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Turkey weatherýng current crýsýs

armed wýth lessons from 2001
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Adalar district

Metin Ar believes
Turkey has to maintain
speed in privatizations

ÝMKB, TOBB 
to promote 

public offerings
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Let's assume again that the army
was crossing the borders to fight
terrorists camped out in the land of

another country. The bourse would have al-
ready collapsed, and we would have gone
bankrupt. These negativities are all on the
stage now, but Turkey seems to be quite
successful against this test of durability."

For Karabýyýk, foreign investors are also
sharing these positive observations, as they
are still hanging on to 70 percent of the total
holdings in the capital markets. "If they
weren't confident that things would get bet-
ter, this share would have already fallen to 35

percent. I don't accept the claims that they
are staying in the market due to a lack of
buyers at the current prices. The past experi-
ences have so far shown that in hard times,
foreign interests are simply selling off, leav-
ing an emerging market in a hurry to hedge
themselves from further losses. But they now
trust that the current mess will be dispelled
and that Turkey will successfully complete
its integration in the global markets."

He further remarked that the capital mar-
kets in Turkey are quite young compared to
those in the developed world, as their legal in-
frastructure was first introduced in Turkey in
1986, more than 100 years after the US, for ex-

ample. They lack experience and are not well
rooted, but they have the flexibility to adapt
themselves to the most modern systems and
the ability to absorb any bumps from outside.
The Capital Markets Board (SPK) and the Ýstan-
bul Stock Exchange (ÝMKB) are managing these
processes quite successfully, Karabýyýk noted.

The massive influx of foreign interests into
the markets that carried the share of the for-
eign investors to beyond 70 percent is a good
indicator that Turkey is moving on the right
path, Karabýyýk underlined. But his answer to
the question of whether the non-financial sec-
tors are equally prepared was "no." "We still
have a considerable number of deficiencies in

this regard," he asserted, adding that only 35
percent of the companies on the top-500 list
prepared by the ÝMKB -- or some 170 of
companies -- are being traded on the ÝMKB.

From this perspective, Karabýyýk is critical
of the preparations conducted for the forma-
tion of a special stock market for small compa-
nies. He admits that any step toward the es-
tablishment of such a bourse would always be
welcome, as previous examples in the rest of
the world have proven how effective such
stock exchanges can be for an economy. But
improving the structures of small companies,
enriching them with stronger financial capa-
bilities and teaching them how to best assess
the stock markets are more urgent needs, he
said. "We are encouraging the companies that
are planning to go public to prepare them-
selves for the initial public offering (IPO) for a
year or more for restructuring," he pointed
out, adding: "The small companies still do not
know how to run in the stock markets, they
are still integral actors of the unregistered
economy. They still are not aware of the basic
premises of corporate governance. They still
don't have family-business constitutions de-
spite most of them being family business-
es. Only after overcoming these deficien-
cies can a stock market for small compa-
nies have a chance of running smoothly,
and this takes around three to four years."

Karabýyýk also maintains that establishing
brand new bourses would not be rational,
when instead they could be built as parts of
existing bourses, which have already acquired
a certain level of experience after overcoming
a series of financial crises. He suggested that
such a policy would cause great savings by
cutting costs on importing know-how and
employees while giving way to faster progress.

Turkey weatherýng current crýsýs

armed wýth lessons from 2001

Bizim Menkul Deðerler (BMD) was founded in 2003 as a 50-
50 partnership between Boydak Holding and Turkey's lead-
ing food conglomerate, Ülker, to provide intermediation serv-
ices in the capital markets in addition to offering effective
fund management services for its customers. It is the only
intermediation company that serves interest-free participa-
tion banks. BMD General Manager Reþat Karabýyýk believes
this status is an extremely important part of BMD's mission.

He said capital markets are just a part of the financial
sector but that they should never be evaluated separately
from the non-financial sectors, as these two require each oth-
er to survive. "Looking at the foreign markets anywhere in the
world, we see the same case: The capital markets improve in
connection with and as a response to the needs of the non-fi-
nancial sectors," he noted, adding that the capital markets
are where long-term fund resources meet their demand.

As the most eye-catching difference of BMD from other se-
curities companies, Karabýyýk points to their experience with in-
dustrial activities. This experiences comes from the collective
resources of BMD's partners, both of which have decades of ex-

perience in many businesses. This enriches BMD with the abili-
ty to understand the needs of non-financial companies better
and to prepare suitable financial instruments accordingly.
"BMD is in the first row among the intermediation companies in
terms of making money out of consultancy services," he said.

BMD serves its customers with four basic investment funds.
One of them is a normal fund based on shares, but the other three
are unique, not only in Turkey but also in the world. One is the gold
and energy fund, of which gold makes up of more than 35 percent
while the remaining shares belong to energy companies. The con-
struction industry fund is another option. What renders it unique is
that it contains not just the shares of construction companies,
but also of companies that are indirectly related to the construc-
tion business, such as cable manufacturing, cement, home ap-
pliances and iron production. Finally, they have the Islamic
Market Fund, an exchanged-traded fund that they designed in
collaboration with Dow Jones. BMD is currently serving three
participation banks: Türkiye Finans, Kuveyt Türk and Albaraka.
It has recently signed on with Bank Asya, as well, and the two
will start working together after the SPK approves the deal.

Only securities company serving all participation banks

contýnued from page 1

BMD General Manager Reþat Karabýyýk
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But considering Turkey's fiscal discipline,
debt conversion and reserves, there is no
need for this, according to the economy

minister. The second option is to sign a precaution-
ary stand-by agreement with the IMF. This course
of action is usually preferred by countries that do
not need financing but have some fragile points in
their economies. The third alternative is after-pro-
gram monitoring, which is available for countries

that use 100 percent of their debt quota or
below after their stand-by agreement has

ended. Turkey's debt quota is SDR
1.191 billion at the IMF level, but

Turkey's debt to the IMF is SDR
4.36 billion. Therefore, Turkey's
debt to the IMF is beyond its quo-
ta. The last option is monitoring
in the context of article four,
which is the normal procedure as
followed for the current program.

In order for Turkey to opt for
the last option, it will have to forgo

its right to withdraw $3.6 billion
promised under its current stand-by

agreement and pay back an additional
$5.1 billion to the IMF. Þimþek says the

precautionary stand-by agreement fits Turkey
best, as it guarantees necessary financial elasticity and
sends strong positive messages to investors. He adds
that they are also studying the after-program moni-
toring option: "However, the renewal decision for the
IMF program is not a technical decision, but a political
decision, so our government will decide on this. Even
though the program concerns me, I have refrained
from making any kind of redirection on this issue." 

‘We have realized the
necessary reforms, yet nobody
seems interested'
Þimþek does not agree with the claim that reforms
have slowed down: "We have taken a lot of steps in
terms of reforms, but this does not interest some. I
think this looks like a scene in which deaf people are
trying to communicate with each other by speaking."

Þimþek says the social security system in Turkey
has become a catastrophe now due to the political
populism of the past, pointing out that in 1970 there
was one retired person for every 24 workers, where-
as now there are only four employees for each re-
tiree. "In a country like Turkey, where the average
age of the population is 28-29, the social security
system must have reserves of trillions of dollars.
Now, unfortunately, forget about saving money, we
have to spend three to four times more than the
sum allocated for investment in the budget. If
they knew the situation, the people who protest
the social security reform on the streets would
protest the previous system, not the coming one." 

The economy minister also responds to criti-
cism over the raising of the retirement age. He ar-
gues that the retirement age is 60 and over in de-
veloped countries, adding that the minimum re-
quirements in terms of days worked for retirement
were raised by 2,046 for men and 2,048 for women.
According to Þimþek, if the social security reform is
not carried out Turkey will have to transfer $1.8 tril-
lion to the social security system between 2008 and
2075. "If we had invested the funds that we trans-
ferred to the system since 1990 into education and
infrastructure, today all of members of the social
security system would be in better condition." 

Speaking on the topic of what must be done for
the Turkish economy to compete on the global scale,
the economy minister points to the achievements of
developed countries as examples for Turkey. The
elasticity of the labor market and the energy industry,
the financial markets with numerous instruments
and the creation of companies with high added-val-
ue and profit margins are a few of these achieve-
ments, the minister noted. He further pointed out
that reforms had also been made in the electricity
sector to decrease costs. The access to cheaper energy
resources is vital for industrialists to be able compete
with their global rivals. As part of efforts to decrease
Turkey's dependence on oil, natural gas and import-
ed coal, studies for establishing geothermal, hydro-
electric and nuclear power plants have started. "All
these developments show that Turkey's energy
market is rapidly being liberated," Þimþek said.

Another important step to be taken for the sake
of global competition is the decreasing of burdens re-
lated to employment. For this reason, the financial
burdens on employment will begin to decrease this
year. Þimþek says minimum-wage earners will pay
lower taxes, adding: "They still claim they are paying
the highest tax on wages among all Organization for
Economic Cooperation and Development [OECD]
countries. This is not correct. Also, our government
promised to introduce a 5 percent reduction on their
burden. We will apply this within the year." The
economy minister says they will create elasticity in the

employment market and that there will be programs
for meeting the needs of qualified employees. "It will
be easier to benefit from the unemployment fund,"
he adds. Increasing the production of goods with high
added value has the utmost importance for global
competitiveness, according to the economy minister.
Þimþek says his ministry prepared Turkey's industrial
inventory, adding that Turkey needs to stop using so
much muscle power and begin using more brain
power. As such, he explains, the government
promulgated one of the best laws in the world for re-
search and development. Turkey will catch up with
Europe by 2012 in terms of R&D, and the sector's
portion in national income will increase to 2 percent. 

New incentive system to be
launched in 2009
Touching on regulations related to the incentive sys-
tem to encourage investors to spend money in par-
ticular areas of the country, the economy minister
says the current incentive law will be valid until the
end of 2008 and that the regional and sector incen-
tive law will be valid beginning from 2009. Pointing
out that privatizations are not just sources of income,
Þimþek adds, "Privatizations are necessary in Turkey
in order to develop the competitive atmosphere and
increase productivity. Look at all the companies we
have privatized. All of them have increased their
profitability, employment and tax payments." Asked
whether the latest political and economic develop-
ments affect the decisions of the foreign investors
that are planning to enter the energy generation
business in Turkey, Þimþek says energy investors
think in the long term, adding: "You present a 140
megawatt tender and 27 companies apply for this.
Three to five of them may be affected by these fac-
tors, but no one who believes in the development of
Turkey in the long run will abandon this tender."

Þimþek says the government will also
complete the Southeastern Anatolia Project
(GAP) and construct a new irrigation system
for agriculture after completing its energy proj-
ects, thus creating new areas of employment. 

The economy minister says Turkey's develop-
ment rate was slightly lower than expected in 2007,
but that Turkey has been developing for 24 quarters
without any break. He explains that Turkey has de-
veloped at an average rate of 7 percent annually
since 2002 despite external economic shocks and
that last year's growth of 4.5 percent was higher
than the Turkish Republic's average growth since its
establishment in 1923. According to Þimþek, the rate
of public debt stock compared to national income
decreased to 29.1 percent at the end of 2007, but
public debt stock decreased 39 percent compared to
the national income. He adds that these numbers
are far lower than the EU average of 60 percent and
added that they were also meeting the EU's
Maastricht criteria with the country's annual budget.

Turkey's inflation is 5 pct, not
counting energy and food prices

Elaborating on the factors that cause inflation to
go beyond the country's targets, Þimþek says ener-
gy, food and tobacco in 2007's inflation rate of 8.4
percent accounted for 70 percent of it. He adds,
"We do not want our citizens to poison them-
selves," referring to the rise in tobacco prices.

However, he says, the global shocks in food and
oil prices have an important influence on the climb-
ing inflation rates. Oil was $25 per gallon in 2002,
but today its price exceeds $100. The drought in
Turkey and the increase in world food prices have
resulted in increases in food prices for Turkey, too.
Considering these factors, it is evident that 70 per-
cent of Turkey's inflation is independent of Turkish
monetary policies. Þimþek says the government
maintains a cautious monetary policy to keep infla-
tion in single digits in the medium term, adding:
"When you look at core inflation and omit food and
energy prices, Turkey's inflation is around 4.5-5 per-
cent. If we avoid shocks in food and energy prices,
inflation targets can be met in the medium term."

Currency is not the most impor-
tant factor in global competition
The minister emphasizes that the foreign trade
deficit has increased by 17 percent in the last eight
years, at times when foreign currency was high
against the Turkish lira as well as when foreign cur-
rency was low. "There has also been an increase in
imports, but the amount paid for oil and natural gas
last year was $34 billion. Turkey's foreign trade
deficit is $38 billion," he says, adding that foreign
currency is not an important factor in determining
competitive power. "Imports have been on the rise
because we have stepped up our investments and
oil prices have skyrocketed. While there was natural
gas in only seven cities in the past, now 50 cities
have it. We should also admit that foreign currency
negatively impacts some business areas, but the
essence of the problem is still not the currency itself.

Economy mýnýster: Turkey

does not need new

agreement wýth IMF

contýnued from page 1

Mehmet Þimþek says
the social 
security system in
Turkey has become a
catastrophe now due
to the political pop-
ulism of the past.
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Could sovereýgn wealth funds be a new

source of fýnancýal optýmýsm for Turkey?

If the data is anything to go by, Turkey has indeed
become a major power in the world economy in
terms of both total trade volume and inward

foreign direct investment (FDI). In 2007, it boasted an
impressive foreign trade volume of $277 billion (though
with a huge trade deficit of $62.8 billion) and FDI inflows
of $22 billion (from a meager $1.1 billion in 1995). The
Ýstanbul Stock Exchange (ÝMKB) was the fifth best
performing among emerging market countries. And
Turkey’s gross domestic product (GDP) growth rate was
4.5 percent -- one of the highest in the Organization of
Economic Cooperation and Development (OECD) world
if still lower than growth lasting the previous three years
(2006: 6.9 percent, 2005: 8.4 percent, 2004: 9.4 percent).
Yet, in common with other major economies Turkey’s
economic growth is widely expected to stutter this year
thanks to a combination of internal factors -- both
economic and political -- and the global slowdown. 

For all the recent concern among the developed
world’s political classes and in the press, we believe that
one potential reason for optimism at the global scale is
the growing clout of so-called sovereign wealth funds
(SWFs). The question we look to explore here is whether
Turkey can attract more investment from these funds to
help ensure its continued financial health through the
current downturn and into the medium-term.

Grow, grow stronger
“SWF” as a term has only been around since 2005. But
the first such fund dates back to 1953 -- the Kuwait
Investment Board, now worth approximately $250 billion,
set up to manage oil revenues even before Kuwait gained
independence from the United Kingdom. For the 50 or so
years which followed, these government funds were
simply  referred  to  as  institutional  investors  or
government institutions. 

Since  the  turn  of  the  century,  such  funds  have
proliferated thanks to a combination of surging energy
prices and booming Asian exports, typically being created
when a government has a budgetary surplus and little or
no international debt. Simon Johnson, the International
Monetary Fund’s (IMF) chief economist, thinks SWFs will
be worth $10 trillion by 2012. Stephen Jen, an economist
at Morgan Stanley who follows 29 SWFs, estimates their
current holdings at almost $3 trillion; he projects that --
thanks to the magic of compounding and the funds’ new-
found appreciation for equity investing -- SWFs will
control up to $12 trillion by 2015. 

Although SWFs -- combined with the closely related
“diversified monetary authorities” (DMAs), e.g. the
Saudi Arabian Monetary Agency -- currently make up no
more than 3 percent of the world’s $165 trillion-worth of

traded securities, they have a lot of firepower: more
equity than (unleveraged) private equity and more funds
than hedge funds. And they are growing fast (about 20
percent annually) -- the Gulf’s big funds could gain from
oil and gas revenues another $300 billion to manage this
year alone. Add to that the growth of other state-owned
financial assets looking to invest -- pension funds
(estimated at $22.7 trillion), mutual funds ($20.8 trillion),
insurance assets ($20.5 trillion) -- and the marvels of
compound  interest,  one  soon  gets  to  some  very
impressive numbers. 

Who are the targets?
The funds’ horizons in 2007 stretched into a range of
sectors including consumer retail (10 percent of deals by
value), communications and technology (4 percent) and
industrials (4 percent), as they have also looked to
diversify away from their traditional focus of government
bonds into the full range of financial instruments. But it
is in financial institutions where they really made a major

impact last year with that sector accounting for a massive
63  percent  of  deals  by  value.  We  judge  that  such
investments have been made primarily for the long-term
value which they potentially offer; but, one way or the
other, there does appear to have been an element of
SWFs looking to play the “white knight” in an effort to
soften concerns about them in some political circles in
the OECD area. 

That said, while SWFs may well continue to invest in
financial institutions, such a disproportionate investment
in one sector will, in our view, likely prove to be a product
of the current times and, therefore, something of an
anomaly. In that regard we find particularly interesting
the fact that last year 11 percent of deals by value were in
real estate with Dubai’s flagship property company Emaar
alone engaged in an estimated $65 billion-worth of
foreign projects in economies ranging from India in the
east to Morocco in the west via Turkey.

What are the motives of SWFs?
We entirely endorse the publicly stated view of European
Commissioner Charlie McCreevy who noted in late
February: “There is… no instance of sovereign wealth
funds acting in any manner other than responsibly up
until now.” But it is difficult to counter categorically
concerns that some SWFs may be motivated by factors
other than straightforward return on investment. In
addition to the sheer size of the funds, such concerns
notably include: lack of transparency over both overall
strategy and individual investments of SWFs and concern
over the quality of governance and regulatory oversight in
the funds’ home countries as well as fears that investment
decisions may be influenced by “political” factors.
Whether or not there is any justification for these, their
impact risks being compounded by what we see as a
rising tide of protectionism across OECD economies,
coupled with residual “economic nationalism” in some.

In principle, the vast majority of modern economies
welcome foreign investment. But, in politics, appeals to
fear often  “sell” better than  those  to  reason,  and
protectionism enjoys its own “logic.” The hypocrisy of
erecting barriers to foreign investors while demanding
open access to developing markets is self-evident (even if
the likely consequent long-term damage to one’s own
economy is less so). While every country therefore has
legitimate concerns over national security and financial
stability -- as is underlined by the existence in the US of
the Committee on Foreign Investment in the United
States (CFIUS) and in Europe by a substantial body of
regulation on free movement of capital in the EC Treaty --
the case for additional regulation specifically aimed at
SWFs is therefore far from clear-cut in our view. 

Whatever their motives, SWFs look set to be around
for the long-term and could be a significant influence on
prices and markets. We expect them to continue to
diversify the range of their investments in terms of
instruments, currencies and sectors. As they do so, we
believe they will usually be greeted with open arms --
arguably underlined by recent Chinese investment in both
Total and BP. For, as with private equity and hedge funds,
anxieties about SWFs owe less to the reality than to a mix
of secrecy and suspicion. 

SWFs and Turkey
Even putting the current downturn to one side, there are
many reasons why we believe Turkey should proactively
court SWFs into its economy. Notably, Turkey faces huge
current  account  and  trade  deficits  in  a  global
environment, marked by signs of significant slowdown
this year and in 2009 when it will be hard to continue
attracting both direct and portfolio investments to finance

these deficits. SWFs from Russia, the Gulf and Asia will
therefore find a warm welcome awaiting them from Turks
keen on bridging this gap. Equally, Turkey’s improved
business environment and enhanced economic and
strategic ties to the Gulf, Russia and Asian surplus
countries could well result in substantial SWFs inflow. 

Two prominent Gulf SWFs are already active in
Turkey -- the Kuwait Investment Authority (KIA) and
Dubai Holding (DH). KIA owns the Cevahir shopping
mall in Istanbul, for which it paid $750 million in 2006
through  its  London-based  subsidiary  St.  Martin ’s
Property. And, in addition to the Emaar development
noted above, DH’s international property development
subsidiary, Sama Dubai, became involved in 2005 in a
joint $5 billion investment venture with the Istanbul
Metropolitan Municipality, the first project of which is the
multi-use Dubai Towers Istanbul (though this project has
hit  some  legal  obstacles).  Close  government-to-
government relations between Turkey and many SWF
home countries should be instrumental in attracting more
funds for property, infrastructure investments and the
expected privatization of Halkbank and Vakifbank, as well
as in the energy-sector as minority partners. 

All that being said, there is still a great deal of work to
be done by both the authorities and the domestic business
community to overcome the past perception of Turkey as
an economy which has not been particularly welcoming to
foreign investment. Though recent years have seen a
significant improvement in that regard, for the Turkish
economy to benefit significantly from SWF investment
this improved image needs to be carefully nurtured or risk
the funds turning to other opportunities in the region and
more widely. So, the answer to the question of whether
SWF’s are indeed a new cause for financial optimism for
Turkey rests largely, in our view, in Turkey’s hands. For it
is clear to us that the investment opportunities in Turkey
mean that the SWFs will continue to come if they are
made welcome and if inter-governmental relations are
effectively leveraged.

* Mehmet Öðütçü and Alastair Newton are multinational group
executives in London working for British Gas International and
Lehman Brothers International, respectively. They can be contacted
through ogutcudunya@yahoo.co.uk and alastair.newton@lehman.com.
This article is a contribution to the Forum Istanbul on April 23-25,
2008, and does not necessarily reflect the views of any organization
with which the authors are associated.
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The global annual GDP is $50 trillion.
The top seven sovereign wealth organizations control
each in excess of $100 billion, with some as high as
$700 billion. 
Pension funds globally control $20 trillion. 
Bank assets are estimated to be $60 trillion. 
Equity market capitalization around the world is $50
trillion.
Sovereign and non-sovereign debt aggregates are in
excess of $60 trillion. 
Private equity accounts for:
$700 billion of investor capital globally
20 percent of global mergers and acquisitions activity
60 percent of initial public offerings in the US
There are 181 private equity funds around the world
with more than $1 billion under management,
compared to five in 1989, and 4,000 buyout deals
were completed by the private equity industry in 2006.

The basic statistics
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‘Turkish economy like a woman
in labor but unable to deliver’
The economy is harhsly being tested by a globally-oriented crisis currently but has proven succesful to 
persist  against it so far, says Professor of Economics Ýbrahim Öztürk. He resembled the economy to a 

pregnant woman who has come to brink of delivering birth in great pains but still unable to reach 
the happy end.  “As long as the stability is retained, there is nothing to fear,” he claims.

Turkey's economy is now able to weather
crises, with the public sector witnessing fi-
nancial stability and the banking sector,

which had itself triggered crises in the past, currently
enjoying a strong structure and foundation, said
Associate Professor Ýbrahim Öztürk, a faculty member
at Marmara University's department of economics.

Speaking at the Association for Anatolian
Businessmen's (AGÝD) regular monthly meeting, ti-
tled "Let Us Share the Experience with Successful
Entrepreneurs," Öztürk noted that the country has
come to the brink of crisis but that it is able to resist.
He compared the economy to a woman in labor but
unable to deliver, and underlined that this was the
first time such a hurdle has been faced while the at-
mosphere was so positive. Recalling that financial sta-
bility has been maintained in the public and banking
sectors, both of which have been major sources of
economic crises in the past, Öztürk noted that the
stability could remain despite economic upheaval.

Öztürk, who recalled that price stability had been
maintained owing to a reduced rate of inflation, a growth
in demand in Turkey, which is home to a large, young
population, also made mention of efforts to improve in-
come distribution and unemployment and on bringing
the national income to EU standards. Noting that wealthy
people live in very small houses in Japan, which enjoys a
$40,000 per capita income and a $4 trillion gross domestic
product (GDP), Öztürk said that in Turkey, people with
low incomes, slightly higher than the minimum wage, re-
side in large houses. "This is our problem. It is hard to
achieve greater levels of industrialization this way,"
Öztürk said and asked that action be taken in regard to
this wealthy lifestyle, sustained on the basis of credit.

Recalling that Turkey had suffered from three se-
rious financial crises between 1994 and 2001, Öztürk
noted that growth, financial stability and price stabili-
ty -- three eminent problems in the economy -- were
questioned in 2001. Öztürk further noted that the
economy, which collapsed in 2001, recovered owing
to International Monetary Fund (IMF) support. He al-
so said that the public sector has no problem vis-à-vis
debt. Pointing out that Turkey has a current account
deficit second only to the US, Öztürk stressed that the
Turkish economy is approaching figures it saw in
times of crisis, with an unemployment rate of 10.5
percent despite consecutive growth rates of the econ-
omy of 7 percent on average between 2002 and 2007.

In his speech Öztürk also listed reasons for the
current deficit. "The country has a poor services sector
which in the past included banking and retail busi-
ness. Foreign capital filled this field in return for
growing demand. There is a growing tendency in the
world toward monopolization in the world's banking
sector, but we are unable to sell our banks; naturally,
they cannot find partners. For this reason, bankers
that have sold their banks leave this field. You may
be upset by this, but it was the right thing for them
to do because they had no chance at competition.
Those who sell their banks invest in the energy sec-
tor. A lack of capital and insufficient savings is the
primary reason that has led to the current deficit."

AGÝD Chairman Ahmet Coþkun, who also gave a
speech during the same meeting, underlined that
there are troubles as well as opportunities in the
country's economy. Noting that a number of sectors
have grown exponentially, Coþkun stressed that busi-
nessmen should make solid and reasonable assess-
ments to determine how to benefit from these sectors.
Recalling that they are acting in reliance on the slogan
"We took a step for this country," Coþkun also noted
that plans are being developed in these regular meet-
ings to take the necessary steps. Coþkun further gave
some brief information on AGÝD's activities, noting
that it was a member of the Turkish Confederation
of Businessmen and Industrialists (TUSKON), which
includes 154 associations and 15 federations.

The chairman noted that TUSKON, the fastest grow-
ing civil society organization over the last two years, has
made a contribution in the amount of $5.5 billion to the
Turkish economy during this period and said that total
turnover amounting to $1.5-2 billion is expected in the
second African trade meeting this year. Coþkun further
said: "Yes, the country is struggling with some problems.
We are all experiencing these troubles. But there are posi-
tive developments as well. We always recommend opti-
mism. Two people talk about economic crises when they
get together, but this sort of attitude does not generate
any good. We will have high morale if we try to see the
glass half full. This will bring about good results."
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Reforms ýncrease ýnvestor confýdence,

spur foreýgn dýrect ýnvestment

Economy Minister Mehmet Þimþek and Lorenzo Giorgianni, the IMF’s mission chief in Turkey, pose together. 

Turkey is at a crossroads with the International
Monetary Fund (IMF), which it has frequently

turned to in times of economic crisis. After the IMF
Executive Board assesses a letter of intent Turkey has
prepared in connection with the last review of the
program, the current stand-by arrangement will come to
an end. After the conclusion of the stand-by
arrangement, post program monitoring will
automatically start and will be in force until the Turkish
government pursues another option available to the
country. The IMF is reportedly of the opinion that
Turkey does not need another stand-by arrangement.

IMF officials conveyed the IMF’s position to
Minister for the Treasury Mehmet Þimþek during his
US visit two weeks ago. Turkish officials said then
that Turkey may need a precautionary stand-by
arrangement, given the political uncertainty
surrounding the closure case brought against the
ruling Justice and Development Party (AK Party).
Turkish officials in charge of the country’s economy
noted that the country must be prepared for the
outcome of the closure case. The possibility of
making a precautionary stand-by arrangement with
the IMF was also reported to Prime Minister Recep
Tayyip Erdoðan, who is not warm to the idea of
signing another stand-by agreement with the IMF. 

IMF officials, on the other hand, stressed that
Turkey must do its homework, including drawing
up a clear schedule for the privatization of public
banks, restructuring the revenue administration and
taking steps toward revising civil service salaries. A
new roadmap is expected to be formulated in

August after developments are assessed in July.
Þimþek stated after his return from the US that

assessments are being made about a possible
precautionary stand-by arrangement. “Whether this will
be a precautionary one or not will be decided by our
government. Even if we make this decision today, the
process will take several weeks or months since the IMF
will make certain performance assessments,” he said.

Debt to the IMF down $7.6 bln
Loans Turkey has received from the IMF since 1958
amount to 30.6 billion Special Drawing Rights (SDR), a
potential claim on the freely usable currencies of IMF
members (today, 1 SDR = $ 1.55). A total of 92 percent
of this loan (SDR 28 billion) was received under the last
three arrangements. The highest loan amounted to SDR
11.9 billion under a stand-by arrangement signed after
an economic crisis in 2001. For the last five years, Turkey
paid back more than it borrowed. The country’s total
debts to the IMF fell from $23.5 billion in 2002 to $7.6
billion in October 2007. Despite frequently voiced
criticisms about the IMF abusing Turkey, Turkey’s quota
has been raised in parallel to the increase in the
country’s gross national product (GNP), as has been the
case with China, Mexico and Korea. Turkey’s quota was
increased from SDR 964 million to SDR 1,191.3 billion.

Urgent loan availability under
precautionary stand-by agreement
If Turkey chooses to make a precautionary stand-by
agreement with the IMF, planned reviews will take
place, as in normal arrangements. While the country has
not made any commitment about utilizing loans, Turkey
will be able to make use of these loans when needed.

Turkey to decide on new
roadmap with IMF in August
ERCAN BAYSAL ÝSTANBUL

Based on preliminary data for 2007,
Turkey will again be among the top 20

countries to attract FDI.
After receiving an average level of $1 billion per

year in the 1990s, FDI inflow to Turkey increased to
$2.9 billion in 2004, $9.8 billion in 2005 and $20
billion in 2006. As of the end of 2007, inflow stood
at $21.9 billion. The total amount of direct foreign
investment in Turkey’s 85-year history had reached
nearly $140 billion as of the end of the third quarter
of 2007. The FDI inflow/gross domestic product
(GDP) ratio in Turkey increased from an average
of 0.5 percent in the 1990s to 1 percent in 2004,
2.7 percent in 2005 and to 5 percent in 2006.

International investors have an already
important and growing share in the Turkish
economy. There are 140 companies with foreign
capital among the 500 largest industrial concerns
in Turkey. As of 2006 these companies have a 41
percent share in total sales, a 37 percent share in
profits, a 46 percent share in exports and a 28
percent share in employment. International
investors in the automotive sector are among the
country’s major industrial investors and are also
its largest export companies. Chemicals, energy,
high-turnover consumer goods, food and
tobacco are some of the other main industrial
sectors in which international investors have an
important share. The services sector also has
attracted the attention of international investors
with a high interest in the financial sector --
particularly over the last three years.

Looking at the countries of origin for FDI
inflow to Turkey, European countries are at the
top of the list, accounting for 60 percent of
inflow between 2003 and 2007. In the same
period the Netherlands accounted for 25
percent of FDI inflow, the US for 11 percent
and Greece and Belgium for 10 percent each.

Turkey’s strategic location makes it an
important option as a regional base as well.
Many international investors in Turkey,
including BASF, Benetton, BP, BSH, Coca-Cola,
General Electric, Imperial Tobacco, Microsoft,
Pepsi, Procter&Gamble and Unilever, use
Turkey as a regional base for their operations.

Efforts to improve investment environment
and YASED’s contributions

Between 2003-2007 close to $50 billion in
FDI entered the country, making the new
challenge sustaining this level and ensuring

greenfield  investments.  To  maintain  the
current level and sustain the upward trend
Turkey has to continue with structural reforms
and efforts toward the improvement of the
investment  environment.  A new  reform
process  was  launched  in  2002 where  the
Coordination Council for the Improvement of
the Investment Environment (YOÝKK) was
formed  in  order to  improve  Turkey ’s
competitiveness in attracting FDI, determine
the necessary steps and generate policies to
remove administrative barriers to both local

and international investment. Major business
associations are part of this platform, which
forms a healthy environment for the dialogue
between the public and the private sector.

Since the establishment of the YOÝKK
mechanism, many of the technical committees’
recommendations have entered into force as new
legislation, policies or legislative amendments. The
new Foreign Direct Investment Law of Turkey,
which entered into force in 2003, is one of the most
significant examples of providing a better match
with international standards and reaffirming the

equal treatment of foreign investors. There have
been simplifications in the establishment of
companies and licensing and permit procedures,
and improvements in intellectual property rights
issues and in the employment of expatriates. A
decrease in the corporate tax rate from 30 percent
to 20 percent as of 2006 was a major step as were
deregulation and restructuring efforts in certain
sectors, which have proven successful. Another
important outcome of YOÝKK works was the
establishment of Turkey’s Investment Support
and Promotion Agency in 2006. The promotion
agency provides an extensive range of services
to investors with a one-stop-shop approach.

The road ahead
Beside these positive developments, there is
still a long way to go to ensure a satisfactory
level of FDI in the coming years. Fluctuations
in the global economy since the second half of
2007 and uncertainties for 2008 are expected
to  hinder the  upward  trend  in  FDI  both
globally and in Turkey. The extent of this
slowdown is still unclear, but FDI inflow of
$15-20 billion for Turkey is expected in 2008.

Issues that have been made a priority by the
International Investors Association (YASED) for the
term ahead are the unregistered economy,
transparency, employment, education, taxes,
incentives, intellectual and industrial property
rights, R&D investments and promoting Turkey as
an attractive destination for FDI -- especially
greenfield. Finally we support the EU membership
process as an anchor for progress on these issues.
Efforts toward the transition to a fully registered
economy and a better tax and incentive scheme are
at the top of the agenda. Hence Turkey has come a
long way but should progress on these issues to
provide a more favorable investment environment
for both existing and potential investors.
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A lighthouse for
foreign investors
The International Investors Association (YASED), founded
in 1980, is a non-profit business association whose
members are international companies operating in
Turkey. Being the most important representative of
foreign direct investors in Turkey, YASED has more than
250 international companies among its members.
YASED members share a common vision and work
proactively to promote a better business environment in
Turkey, matching the best global business practices.
YASED is committed to developing better channels of
communication and coordination with other organizations
in the business community and to generating greater
awareness among the general public of subjects related
to FDI and improving the image of FDI in Turkey among all
stakeholders. The most important part of YASED’s
mission is lobbying in support of initiatives to harmonize
Turkish legislation and business practices with
international norms and to be committed to improving the
ethics and the principles of corporate governance.

For more information on the business environment
and FDI in Turkey, visit YASED’s Web site at
www.yased.org.tr.
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Tahir Uysal
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ÝMKB, TOBB to promote public offerings

The Ýstanbul Stock Exchange (ÝMKB) has
reached an agreement with the Turkish
Union of Chambers and Commodity

Exchanges (TOBB) on a project that will invite Turkish
companies to go public. A protocol for the project will
be signed between the ÝMKB, TOBB, the Association
of Capital Market Intermediary Institutions of Turkey
and the Capital Markets Board (SPK) in two months. 

During the first stage of the project, the
companies  on  the  Ýs tanbul  Chamber  of
Industry's (ÝSO) annually prepared Top 500
and Second 500 lists that are not listed on the
ÝMKB  will  be  urged  to  offer  some  of  their
shares to the public. International consulting
firms will provide consultation to these compa-
nies about adapting to capital markets. After
the consultations, the companies will be tested
under international criteria and those that pass
the tests will be invited to the ÝMKB.

Speaking to Today's Zaman, ÝMKB President
Hüseyin Erkan said they were going to push for
more Anatolian firms to be listed on the ÝMKB.
He noted that the number of companies listed in
2002 was 320 and that the number remained the
same at the end of 2007 as new companies only
replaced those that had left the stock exchange.
"We need to increase this number," he said,
adding that they hoped to increase the number
of companies on the ÝMKB to 1,000.

Only 105 out of top 500 listed
Only 105 of Turkey's top-500 industrial com-
panies' shares are traded on the ÝMKB. Erkan
said they were going to focus on these compa-
nies  first.  He  also  emphasized  that  making
companies open to the public was not their
only aim. He said they wanted to set a model
for bolster ing  the  corporate  culture  among
Tu rkey's  companies  in  the  long  run.  The
Turkish economy is facing hard times amid

fluctuations in the global financial markets and
political uncertainty caused by a closure case
against the ruling Justice and Development
Party (AK Party). However, Erkan said foreign
investors' long-term confidence in the Turkish
economy still persisted. 

Erkan said international investors preferred to
leave high-profit markets slowly. "But there is no
real outflow from the Turkish market," he said.
According to Erkan, the investors leaving stocks
were investing in Treasury bills that have interest

rates of around 18-19 percent. "They would not
prefer to invest in US Treasury bills, which have
an interest rate of around 2.5 percent."Erkan said
the decline in the value of stocks also had caused
some fears that investors were leaving the market
but that this was not really the case. He explained
that the foreign share in the stock market was
still at around 71 percent, but that the majority of
one-day transactions are being made by domestic
investors. He said 80 percent of these transac-
tions are made by domestic investors.

ERCAN BAYSAL ANKARA

Time for prudence
among Turkish 

non-bank companies 

One channel through which the growing
disturbance in the US and European fi-
nancial markets could affect the Turkish
economy and other emerging markets is
an outright outflow of capital. However,
that is not very likely with the current
state of the problems abroad and the re-
turns offered in Turkey in general. 

Another channel could be a slow-
down in the external demand for Turkish
exports. That will show its effects in the
relatively longer term, and a weaker lira
(at the recent rates) will affect the market
in the opposite direction. 

Still another channel could emerge
with the worsening of the credit crunch
in the Western financial markets
through a difficulty in rolling over exist-
ing loans or in obtaining import finance
by the real sector players. 

The banking sector in Turkey is
currently much stronger compared to
2001 and compared to its peers in
many other countries. Foreign ex-
change open positions are virtually
zero. Risk management and internal
control/audit functions are more de-
veloped and strict, and the Banking
Regulation and Supervision Agency's
(BDDK) supervision is quite tight. 

With relatively low foreign borrowing
by the banks compared to their balance
sheet sizes, difficulty in rolling over their
foreign debts does not at all seem to be an

insurmountable problem. Nevertheless it
is reasonable to expect that the Turkish
banks will now be looking to geographi-
cally diversify their banking relationships.

Non-bank companies have to be
more careful, though. They have accu-
mulated a significant amount of foreign
debt and need more financing for their
imports. A difficulty in obtaining new
import financing may lead to a costly
adjustment in the external balances of
the country. But at the same time that
scenario could give momentum to local
production that would otherwise be dis-
placed by cheaper imports. 

Turkish non-bank companies will
also have to be careful not to be affect-
ed by the problems of their foreign
bankers. Recently there was an insight-
ful example of that possibility. Société
Générale, one of the world's largest
banks, sued a Turkish company,
Goldaþ. Société Générale's claims have
been reflected in the Turkish press as
the bank having sent the company 15
tons (i.e., 15,000 kilograms!) of gold
and never hearing about that gold
again in terms of payment or return. 

A bank in this situation would not
give much confidence to its depositors as
it would mean a quite alarming lack of
risk management and operational capaci-
ty. The exact reason for the claim, which
comes after what appears to have been
many years of cooperation between the
bank and its client, is not clear. But the
case hints that other Turkish companies
may face similar unreasonable demands
from their foreign bankers. It may thus be
time for them to diversify their bankers. 

MURAT
YÜLEK

m.yulek@todayszaman.com
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The Turkish Central Bank has announced a net profit of YTL 261
million for 2007, which is less then a tenth of its profit in 2006, when

the bank had a net profit of YTL 3.1 billion. This decline in profits
stemmed from the bank's losses in Turkish currency transactions

A prýncely day out

Central bank profits down dramatically

At this time of year, there are some days when you
just don't know what to do; either it's raining or it's
trying to snow (Pffff! in Istanbul?!) or like today, the

sun is shining in a clear, bright blue sky. So what should one
do? I had been indoors for two days during Kurban Bayramý
and as soon as I saw the sun and blue skies, I knew exactly

what I wanted to do: go to the islands. I live in Bostanci so it
is very easy to go down and catch a launch or steam ferry
heading for the Princes' Islands. By the way, even if you
don't have the privilege of living in Bostanci, if you check out
ÝDO timetables, you should be able to find a ferry or sea bus
going to the islands. And it is well worth it.

Fortunately, cars are not allowed on the islands, so the
first thing you appreciate is the relative silence after the con-
tinual roar of traffic through central Ýstanbul. You can hear the
rumble of steamers, the throaty roar of some boat driver, or
the throbbing of a launch bringing residents and visitors to the
islands of course, but in general you hear nothing but the
whistle and bustle of birds in the trees and the sibilant sighing
of the wind through the pine trees. However, you do have the
rather piquant odor of the horses that pull the phaetons that
serve as taxis on the islands to put up with.

Apart from the silence, there is the magnificent sight of
the islands themselves as you approach, even from far off. On
this bright blue day, there is an impressionistic image of gray
shapes rising out of the wintry white sunlight, contrasting
with the cobalt blue sky -- itself competing with the sparkling
aquamarine of the sea, today as calm as a millpond. In short,
a perfect day for sailing! Kýnalýada, quite built up, is easily rec-
ognizable, resembling an aircraft carrier with its Mohican
haircut created by the raft of telecommunication aerials.

Next comes the smallest of the inhabited islands,
Burgazada. Personally, it is my favorite. Little visited, because
it has nothing much to see but a very pretty Greek church,
and generally inhabited by Ýstanbulites, but which also has a
small expat community during the summer, it boasts, how-
ever, the highest point of the four Princes' Islands, crowned
with a small copse of pine trees. Turning left and then taking
the next right from the boat station, you can follow a long
and winding road that leads up to the summit from which
you have a magnificent view, not only of the other islands,
but also, on a clear day, across the sea to the range of hills
leading down to Yalova. There is a bizarre football pitch too,
so if you go with friends you will be able to play soccer
between the trees! Continuing clockwise round the island,
you will pass a ruined church and then come upon a café
with probably the best view in Ýstanbul.

The second largest of the islands is Heybeliada, which I
love very much too. Famous for its historic Greek orphanage
and Turkish naval college, it also has a wonderful picnic area
up in the pine forest -- turning right from the boat station --
where you can sit, even on a cold winter's day, and admire the
beauty of the view over to Burgazada and Kýnalýada. West-
facing, it guarantees you afternoon and evening sun if the
weather is right, and the chance for a moment of calm before
you return to the storm of mainland Ýstanbul.

The largest of the archipelago is, aptly named Büyükada,
or Big Island. With the famous Hotel Splendide -- once the
residence of Trotsky when he was in exile in Turkey -- it has
all the hallmarks of a southern English seaside resort with a
dash of Cote d'Azur. Hugely popular and overrun with
domestic and foreign tourists during the summer, it is never-
theless a beautiful island, and, if you have the funds, a "grand
tour" in a phaeton is well worth the expense. The maritime
views are, of course, breathtaking, but you will also come
across numerous very interesting buildings from the Ottoman
Empire including, at its pinnacle, a Greek church.

What is so refreshing about any and all of these islands
is the sense of life lived at a gentler pace than on the main-
land. There is the absence of traffic, of course, but also the
way people indigenous (or almost) to the island go about
their business in such a relaxed and unhurried manner.
My working life is frenetically busy, but just to spend one
day on one of the islands is such a tonic; I feel almost as if
I have had a holiday. The sea-air is so fresh and invigorat-
ing and the smell of grass and pine so refreshing that it is,
quite literally, a breath-taking experience.

The day can start so well, with a cup of coffee at one of the
water's-edge cafés and a read of the newspaper while watch-
ing the intricate ballet of ferries, sea-buses and launches com-
ing and going from the Bostanci harbor. Seagulls swoop and
squawk, crested grebes bob and bustle and cormorants sail
majestically through the throng, diving now and then for the
tiny fish that swim this close to shore. You can watch couples
walking entwined in a romantic promenade or power walk-
ers taking their daily constitutional. Nipping between both, a
growing peloton of cyclists eat up the pink tarmac of the bicy-
cle lanes. In fact, you don't have to leave Bostanci at all if you
don't feel like it, because the view and the sights and sounds
of the harbor are pleasure enough, but all the coming and
going of boats and the very sight of those islands, sparkling by
day and lit up at night like moored off-shore cruise liners,
tempts you to get up and go and grab the first boat across.

If you want to buy or rent permanently on any of the
islands, prices are well below those on the mainland.
Even so, it is worth having a Turkish speaker with you as
real estate agents will try and pump up the price when
they deal with a foreigner. Ferry, sea-bus and launch con-
nections to the mainland at Bostanci and Kadýköy as well
as Eminönü on the European side are regular and good,
but winter can present problems and you have to be very
familiar with the last sailing hours of the day.

Whether you fancy living there, renting for the sum-
mer or just want to have a really relaxing and uplifting
day out, taking the time to cruise around the Princes'
Islands will, I can assure you, make your day and be as
beneficial as any hyper-expensive break in the tradition-
al resorts. If you are living and working in Ýstanbul, you
have no excuse. Go on, have a princely day out!

Fortunately, cars are not allowed on the islands, so the first thing you appreciate is the
relative silence after the continual roar of traffic through central Ýstanbul

ASHLEY PERKS ÝSTANBUL
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