
198 672.1 577 748.1
1256 631.5 2924 893.3
868 447.0 2028 038.7
868 447.0 2028 038.7
2414597.3 5373 708.9
1157 965.8 2448 815.6
12 147.1 392248
1145 818.7 2409 590.8
13372175 3159 687.2
36 803.7 165 737.8
437823 69 056.1

2495183.3 5608 502.8

1997

1599 110.4

6 420 816.4

-4 821 706.0
10215 398.7
2548 984.6

3 696 829.8

-1 147 845.2
8194.4

218 984.7

7 252 461.7

1292705
57502.8
-669 822.6
11 144 686.5

1581 210.0
610 871.0
970 339.0

487.4
969 851.6

5658 800.4

4077 590.4

4077 590.4

10 664 058.6

5005 258.2
111 440.7

4893 817.5

6139 428.3
221367.1
259 260.8

11 144 686 5

1998

1820 133.2
10557 591.3
-8 737 458.1
19 389 026.8

7252 247.7

8 760 472.6
-1508 224.9

19538.5
291 357.5
11493 241.4

213 700.2
118 941.5
-382 170.0
20826 990.0

2562 478.1
1057 863.5
1504 614.6
84.0

1504 530.6
11423197.8
8860 719.7
8 860 719.7
20212 649.8
8789 452.0
135152.1

8 654 299.9
12 037 538.0
364 531.2
249 809.0

20826 990.0

1999(1)

4 436 839.4
17 479 997.5
-13 043 158.1
29423 783.4
13310 214.3
15763 841.9
-2 453 627.6
30998.4

254 592.9
15204 687.9

334 207.0
289 082.9
-639 108.2
33221514.6

3358 759.5
1512 902.9
1845 856.6
216.6

1845 640.0
18550 081.5
15191 322.0
15191 322.0
32404 614.1
13854 532.6
218 154.4
13636 378.2
19 366 982.0
600 216.0
216 684.5

33221514.6



(1) As of the end of September 1999.

TABLE 43

CENTRAL BANK - ANALYTICAL BALANCE SHEET

(TL Billions)

1995 1996 1997 1998 1999 (1)
ASSETS
FOREIGN ASSETS 911 817 2041524 4336722 7 204 082 13 370 552
DOMESTIC ASSETS 509 295 640 317 364 267 -336 158 -1 407 405
Cash Operations 464 283 643 891 554 348 80 643 -416 401
Cash Credit to the Public Sector 466 496 821 261 889 105 771915 631 322
Cash Credit to the Banking Sector 12 254 7 693 7 681 7544 7 640
Other Items (net) -14 467 -185 063 -342 438 -698 816 -1 055 363
FX Revaluation Account 45012 -3574 -190 081 -416 801 -1181 638
IMF Emergency Assistance Account (Treasury) 0.0 0.0 0.0 0.0 190 634
TOTAL 1421112 2681 841 4700 989 6 867 924 11963 147
LIABILITIES
TOTAL FX LIABILITIES 1048 318 1975 747 4053 023 6 340 632 10 303 844
Foreign Liabilities 775 667 1409 326 2 545 585 4297078 6191 019
Domestic Liabilities 272 651 566 421 1507 438 2043554 4112 825
FX Deposits of Non-Bank Sector 102 802 212 984 703 959 668 292 1443597
FX Deposits of the Banking Sector 169 849 353437 803 479 1375 262 2 669 228
CENTRAL BANK MONEY 372794 706 094 647 966 527 292 1659 303
Reserve Money 343 484 621 483 1186 386 2145718 3394 004
Currency Issued 223934 382 243 758 878 1328542 1893 237
Banking Sector Deposits 113792 228 199 370 758 782 555 1458 848
Required Reserves 106 549 175512 336 353 694 261 1341 147
Free Deposits 7243 52 687 34 405 88 294 117 701
Extra-budgetary Funds 3193 6 549 49722 16 737 25059
Deposits of Non-Bank Sector 2 565 4492 7028 17 884 16 860
Other Central Bank Money 29 310 84611 -538 420 -1 618 426 -1 734701
Open Market Operations 15926 51 369 -720 339 -1 830 589 -2 147 512
Public Sector Deposits 13 384 33242 181 919 212 163 412 811
TOTAL 1421112 2681841 4700 989 6 867 924 11963 147

Source: Central Bank.
(1) As of the end of November 1999.
Note: The difference between the total of the westdtement published in the Official Gazette eweegk and the Analytical Balance Sheet is due to:

A) The use of IMF credit under stand-by agreemergdsnded as TRL. Liability in the CBRT Weekly Statsrhunder the heading “Deposits by International
Organisations " at the prevailing TRL/SDR excharae on the data of withdrawal. However in the Atiehl Balance Sheet, SDR liability is considerscha
foreign liability and marked to market. Exchange mifferences accumulated between the data ofivétkal and the data of Analytical Balance Sheet is
recorded to FX revaluation account.



B) The sum of the Coins “Domestic Correspondents,d-A&sets, Miscellaneous Receivables, Other Assetshe asset side and the sum of the “ Notes and
Remittances Payable, Capital, Reserve Funds, RyosisMiscellaneous Payables, Other Liabilities'tloa liability side of the weekly statement is adtinto
the “Net Other Assets” item on the asset side @fAhalytical Balance Sheet.

C) “Gold Claims of the Treasury” on the liability sidethe weekly statement is netted with the Tredswiher debts on the asset side of the Analytical
Balance Sheet.

D) “Overnight Operations” and “Cash debts and clailms to bond transactions under repurchase andseergpurchase agreement” are netted under the
heading “Open Market Operations” in the liabilit§es whereas “Security debts and claims due to b@mbaction under repurchase and reverse repurchase
agreement” are netted under the “The Credit tdPthigic Sector” item in the asset side of the Ane&jtBalance Sheet.

E) As of 18 October 1999, liabilities to the IMF shownder “Foreign Liabilities” in the Analytical Balae Sheet have increased in the amount of Emergency
Assistance. The corresponding item has been shewliVi& Emergency Assistance (Treasury)” under therhestic Assets” and exchange rate differences
have been recorded to “FX Revaluation” account.

TABLE 44
Securities Issued

(in billions of TL)

1995 1996 1997 1998 1999
PUBLIC SECTOR 1439666.4 4969897.C 6259962.C 11352381.C 26886 408.0
Government bonds 3433454 1247869.C 3185561.C 4708066.C 20027770.0
Treasury bills 1096321.C 3722028.C 3074401.C 9546260.C 6858638.0
Revenue sharing certificates (RSC) (1) 12 418.6 4 456.9 - - -
Foreign exchange indexed bonds (1) 21847.0 13 659.7 - - -
PRIVATE SECTOR 174 526.2 161 961.4 378 449.3 841 777.8 855541.7
Bonds 1883.1 1229.0 14955 2532.8 -
Equities(2) 51332.7 102 202.4 305 732.1 696 821.8 678 870.7
Profit and loss sharing certificates 300.0 - - - -
Bank bills 1300.0 23625 9934.5 - -
Commercial bills 1533.0 2880.0 2200.0 - -
Mutual Fund Participation Certificates 4249.0 8945.0 34 330.0 131 423.3 176 671.0
Foreign Mutual Fund patrticipating shares (3) - - 1757.2 - -
Asset based securities 113 928.5 41628.5 23 000.0 11 000.0 -
Real Estate Certificates - - 27138 - -

Source: Capital Market Board.
(1) Stock values.
(2) Market value.

(3) Foreign Mutual Funds are registered on thesbafsthe number of shares.



GOLD (2)

GROSS FOREIGN EXCHANGE RESERVES
Central Bank

Deposit Money Banks

GROSS INTERNATIONAL RESERVES (3)

Overdrafts

NET RESERVES

Source: Central Bank.

(1) As of the end of November 1999.

TABLE 45

International Reserves

(in millions of US$)

1995
1383

21954

12391

9563

23 337
20

23317

1996
1383

23625

16 273

7 352

25008
42

24 966

1997
1124

26 044

18 419

7625

27 168
30

27 138

1998
1012

28 494

19721

8773

29 506

29499

1999 (1)
1011

30970
22529

8441

31981
11

31970

(2) Gold was valued at $369.1 per ounce betweef 488 1996, at $300 per ounce at the end of 1992&$270 at the end of 1998.

(3) International reserves are gold plus grossdarexchange reserves.

in millions of TL

Balance of Foreign Trade

Imports Exports
1966 6 522 4415
1967 6 217 4701
1968 6934 4 468
1969 7275 4832
1970 10 348 6 408
1971 17725 9090
1972 22 346 11876
1973 29797 18 037
1974 53124 21197
1975 68 987 20075
1976 82941 30775
1977 104 882 31338
1978 113 290 55 358

TABLE 46

Volume of

Foreign Trade

1209
1207
1260
1338
1536
1848
2448
3403
5310
6 140
7 089
7549
6 887

in millions of US$

Imports

718
685
764
801
948
1171
1563
2086
3778
4739
5129
5796
4599

Exports

491
522
496
537
588
677
885
1317
1532
1401
1960
1753
2288

Balance of

Foreign Trade

227
-163
-268
-264
-360
-494
-678
-769

-2 246

-3338

-3169

-4.043

2311



1979 178 505 75744 7330 5069 2261 -2 808

1980 613 267 221 498 10819 7 909 2910 -4 999
1981 1002 35¢ 530 716 13 636 8933 4703 -4 230
1982 1461 42t 937 311 14 589 8 843 5746 -3 097
1983 2127 081 1298 94¢ 14 963 9235 5728 -3 507
1984 4034 897 2 608 332 17 891 10 757 7134 -3 623
1985 5994 85% 4252 94¢ 19301 11 343 7 958 -3 385
1986 7561 157 5012 34¢ 18 562 11105 7 457 -3 648
1987 12 353 041 8 844 331 24 348 14158 10190 -3 968
1988 20476 72( 16 809 32¢ 25997 14 335 11662 -2 673
1989 33 762 16( 24 819 331 27 417 15792 11625 -4 167
1990 58 755 201 34071 03¢ 35261 22 302 12 959 -9 343
1991 88914 171 57 373 40t 34 640 21047 13593 -7 454
1992 159 628 93¢ 111 123 66¢ 37 586 22871 14715 -8 156
1993 328 904 847 171 144 87+ 44773 29428 15 345 -14 083
1994 683 826 64! 550 041 70 41376 23270 18 106 -5 164
1995 1649 154 02: 1001 123 47t 57 346 35709 21637 -14 072
1996 3559 032 73t 1906 932 07- 66 851 43 627 23224 -20 403
1997 7 419 624 41t 4 039 401 62 74 820 48 559 26 261 -22 298
1998 11898 371 32 7032 148 73: 72 895 45921 26 974 -18 947
1999 (1) 14723 129 13 9761 221 92t 59 597 35893 23704 -12 189

Source : State Institute of Statistics.

(1) Provisional (covering the period from JanuaryNovember 1999).

TABLE 47

ANNUAL EXPORTS BY INTERNATIONAL STANDARD INDUSTRIAL
CLASSIFICATION

(ISIC Rev. 3)

(in millions of US$)

1995 1996 1997 1998 1999 (1)
Agriculture and animal raising 2128 2450 2674 2693 2144
Forestry and logging 5 5 5 7 7
Fishing 21 27 33 17 35
Mining of coal, lignite and peat 0 1 0 0
Crude petroleum and natural gas 1 0 0 3 5
Metal ores 144 118 148 111 95
Other mining and quarrying 247 250 256 250 230
Food products and beverages 2063 2194 2454 2057 1542
Tobacco products 141 100 124 84 87
Textiles 4109 4565 5354 5921 5051

Wearing apparel 4 368 4083 4539 4 590 3712



Luggage, saddlery and footwear 180 221 299 271 162

Products of wood and cork 69 69 75 71 61
Paper and paper products 125 126 154 150 128
Printing and publishing 27 48 40 41 43
Coke, petroleum products and nuclear fuel 277 259 179 241 284
Chemicals and chemical products 1155 1244 1362 1277 1098
Rubber and plastic products 502 510 621 685 588
Other non-metallic minerals 690 780 931 944 858
Manufacture of basic metals 2279 2258 2628 2228 1891
Manufacture of fabricated metal (exc. machinery) 345 401 454 587 497
Manufacture of machinery and equipment 705 860 1036 1150 1124
Office, accounting and computing machinery 10 21 29 43 54
Electrical machinery and apparatus 569 772 744 756 614
Communication equipment and apparatus 253 316 470 862 681
Medical, precision and optical instruments, watches 31 57 61 75 58
Motor vehicles and trailers 821 977 829 985 1411
Other transport vehicles 118 158 354 384 724
Furniture 171 249 300 379 433
Recycling 80 89 94 93 72
Electricity, gas and water supply 1 15 11 15 13
Other business activities 0 0 1 0 0
Recreational, cultural and sporting activities 0 1 0 4 1
Other service activities 0 0 0 0 0
TOTAL 21637 23224 26 261 26 974 23704

Source: State Institute of Statistics.

(1) Provisional (covering the period from JanuaryNovember 1999).

TABLE 48

ANNUAL IMPORTS BY INTERNATIONAL STANDARD INDUSTRIAL
CLASSIFICATION (ISIC Rev. 3)

(in millions of US$)

1995 1996 1997 1998 1999 (1)
Agriculture and raising animal 1798 2023 2298 1984 1377
Forestry and logging 110 148 122 145 116
Fishing 2 2 2 1 1
Mining of coal, lignite and peat 288 581 561 464 270
Crude petroleum and natural gas 3568 4252 4264 2970 3203
Metal ores 121 138 147 175 92
Other mining and quarrying 113 118 166 156 119
Food products and beverages 1791 2019 1774 1475 962
Tobacco products 28 44 a7 56 46
Textiles 1 600 1894 2052 2022 1505

Wearing apparel 64 183 266 235 159



Luggage, saddlery and footwear 250 348 359 307 189

Products of wood and cork 98 125 140 164 120
Paper and paper products 925 837 837 860 796
Printing and publishing 123 133 158 159 132
Coke, petroleum products and nuclear fuel 763 1069 1152 967 1088
Chemicals and chemical products 5965 6 390 7142 7187 6 186
Rubber and plastic products 578 820 889 985 808
Other non-metallic minerals 350 457 434 493 370
Manufacture of basic metals 2875 2800 3315 3143 2116
Manufacture of fabricated metal (exc. machinery) 539 837 898 929 661
Manufacture of machinery and equipment 5002 7533 8 051 7771 4524
Office, accounting and computing machinery 687 776 914 1063 989
Electrical machinery and apparatus 955 1226 1477 1657 1328
Communication equipment and apparatus 1029 1391 1944 2354 2810
Medical, precision and optical instruments, watches 788 1042 1183 1 240 983
Motor vehicles and trailers 1789 2933 4412 4107 2870
Other transport vehicles 2072 1927 1845 1326 926
Furniture 201 436 524 541 412
Recycling 1142 1118 1098 872 656
Electricity, gas and water supply 0 12 84 106 71
Other business activities 1 2 1 1 1
Recreational, cultural and sporting activities 1 13 7 5 8
Other service activities 0 0 0 0 0
TOTAL 35709 43 627 48 559 45921 35893

Source: State Institute of Statistics.

1. Provisional (covering the period from January tov&fober 1999).

TABLE 49

EXPORTS BY SELECTED CATEGORIES (in millions of US$)

1995 1996 1997 1998 1999 (1)
Articles of apparel and clothing accessories, &ditt 3446 3568 3962 3594 3391
Articles of apparel and clothing accessories, mittéd 2203 2 149 2321 2061 2159
Electrical machinery and equipment 994 1315 1450 1508 1459
Iron and steel 1739 1753 2004 1 346 1398
Fruits 1235 1135 1309 998 1082
Boilers, machinery, mechanical appliances 691 783 982 966 1129
Other ready-made textile articles 540 622 806 766 845
Vehicles other than railway 643 777 676 662 1286
Cotton, cotton yarn and cotton fabric 506 645 674 628 687
Man-made staple fibres 574 591 665 558 530
Articles of iron and steel 507 506 611 555 532
Preparations from vegetables and fruits 528 563 617 488 506

Tobacco and manufactured tobacco products 381 634 683 531 528



Plastics and plastic articles 319 343 430 378 368

Salt, sulphur, earth, plastering materials, lineenent 390 388 432 358 379
Vegetables 378 478 491 321 244
Man-made filaments 389 290 337 319 353
Glass and glassware 241 271 341 294 290
Animal fats and vegetable oils 473 358 400 272 307
Carpets and other floor coverings 252 307 350 283 237
Rubber and rubber articles 297 266 287 276 304
Leather articles 446 350 328 283 238

Other 4 464 5134 6 107 9529 5452
TOTAL 21637 23224 26 261 26 974 23704

Source: State Institute of Statistics.

(1) Provisional (covering the period from JanuaryNovember 1999).

TABLE 50

IMPORTS BY SELECTED CATEGORIES (in millions of US$)

1995 1996 1997 1998 1999 (1)

Boilers, machinery, mechanical appliances 5748 8189 9157 7375 5536
Mineral fuels, mineral oils, of which 4621 5909 6 068 3827 4 633
Crude petroleum 2919 3417 3194 2084 2378

Electrical machinery and equipment 2240 2952 3849 7375 4480
Vehicles other than railway 1576 2 649 4105 3106 2633
Iron and steel 3024 2580 2962 2423 1841
Plastics and plastic articles 1375 1596 1927 1651 1648
Organic chemicals 1715 1535 1704 1393 1466
Optical instruments and apparatus 754 970 1078 946 891
Cotton, cotton yarn and cotton fabric 886 682 1045 911 604
Aircraft 1378 915 977 766 543
Man-made filaments 498 530 711 680 578
Paper and cardboard 702 710 709 610 662
Pharmaceutical products 332 421 551 601 778
Tanning and dyeing extracts 566 637 704 574 531
Articles of iron and steel 447 615 761 552 426
Man-made staple fibres 648 658 676 547 500
Miscellaneous chemical products 398 485 538 469 456
Animal fats and vegetable oils 640 463 564 444 393
Raw hides and leather 658 889 785 475 173
Aluminium and aluminium articles 382 382 519 429 425
Rubber and rubber articles 413 488 486 403 379
Other 6 709 9372 8 682 10 364 3939

TOTAL 35709 43 627 48 559 45921 35893

Source: State Institute of Statistics.



(1) Provisional (covering the period from JanuarjNovember 1999).

TABLE 51
EXPORTS BY COUNTRIES

(in millions of US$)

1995 1996 1997 1998 1999 (1)

A. OECD countries 13831 14 427 15583 16 979 16 129
1.EU countries 11078 11 549 12 248 13498 12 756
Germany 5036 5187 5253 5 459 4874

UK 1136 1261 1511 1740 1640

France 1033 1053 1163 1305 1398

Italy 1457 1446 1387 1557 1483

2.EFTA countries 294 336 414 357 328
Iceland 2 2 3 11 2

Norway 54 58 93 101 82
Switzerland 238 276 318 244 243

3.0ther OECD countries 2459 2542 2921 3125 3045
U.S.A. 1514 1639 2032 2233 2226

Japan 180 168 144 113 107

B. Turkey Free Zones - 447 611 832 657
C. Non-OECD countries 7 806 8351 10 067 9163 6918
1.Europe and Russian Federation 3059 3646 4684 3980 2 396
Russia 1238 1512 2056 1348 521

Ukraine 199 268 337 274 196

Romania 302 314 359 468 233

2.African countries 1065 1159 1234 1819 1519
Algeria 269 278 317 482 373

Egypt 246 316 304 474 427

Libya 238 244 187 95 125
3.American countries 136 140 205 234 225
4.Middle Eastern countries 2052 2245 2382 2189 1963
Saudi Arabia 470 431 535 474 324

Iran 268 298 307 195 132

5.0ther Asian countries 1054 1143 1169 636 630
China 67 65 44 38 33

Malaysia 100 134 134 42 34
Hong-Kong 217 219 243 144 92

Singapore 143 248 366 133 123



6.0ther countries 440 17

TOTAL 21637 23224

Source: State Institute of Statistics.

(1) Provisional (covering the period from JanuarjNovember 1999).

TABLE 52

IMPORTS BY COUNTRIES

393

26 261

(in millions of US$)

1995 1996

A. OECD countries 24 401 31092
1.EU countries 16 861 23138

Germany 5548 7814

UK 1830 2510

France 1996 2771

Italy 3193 4286

2.EFTA countries 892 1112

Iceland 1 4

Norway 75 93

Switzerland 816 1015

3.0ther OECD countries 6 649 6842

U.S.A. 3724 3516

Japan 1400 1422

B. Turkey Free Zones - 297
C. Non-OECD countries 11308 12 238
1.Europe and Russian Federation 4315 4102

Russia 2082 1921

Ukraine 856 762

Romania 368 441

2.African countries 1384 1993

Algeria 448 737

Egypt 211 272

Libya 385 476

3.American countries 622 644

4.Middle Eastern countries 2 688 3243

Saudi Arabia 1385 1708

Iran 689 806

5.0ther Asian countries 1982 2227

1997

34 815
24 870
8 021
2763
2967
4 463
1287

178
1104
8 658
4330
2040

361

13383
4 646
2174

918

394
2197

768

399

533

764
2726
1018

646
2547

305

26974

1998

33472
24 075
7 316
2683
3034
4222
1169

148
1018
8228
4 054
2 046

418

12031
4673
2155

989

345
1758

647

393

343

724
1943

670

433
2626

185

23704

1999 (1)

25048
18 875
5115
1905
2 806
2816
802

145
655
5372
2768
1251
416
10429
4 096
2044
713
348
1470
566
101
449
458
1714
500
532
2122



China 539 556 787 846 797

Malaysia 272 237 283 285 193

Hong-Kong 139 202 163 141 109

Singapore 66 131 103 117 97

6.0ther countries 317 29 503 307 569

TOTAL 35709 43627 48 559 45921 35893

Source: State Institute of Statistics.

(1) Provisional (covering the period from JanuaryN\ovember 1999).

TABLE 53
ANNUAL FOREIGN TRADE CLASSIFIED BY BROAD ECONOMIC ATEGORIES

(in millions of US$)

1995 1996 1997 1998 1999 (1)

EXPORTS 21637 23224 26 261 26 974 23704
Capital goods 830 1104 1263 1334 1623
Intermediate goods 8 960 9745 11032 11150 9679
Consumption goods 11 840 12 357 13 941 14 475 12 348

Others 7 18 25 15 55
IMPORTS 35709 43627 48 559 45921 35893
Capital goods 8119 10 336 11051 10 625 7483
Intermediate goods 25078 28737 31871 29561 23733

Crude petroleum 2919 3417 3194 2084 2379

Other 22159 25320 28677 27477 21354

Consumption goods 2416 4424 5336 5364 4404

Others 96 129 301 371 272

Source: State Institute of Statistics.

(1) Provisional (covering the period from JanuaryNovember 1999).



TABLE 54

FOREIGN TRADE PRICE INDEX

EXPORTS
GENERAL
MANUFACTURING

Food products and beverages

Textiles

Chemicals and chemical products
Manufacture of basic metals

Manufacture of machinery and equipment

Motor vehicles and trailers

IMPORTS
GENERAL
Crude petroleum and natural gas
MANUFACTURING
Food products and beverages
Textiles
Chemicals and chemical products
Manufacture of basic metals
Manufacture of machinery and equipment

Motor vehicles and trailers

Source: State Institute of Statistics.

(1) Provisional (as of October 1999).

A. CURRENT ACCOUNT
Merchandise Exports FOB
Exports

Shuttle Trade

Transit Trade
Merchandise Imports FOB

Imports (CIF)

(1994=100)
1995 1996
112.6 107.6
114.7 109.1
117.9 117.0
118.4 108.5
111.9 108.4
115.8 108.7
101.7 103.3
103.6 101.5
116.8 109.7
110.6 125.1
117.4 107.5
119.4 113.4
110.2 97.6
122.6 113.8
123.6 113.1
108.5 101.8
101.8 102.3
TABLE 55

1997

102.5
101.7
105.6
100.9
105.8
104.6
100.2

93.9

100.2
116.1
97.9
110.9
97.0
101.1
103.3
89.2
92.0

Balance of Payments

(in millions of US$)

1995
-2 339
21975
21 636

339
-35 187

-35 709

1996
-2 437
32 446
23225

8 842
379
-43 028

-43 627

1997
-2 638
32647
26 261

5849

537
-48 005

-48 559

1998

98.4
96.9
95.8
1011
100.2
94.3
102.7
97.8

96.1
78.2
98.1
110.6
99.2
98.3
94.8
99.7
94.6

1999 (1)

1998
1871
31220
26 973
3689
558
-45 552

-45 935

91.3
90.4
91.7
88.8
90.9
80.5
95.9
97.4

95.4
134.0
92.4
80.6
85.3
91.4
84.2
105.0
95.1

1999 (1)
507

26 154
23704
2023
427

-35 161

-35 893



Imports of non-monetary gold -1322
Transit Trade -301
Freight and Insurance 2145
Trade Balance -13 212
Other goods and services: credit 16 094
Travel 4957
Interest 1488
Others 9 649
Other goods and services: debit -9717
Travel -911
Interest -4 303
Others -4 503
Total goods, services and income -6 835
Private unrequited transfers (net) 3425
Workers' remittances 3327
Other 98
Official unrequited transfers (net) 1071
Workers' remittances 38
Other 1033
B. CAPITAL ACCOUNT (Excluding Reserves) 4643
rreserRESReserves)

Direct investments (net) 772
Portfolio investments (net) 237
Long term capital -79
Drawings 4126
Repayments -5 667
FX Deposits with CBRT (net) 1462
Short term capital 3713
Asset (net) -383
Loans extended 1101
DMBs’ FX holdings -1 430
Other assets -54
Liabilities (net) 4 096
Loans received 3096
Deposits 1000
C. NET ERRORS AND OMISSIONS 2354
Total overall balance 4658
D. TOTAL CHANGE IN RESERVES -4 658

Reserve position in the Fund
Use of Fund Credit 347

Official reserves -5 005

Source: Central Bank. (1) Provisional (from Januarjovember 1999).

-1672
-347
2618
-10 582
14628
5650
1577
7401
-10 930
-1 265
-4 200
-5 465
-6 884
3892
3542
350
555

48

507

8763

612

570
1636
6 048
-5 685
1273
5945

331

-125
1510
-1 054
5614
4320
1294
-1781
4 545

-4 545

-4 545

-1.867
-492
2913
-15 358
21273
7002
1900
12371
-13 419
1716
-4 588
7115
-7'504
4552
4197
355
314

32

282

8 737

554
1634
4788
9 905

-6 095

978

1761
-1 750
-358
-678
-714
3511
3613
-102
-2 755
3344
-3 344

-3316

-1861
-514
2758
-14 332
25 802
7177
2481
16 144
-15 326
-1 754
-4823
-8 749
-3 856
5568
5356
212
159

a1

118

773

573
-6 386
3985
11505
-8 174
654
2601
-1 464
-261
-752
-451

4 065
1842
2223
-2 197
447

-447

-231
-216

-1 033
-390
2155
-9 007
17 105
4977
2119
10 009
-13 364
-1 400
-4 877
-7 087
-5 266
4472
4154
318
287
42
245

6 700

30
2453

9 326
-9 279
-140
4310
-1072
-551
-286
-235
5382
5421

-1 464
4729
-4729
-112
241
-4 858



TABLE 56
Selected Items from the Capital Account

(in millions of US$)

1995 1996 1997 1998
CURRENT ACCOUNT BALANCE -2 339 -2 437 -2 638 1871
CAPITAL ACCOUNT (excluding reserves) 4643 8763 8 737 773
Direct investments 772 612 554 573
Portfolio investments 237 570 1634 -6 386
(Credit received from capital markets) (386) (1331) (1774) (-579)
LONG-TERM CAPITAL -79 1636 4788 3985
Official sector (Central Bank incl.) -676 -916 -480 -1 004
Drawings 723 775 1062 1179
FX Deposits with CBRT 1462 1273 978 654
Repayments -2 861 -2 964 -2 520 -2 837
Deposit money banks 273 1046 1660 829
Drawings 500 1439 2478 3126
Repayments -227 -393 -818 -2 297
Other sectors (Private sector included) 324 1506 3608 4160
Drawings 2903 3834 6 365 7200
(Project credit) (149) 0 0 0
(Financial leasing) (775) (601) (548) (216)
Repayments -2 579 -2 328 -2 757 -3 040
SHORT-TERM CAPITAL 3713 5945 1761 2601
Assets -383 331 -1 750 -1 464
Loans extended 1101 -125 -358 -261
DMBs’ FX holdings -1 430 1510 -678 -752
Other assets -54 -1 054 -714 -451
Liabilities 4096 5614 3511 4 065
Public Sector 279 188 269 109
FX Deposits with CBRT 101 63 49 -80
Other 178 125 220 189
Commercial banks 1700 2 000 572 2 366
FX. Deposit accounts 899 1231 -152 2303
FX. Credit 801 769 724 63
Other sectors 2117 3426 2670 1590
Trade credit 1671 3419 2084 1171
FX. Credit 446 7 586 419
Other 0 0 0 0
OFFICIAL RESERVES -5 005 -4 545 -3 316 -216
Foreign exchange reserves -5 032 -4 545 -3 316 -216

Monetary gold 27 0 0 0

1999 (1)
-507

6 700
30
2453
(2 108)
-93

-2 000
763
-140
2623

1826

57
1769
3581
3578

-4 858
-4 858



Source: Central Bank.

Note: 1996 to 1999 figures include shuttle trade.

(1) Provisional (from January to November 1999).

TOTAL OUTSTANDING DEBT
SHORT TERM
MEDIUM AND LONG TERM

SHORT TERM

Central Bank

CBRT Loans

FX Deposits with CBRT
Deposit Money Banks
Other sectors

MEDIUM AND LONG TERM

A-Public Sector

1-General Government

a-Central Government
Treasury

Onlending
and
Allocated

General
Budget

Annexed
Budget

b-Local Administrations
c-Extra Budgetary Funds
d-Universities

2-Other

3- State Owned
Enterprises

B-CBRT

CBRT Loans

FX Deposits with CBRT
C-Private Sector

1-Financial

a-Banks

b-Non-Bank Financial Enterprise

2-Non-Financial

SHORT TERM
Commercial Bank Credit

Private Lender Credit

TABLE 57

Outstanding External Debt (in millions of US$)

1996

84 076
20517
63 559

20517
984
42
942
8419
11114

63 559
40211
35865
31757
15 547

9124

4616
2470

2946
1146

16
1085
3261

11389
669
10720
11959
3375
2258
1117
8584

(by lender)

20517
4940
15577

(by maturity)

(by borrower)

1997

91 262
22634
68 628

22634
889
30
859
8503
13 242

68 628
39291
34 849
30 965
15545

7917

4652

2852

2896
979

939
3503

10 868
601
10 267
18 469
5601
3773
1828
12 868

22634
5969
16 665

1998

103 861
27 236
76 625

27 236
905

7

898
11159
15172

76 625
40117
35862
31980
15890

8 350

4491

3249

3068
804
10
686
3569

12 073
392
11681
24 435
6677
4215
2 462
17 758

27 236
6511
20725

1999 (1)

104 380
30201
74179

30201
748
13
735
12 090
17 363

74179
39 244
35442
31883
16 309

7818

4338
3417

2891
662

579
3223

10721
224
10 497
24 214
5727
3436
2290
18 487

30201
7 636
22 565



MEDIUM AND LONG TERM 63 559 68 628 76 625 74179

A-Official Creditors 18 009 16 543 16 998 15749
1-Bilateral Lenders 8938 8 307 8914 8 568
Central Banks 28 16 28 25
Central Governments 4171 3699 3562 3135
Official Financial Institutions 3693 3256 3456 3383
Official Investment and Dev. 1046 1336 1868 2025
Banks
2-Multilateral Organizations 9071 8 236 8084 7181
European Investment Bank 419 494 599 541
European Resettlement Fund 2676 2227 2176 1902
Islamic Development Bank 269 290 325 326
Int. Fund for Agricultural Dev. 11 8 6 6
International Finance Corp. 761 997 1234 1241
International Development Ass. 122 115 109 106
IBRD 4152 3510 3247 2837
IMF 661 595 388 222
B-Private Creditors 45 550 52 085 59 627 58 430
1-Private Lenders 32 38 45 43
469 354 592 840
Commercial Banks 15334 19572 23229 22 840
Non-Bank Financial Institutions 3639 5266 6175 5984
Non-Monetary Institutions 2235 2 457 3371 3414
Off-Shore Banks 516 767 1110 1078
Private Investment and Dev. 11 11 11 11
Banks
Individuals 6 6 7 8
FX Deposits with CBRT 10720 10 267 11 681 10 497
NGTA 8 8 8 8
2-Bond Issue 13081 13731 14035 14590

Source: Central Bank, Undersecretariat of the Tgas

1. Provisional (as of the end of September 1999).

TABLE 58
Foreign Debt Stock by Type of Foreign Exchange exgsed in US$ at year-end rates

(in millions of US$)

TYPE OF CURRENCY 1997 1998 1999 (1)
US Dollars 43703 51 309 53984
German Marks 29978 35357 30 700
SDR 603 394 228
Swiss Francs 1345 1338 1120
Pounds Sterling 1000 974 922
Japanese Yens 9162 8 358 8477
French Francs 1316 1491 1457

Netherlands Guilders 881 1046 876



Others (in US Dollars) 3274 3594 6 616
TOTAL 91 262 103 861 104 380

Source: Central Bank, Undersecretariat of the Tngas

1.  Provisional (as of the end of September 1999).

TABLE 59
FOREIGN EXCHANGE DEPOSITS WITH CBRT

(in millions of US$)

1995 1996 1997 1998 1999 (1)
TOTAL 11 558 11949 11 360 12 809 10 845
Non-residents 11370 11 662 11126 12579 10 665
Short term 973 942 859 898 687
Medium and long term 10 397 10720 10 267 11681 9978
Residents 188 287 234 230 180
Currency composition of FX Deposits with CBRT
(in millions of original currency )
US Dollars 118 140 161 191 229
German Marks 15526 17 445 19 066 20007 19420
French Francs 296 352 400 444 492
Netherlands Guilders 712 77 828 865 876
Swiss Francs 116 116 119 121 115
EURO 24
Pounds Sterling 0 1 2 2 3
Source: Central Bank.
(1) As of the end of November 1999.

TABLE 60

Foreign Exchange Deposit Accounts

(in millions of US$)

1995 1996 1997 1998 1999 (1)
Foreign exchange deposit accounts 25561 28675 32807 37589 44 474
Non-residents 3498 4579 4 156 6 647 6 334
Residents 22 063 24 096 28 651 30942 38 140
Interbank 2 847 2 547 3396 3767 4347

Other 19216 21549 25255 27175 33793



Reserve Requirements on FX deposits

Currency composition of FX deposits
(in millions of original currency)

US Dollars

German Marks

French Francs

Netherlands Guilders

EURO

Swiss Francs

Japanese Yens

Pounds Sterling

Source: Central Bank.

(1) As of the end of November 1999.

TOTAL
Principal
Interest
Public sector
Principal
Interest
Central Bank
Principal
Interest
Private sector
Principal

Interest

1999
17717
13233

4483

6 051
2700

132
21

7050
1762

Source: Undersecretariat of the Treasury.

2425 2561
10601 13396
18 442 20530

2573 2371

968 883
417 418
7133 18 158
147 193

2 836

19 376
20618
2436
845

410
27 168
229

Projected Debt Services

(by Borrower)

(in millions of US$)

2000 2001 2002
22212 15949 12193
17 294 12 313 9 266

4917 3635 2926
6776 7644 6 236
3070 2763 2 366
92 0 0

9 0 0
10426 4669 3030
1838 872 560

(1) Covers the payments to be made in 2005 anfibllogving years.

Note: Includes principal repayments on loans oktaiony bond issue.

TABLE 62

2003
11264
8972
2293

7163
1970

1809
323

3050

22123
22371
2210
886

441
24147
243

2004
8294
6 594
1701

5552
1503

1042
198

3628

28 923
24750
1979
719
1149
398
6771
287

2005+ (1)
16 279
12132

4148

9940
3842

2192
306



SECTORS

AGRICULTURE

MINING

MANUFACTURI NG

Food manufacturing

Beverage industries

Tobacco products

Wearing apparel

Textiles

Ready-made garments

Leather and leather products

Footwear

Forestry products

Furniture

Paper and printing industry

Paper

Printing

Chemicals

Industrial chemicals

Other chemical products

Other petroleum and coal products

Rubber

Plastics

Tires

Fertilizers

Non-metallic mineral products

Ceramics, clay, cement products

Glassware

Cement

Other Non-metallic minerals

Basic metal industries

Iron-steel

Non-ferrous metals

Machinery

Fabricated metal products

Non-electrical machinery

Electrical machinery

Electronics

Transport equipment

Transport related industries

Measuring and controlling equipment

Air transport equipment

Other industrial equipment
TOTAL

SERVICES

Trade

Sectoral Breakdown of Companies with Foreign Capita

(as of December 31, 1999)

Number of Foreign Capiltal Share in Total Total Capital ~ Foreign Share in
Companies In millions of TL  Foreign Cap. (%) in millions of  Total Capital (%)
TL
114 281175 0.3¢ 6 615 73! 42.5(
6t 8302 88! 1.01 16 865 32 49.2:
133 47 516 128 5.77 80 845 73¢ 58.77
11 446 853 0.05 1017 093 43.93
10 27878 612 3.39 30 750 787 90.66
3 5484 0.00 5790 94.72
56 4558 772 0.55 17 363 274 26.26
158 11 280 765 1.37 26 213 258 43.03
20 196 900 0.02 362 885 54.26
9 58 852 0.01 370 332 15.89
12 354 359 0.04 852 607 41.56
9 20 600 0.00 27 331 75.37
35000 0.00 35000 100.00
13 3444 686 0.42 7 611 700 45.26
12 265078 0.03 462 924 57.26
33 4189 650 0.51 6 011 030 69.70
52 19 069 375 2.32 35612 373 53.55
80 23481 23¢ 2.85 31863184 73.69
1782 161 0.22 3349974 53.20
1 20128 0.00 20 750 97.00
51 16 183 78C 197 18 859 478 85.81
5574728 0.68 10122 757 55.07
34 609 0.00 69 115 50.07
166 549 0.02 166 600 99.97
21 2817 525 0.34 12 240 894 23.02
13 4293 753 0.52 29 646 374 14.48
26 182 607 3.18 58 762 461 44.56
15 700 0.00 30500 51.48
7 1092 231 0.13 3310616 32.99
15 13 601 1823 1.65 81 750 02¢ 16.64
16 2759 833 0.34 5234902 52.72
15 451 394 0.05 662 534 68.13
40 1867 710 0.23 10 391 80¢€ 17.97
27 627 947 0.08 982 445 63.92
70 17 562 65C 2.13 27 736 678 63.32
69 12 801 842 1.56 20128 787 63.60
28 79 326 642 9.64 174 758 58¢ 45.39
98 26 743 097 3.25 50 866 638 52.57
14 6071472 0.74 6 449 942 94.13
2 4420 448 0.54 9041 930 48.89
104 12 390 00& 151 20 381 553 60.79
1231 379 590 34 46.11 784 370 65 48.3¢
1935 82536 942 10.03 110 041 404 75.01



Restaurants 233 7183 810
Hotels 279 24516 113
Construction 143 7 185 230
Land transport 22 284 211
Marine transport 44 1217 299
Air transport 50 403 999
Services related to transportation 108 3108 963
Communication 13 9784 228
Banking and other financial services 38 123 473 02¢
Financial institutions 45 36 847 017
Insurance 28 9201 753
Leasing 5 1845110
Private education 11 54 056
Research and development activities 11 1142 369
Health services 34 2353770
Other social services 207 85 289 525
Cinema and other entertainment 4 369 790
Laundry & dry cleaning services 2 5000
Other personal services 8 714 084
Other activities 320 34 962 759
TOTAL 3 54( 432 479 05
GRAND TOTAL 4 95( 823184 03

Source: Undersecretariat of the Treasury.

TABLE 63

0.87
2.98
0.87
0.03
0.15
0.05
0.38
1.19
15.00
4.48
112
0.22
0.01
0.14
0.29
10.36
0.04
0.00
0.09
4.25
52.5¢
100.0(

8946 156
40570 135
7993 250
828 483
1360 785
722 588
4 304 583
24 412 31¢
180 173 612
65 407 87&
25974 664
1861 500
70 250
1161 160
4 834 805
118 426 641
491571
20 000
728 470
40 320 832
638 651 08
1446 502 79

FOREIGN INVESTMENT APPROVAL BY YEARS

Amounts

Number of Approved

Years Companies (in millions of US$)
1986 619 364
1987 836 655
1988 1172 821
1989 1525 1512
1990 1856 1861
1991 2123 1967
1992 2330 1819
1993 2554 2063
1994 2830 1478
1995 3161 2938
1996 (1) 3582 3837
1997 4068 1678
1998 4533 1647
1999 (2) 4950 1701

Source: Undersecretariat of the Treasury.

Cumulative
(in millions of US$)
1574
2229
3050
4562
6423
8390

10 209

12 272
13750

16 688
20525
22203
23850
25551

80.30
60.43
89.89
34.30
89.46
55.91
72.22
40.08
68.53
56.33
35.43
99.12
76.95
98.38
48.68
72.02
75.23
25.00
98.03
86.71
67.72
56.91



1. Foreign investment approval in 1996 includes th@ayal for $2.3 billion allotted for the Istanbuili8ri Grand Metropolitan Project, which
French investors plan to undertake.
2. As of the end of September 1999.

TABLE 64

Average Interest Rates of Auctioned
Government Securities in 1999 (1)

(in percent)

6 Months 12 Months (1) 24 Months (2)
Months (up to 182 days (up to 434 days
January 106.85 136.60 92.58
February 96.59 130.33 90.25
March 90.11 106.59 79.82
April 77.85 101.12 79.62
May 86.08 97.46 85.55
June 86.79 106.50 90.72
July 77.61 94.23 85.88
August 75.56 97.67 89.24
September 81.89 - 76.50
October 73.08 89.68 79.93
November 71.66 - 65.45

December - - -

Source: Central Bank.

Note: Interest rates are given according to auatai®s and net interest rates. A simple arithnmeéan is taken if more than one auction was heldimvthe
same month for the same maturity. Auctions of 3-yeaiable interest securities indexed to futuftation are excluded.

1. Includes 14-month discounted securities.
2. Interest rates on bonds with coupon payments eempnths.

TABLE 65

Government Securities Sold at Auctions in 1999 (1)
(in billions of TL)

6 Months 12 Months (1) 24 Months (2)
Months (up to 182 days (up to 434 days
January 920 434.6 2087 159.¢ 491 723.2
February 745 475.9 3088 743.C 79 046.5
March 380 958.7 2810 249.C 70 420.0
April 907 209.0 2612 268.7 413 156.3
May 740 229.3 2292 809.1 219321.7
June 248 065.8 4228 001.7 169 490.0
July 1423 615.¢ 1413388.2 279 066.0

August 285333.1 591 116.9 166 506.4



September 885012.3

October 406 846.2
November 466 943.0
December -

Source: Central Bank.

Note: The table is arranged according to auctidesda

704 380.2

268 549.0
971 478.3

961 451.7

The amounts sold to non-competitive bidders anddmiipns granted to the highest bidders are indudéhese figures.

The sales related to consolidated debt securiteesat included.

1. Includes 14-month discounted securities.
2. Interest rates on bonds with coupon payments eemgnths.

TABLE 66

Interbank Money Market Transactions

(1999 Monthly Averages)

Volume of

Number of Daily  Daily Transactions

Months Transactions (1) (in billions of TL) (2) Minimum
January 252 357 905.€ 75.00
February 268 278 477.C 46.00
March 270 325929.C 46.00
April 278 686 812.4 73.00
May 278 730 993.C 76.00
June 272 592 950.€ 70.00
July 268 344 443.€ 46.00
August 244 322 210.E 46.00
September 232 341 002.7 46.00
October 214 360 084.C 55.00
November 198 415 160.€ 65.50
December 252 817 832.7 55.00
Source: Central Bank.

(1) Monthly averages of the number of double-sitladsactions.

(2) Monthly averages of the volume of double-sittedsactions.

(3) Monthly averages of overnight interest rates.

Actual Overnight Interest (%)

Maximum
79.00
79.00
79.00
77.00
77.00
77.00
77.00
74.00
74.00
70.00
70.00
70.00

Average (3)
78.88
77.38
76.32
76.96
76.96
76.91
71.02
71.10
67.51
69.49
69.84
69.97

Foreign Exchange and Banknote Transactions

Interbank Foreign Exchange Market Transactions (1)

Indicative FX Rates (TL/$) (2)



Date

January 1998

February
March
April

May

June

July
August
September
October
November

December

January 1999

February
March
April

May

June

July
August
September
October
November

December

Source: Central Bank.

Total

no. of

Monthly

Transactions

2028
7128
3532
3194
2684
3758
3946
7 806
4926
4376
5890
3976

6102
5258
5362
6 086
4138
5 366
5354
5416
5728
4392
6 452
10430

(1) Double sided transactions.

Total

Volume of

Monthly

Transactions

$ millions
1782
5519
3691
3101
2996
4 497
5207
11015
6 790
5180
7 890
5258

8 407
5922
6 986
8152
6213
8 841
7825
8922
9221
6 586
9969
12124

(2) Based on rates effective on the date of putidioa

12.1994

Exchange Rates

(TU$) Monthly
Average
Maximum Minimum no. of
Rate of Rate of Institutions
the Month the Month Participated
216 570 207 070
229 700 219 180
242 900 230 400
249 900 243 050
257 220 249 670
266 650 257 300
271 030 266 780
279 050 270 880
277 900 273 700
286 620 273 350
304 500 287 470
315 600 302 000
332 450 314 750
352 480 333450
369 380 354 190
390 600 372 880
404 900 389 250
421 600 406 480
433 330 421 160
445 880 428 680
463 450 443 700
481 400 459 750
516 600 481 920
543 000 516 500
TABLE 68

39
62
41
49
36
32
29
34
30
31
40
35

39
47
45
44
38
39
42
40
41
39
42
51

Max.

215 620
229 600
242 800
249 750
257 170
266 330
270 880
278 890
277 830
286 460
303 820
315 220

332 200
352 405
369 155
390 248
406 594
421 362
433 052
445 339
463 193
479 621
516 150
542 703

Monthly

Averages of

Indicative

Min.

207 110
219 320
230 380
243 350
249 680
257 490
267 080
271 000
273 840
273 920
287 510
302 690

315579
334 245
354 550
372 963
389 577
407 313
422 262
428 878
444 139
459 784
482 486
517 053

TRADE WEIGHTED EFFECTIVE REAL EXCHANGE RATES

Average
Price(1)

17 267.60

Average
Exchange
Rate

TUS$

37 402.77

Average
Exchange
Rate

TL/DM

23764.64

Cross
Rate
DM/$

1.57

Price
Index
USA
IPP(2)

105.8

Price
Index
Germany
IPP(2)

102.2

TWERER

69.3

Price
Index
USA
IPP(3)

Price
Index
Germany
IPP(3)

FX Rates

(TUS)
212 496.0
224 489.0
236 528.0
246 735.0
252 893.0
261 719.0
269 109.0
274 897.0
275 958.0
266 103.0
295 783.0
308 143.0

323118
342 987
361 697
381278
396 809
414 163
427 919
436 821
455 202
468 187
498 547
528 929

*TWERER



12.1995
12.1996
12.1997

12.1998

1.1998
2.

3.

10.
11.

12.

1.1999

10.

11.

28 163.51
51 935.87
96 591.22

146 427.44

103 319.93
107 644.46
111 858.69
116 044.12
120 141.61
122 864.03
125 615.95
128 726.89
134 603.51
138 658.39
142 480.13

146 427.44

151 772.95
156 038.71
161 604.31
169 049.29
175 895.41
179 814.46
186 364.68
192 016.27
202 069.39
210 858.90

220 340.63

56 587.52
104 297.52
199 050.87

306 170.87

211 141.05
222 694.50
234 795.91
244 903.33
251 309.50
260 055.00
267 626.52
273 256.67
274 625.00
277 950.95
293 540.48

306 170.87

320 509.35
340 335.00
359 127.65
378 448.24
394 090.80
411 506.45
425 565.18
433 873.15
452 314.77
465 562.55

494 501.32

39 267.24 1.44 108.4 104.0 70.0
67 229.52 1.55 111.7 103.6 71.9
112 058.26 1.78 109.7 104.7 75.5
183 210.43 1.67 106.9 104.4 74.1
116 326.32 1.82 108.8 104.8 77.4
122 816.50 1.81 108.3 104.8 76.7
128 703.64 1.82 108.0 104.7 76.0
134 631.67 1.82 108.3 104.7 75.3
141 558.50 1.78 108.4 104.7 75.0
145 262.73 1.79 108.1 104.6 74.6
148 722.61 1.80 108.3 104.4 74.3
152 735.24 1.79 107.6 104.4 74.7
160 982.27 1.71 107.4 104.1 76.0
169 590.00 1.64 107.3 103.7 76.0
174 798.10 1.68 106.9 103.3 75.1
183 210.43 1.67 106.4 103.1 74.1
190 642.24 1.68 106.6 103.1 73.5
195 375.90 1.74 106.1 103.1 72.7
200 481.00 1.79 106.5 103.1 72.2
207 347.86 1.83 106.5 103.1 72.3
214 292.10 1.84 - - -

218 555.36 1.88 - - -

224 917.68 1.89 - - -

235690.30 1.84 - - -

242 789.55 1.86 - - -

255 341.25 1.82 - - -

261 925.55 1.89 - - -

(1) Average Wholesale Price Index has been weighedh SIS and 40 % ICC since February 1988.

(2) 1990 = 100 Industrial Goods Price Index.

(3) 1995 = 100 Industrial Goods Price Index.

* Decrease of the index value of TWERER reflectsdlvaluation of TL against the weighted exchaate r

No.of

Gen. Ad.

Services

TABLE 69
Central Bank Personnel by Category

(as on December 31, 1999)

Technical Legal Health Training Auxiliary

Services Services Services Services Services

100.0
102.8
101.2

98.1

100.4
99.9
99.6
99.9

100.0
99.9
99.9
99.2
99.1
99.0
98.6

98.1

98.5
97.8
98.1
99.3
100.0
100.4
101.1
101.9
103.0
103.0

103.0

Total

100.0
99.8
100.9

99.2

100.8
100.8
100.7
100.7
100.7
100.7
100.4
100.4
100.1
99.7

99.4

99.0

98.5
98.4
98.4
99.0
99.0
99.0
99.0
99.0
99.0
99.0

99.0

75.3
76.9
80.8

79.3

82.9
82.1
81.4
80.7
80.3
79.8
79.5
80.0
81.4
81.3
80.4

79.4

78.7
78.0
775
76.9
76.7
75.8
75.8
75.1
75.7
75.9

76.0

Employed
on contractual
basis

Grand



53
202
48
52
48
43
40
48
41
44
42
315
172
54
55
52
49
43
46
48
44

Branches cadres F M F M F M F M F M F M F M
Head

Office 3313 923 855 86 255 8 3 15 5 6 1 36 375 1074 1494
Adana 123 46 38 5 1 5 10 52
Ankara 446 196 180 1 5 22 202
Antalya 93 31 36 1 3 11 34
Bursa 120 46 41 1 1 10 47
Denizli 85 19 40 1 8 20
Diyarbakir 82 11 34 1 2 8 13
Edirne 78 26 32 1 3 7 29
Erzurum 74 6 41 2 7 8
Eskiiehir 84 24 33 3 8 27
Gaziantep 94 30 34 1 1 9 31
iskenderun 80 25 31 3 9 28
Istanbul 676 254 224 11 2 28 78 292
izmir 352 117 111 7 10 2 1 19 50 146
izmit 108 32 40 4 5 10 37
Kayseri 84 12 49 1 3 5 15
Konya 87 19 43 1 3 8 22
Malatya 82 10 40 1 2 8 12
Mersin 101 37 33 2 4 8 41
Samsun 89 26 36 1 1 9 27
Trabzon 83 17 40 1 5 7 22
Van 75 7 37 1 6 7
Total 97 00 11 5 23 6 6 1

Source: Central Bank.

Total Personnel 5 645

Banknote Printing Mill Labor 12

Total 5 657

Total Personnel on December 31, 1998 5 517

Net Change 140

TABLE 70

Offices of the Central Bank

Number of Personnel as of the end

Year Established of 1999

BRANCHES

Adana 1969 115
Ankara 1931 413
Antalya 1963 88
Bursa 1969 105
Denizli 1974 74
Diyarbakir 1955 66
Edirne 1963 73
Erzurum 1959 61

Eskitehir 1954 72

M

85 190
10

=
N
g w o h 00 b o

g o~ 0 O O 01O

=
o

87

Total

2843
115
413

88
105
74
66
73
61
72
81
73
633
324
96
76
80
70
88
78
75
61



Gaziantep 1956 81

iskenderun 1951 73
istanbul 1931 633
izmir 1932 324
Izmit 1983 96
Kayseri 1968 76
Konya 1974 80
Malatya 1977 70
Mersin 1933 88
Samsun 1933 78
Trabzon 1963 75
Van 1978 61

Representative Offices

Frankfurt 1976 7
Berlin 1982 3
London 1977 3
New York 1977 4
Tokyo 1997 2

Source : Central Bank.



COMPARISON OF THE BALANCE SHEETS
1998 — 1999



COMPARISONOFTHE199¢1999BALANCESHEET!

ASSET¢

I-Gold

A- International Standard (Net
Gram)116,463,228.52.........

B- Non-International Standard (Net
Gram)3,249,293.82..............

Il - Foreign Exchangt

A- Convertible
a- Banknotes.............cccoeeeennnn.

b- Correspondent Accounts

B- Non-Convertible
a- Foreign Banknotes..................

b- Treasury Bills.............cc..eeene
Il - Coins
IV - Domestic Correspondent

V- Securities Portfolic

A- Government Securitie:

VI - Domestic Credit

A- Public Sectol

a- Treasury

i- Short-term Advances to the Treasury...
ii- Other (Net).......ccoovvviiiiinnens

b- Public Economic Institutions
i-Commercial..........ccooooviiiiinnns

c- State Economic Enterprises

i- Treasury Guaranteed Bills.............

ii- Comercial..........ccocoveiiininn.

jii-Other.......cocoveiii .

B- Banking Sectol

a- Commercial

1= EXPOIt...ooviiieiieiiii e
fi-Other.......coi e
b- Agricultural

i- Agricultural Credit Cooperatives.......
ii- Unions of Agricultural

Sales Cooperatives..............cccceeunann

199¢

325,317,37
316.496.753

8,820,621

6,167,530,44

6,167,144,670
147,588,230
6,019,556,440

385,776
346,336
39,440

787,40-

274,039,54

2,385,789,66
2,385,764,668
1,261,402,261
1,124,362,407
25,000

9,098,36!
1,559,260

1,559,260

7,539,100

7,539,100

(MILLIONTL)

199¢

561,263,31
546.029.236

15,234,074

12,518,644,7¢

12,518,057,348
725,489,615
11,792,567,733

587,403
519,286
68,117

1,651,11

722,118,38

2,886,444,44

2,886,444,440
1,701,523,621
1,184,920,819

10,588,40
2,913,306

2,913,306

7,675,100

7,675,100



fi-Other.........ccooii e
c- Industrial
d- Advances against Bond Collateral

e- Other

VIl - Open Market Operations

A- Repurchase Agreements.........
a.Cash

i- Foreign Exchange......................
ii- Securities.............cooie.
b- Securities

B- Other

VIII - Foreign Credit

IX - Share Participations

X- Fixed Asset

A- Buildings and Building Sites

Depreciation Allowance for Real Estate-).

B- Furniture and Fixtures

Depreciation Allowance for Furniture and Fixtures

XI- Claims under Legal Proceedings....

XII - Consolidated Claims & FX Revaluation
Differences

A- Claims under Consolidation Lav
NO. 3836....ccovviiiiiiriieeiieee s
B- Revaluation Differences as pe

Article 61 of Central Bank Law......

a- Liquidated
b- To be liquidated

Xl - Miscellaneous Receivable

XIV - Other Asset:

REGULATING ACCOUNTS..............

I. Currency Issued.............ccevunennenn,

I1. Liabilities to the Treasury

1,830,590,87

1,587,950,872

242,640,000

395,51€83<

1,526,87.

29,088,80

25,791,139
-1,865,549

7,767,031

-2,603,815

4,82t

79,000,74

119,878,16:
11,618,169,91

30,796,311,8¢

199¢

1,328,542,40

60,942,36:

2,406,795,26

2,018,605,264

388,190,000

160,457,14

2,255,33

45,471,62

39,581,065
-2,885,721

14,063,693

-5,287,411

552,794,78

119,752,23

442,194,32
20,430,431,11

66,256,155,11

LIABILITIES
199¢

2,390,748,35

18,484,50



A. Gold (Net Gr.) 345,574.68...........
B. Other (Net) ......ccovevviiiiiiiiieeenns

11l. Foreign Correspondents
A. Convertible..............cooieiin

B. Non-Convertible.................coovvs

IV. Deposits

A. Public Sectol

a. Treasury, General and

Annexed Budget Administrations............
b. Public Economic Institutions..............

c. State Economic Enterprises................

d.Other.....ooviiii

B. Banking Secto

a. Domestic Banks

b. Banks Abroad

c. Required Reserves

(Central Bank Law No. 40)

i.Gold (Net Gr.) ...cevvvvvevieieeennnnn,
d. Other

C. Miscellaneou:

. Foreign Exchange Deposits by Citizens Abroad

a
b
D. International Institutions
E

. Extrabudgetary Funds

V. Open Market Operations

A. Repurchase Agreement

a. Cash

i. Foreign Exchange..........c.cccovvuvennnee.
ii. Securities...........ooooeieiiii s
b. Securities

B. Other

VI. Foreign Credit
A. Short-term..........covvviiiiiniiie e,

B. Medium and Long-term...................

VII. Advances, Collateral and Deposits Collecte

Against Letters of Credit & Import

A. For Letters of Credit..................

B. Medium and Long Term..............

VIII. Notes and Remittances Payable..

938,106
60,004,257

4,226,74:
2,328,028
1,898,715

7,083,336,55
748,665,387

731,688,908
14,114
943,295
16,019,070

2,157,847,374
509,691,899
134,605

1,648,020,870

4,010,531,385
4,005,515,931
5,015,454
2,063,502
164,228,903

124,071,476
40,157,427

1,557,599,95
1,557,599,955

1,557,599,955

4,026,111
156,387
3,869,723

112,129,02

112,124,703
4,325

3,571,55

1,620,201
16,864,306

3,219,60
3,167,149
52,458

12,277,365,51
1,750,411,761

1,730,141,606
156,639
496,101
19,617,415

4,500,945,839
1,433,965,956
617,025

3,066,362,858

5,835,367,476
5,819,582,279
15,785,197
118,986,571
71,653,867

8,735,434
62,918,433

1,969,699,94
1,969,699,942

1,969,699,942

5,552,96
237,385
5,315,576

231,926,90

231,922,759
4,144

6,432,59.



IX. Capital.......cooveeiiiieie
X. RESEIVeS.......coovv i
A. Ordinary and Extraordinary Reserves...

B. Special Reserves ( Art. No. 59 of Bankin
Law).....c.eeeeee

C. Reserve for Future Losse

(Art. No. 32 of Banking Law No. 3182)...

D. Valuation Adjustment Fund

(Laws No. 2791 and 3094 )...............
E. Cost Adjustment Fund.................
XI. Provisions

XIl. FX Revaluation Differences

A- Revaluation Differences as per Art. 1 of Central

Bank Law
a) Liquidated.............ccoeevieniiiiine,
b) To be liquidated................ccceenvninnns

XIll. Miscellaneous Payable:

XIV. Other Liabilities

XV. Profit

REGULATING ACCOUNTS.................

25,00(

85,701,24

63,403,228

8,756

25,000

22,229,512

34,748

1,957,86!

499,635,97
499,635,979

499,635,979

13,112,76

564,938,70

298,423,64
11,618,169,91

30,796,311,8¢

25,00(

181,607,19

146,986,699

23,257

34,515,697

81,546

554,800,23

1,510,061,43
1,510,061,439

1,510,061,439

13,841,88

759,868,97

506,795,99
20,430,431,11

66,256,155,11



