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A Quiz on Turkish Banking.

a)Which is the best capitalized,
most profitable and most
professional multi branch

Turkish bank?

In 1993, 8.3% of its shares were sold to US-based investors, through
Lazard Fréres & Co. and Baring Brothers & Co.

bYWhich Turkish bank doubled
its net income in the last year?

c) Which bank offers continuous
profitability through its
investment in the future?

63 Bilyiikdere Caddesi Maslak 80670 Istanbul # TURKEY
Tel, Fax: {90-212) 285 40 40 Telex: 27635 gat-tr
Contact : Mr. Aclan Acar Executive Vice President
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AK Center, a 180,000 square meter enclosed shopping center, opened last December in Istanbul.
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Ankara, the capital of Turkey, is a focus of much recent development.

Positioned for Growth

For nearly four decades,
Turkey has been trying to
carve a niche for itself in
the global economy. It
tried to pariay its historical
role as a trading bridge
between Europe and Asia
into a much grander vision
of becoming a modern
major financial and busi-
ness center linking the
world's largest money
markets — New York and
Tokyo — both seven time
zones away from Istanbul.
But while the Turks
were busy trying to posi-
tion themselves at the

center of things, the world
was rapidly changing
around them. The fall of
Communism and the Gulf
war are perhaps the two
most significant external
events that have reshaped
Turkey, while the sudden
death of President Turgut
Ozal last April created a
political vacuum that
is forcing the country to
redefine both its domestic
and foreign agendas.
What is emerging from
this turmoil is a more
sober, realistic assessment
of Turkey's capabilities,

making it & more attractive
place for foreign invest-
ment. While the process
of change, both within the
country and in the nations
surrounding it, are by no
means over, the end result
for Turkey could well be to
win that pivotal econemic
role it has so long desired.
Studies by U.S. foreign
banks on the competitive-
ness of the Turkish econ-
omy usually group it with
Italy and Spain — above
Greece and Portugal, but
below the rest of Euro-
pean Community. Its

labor costs are one third
of the EC average.

The domestic market
of 60 million people is
currently undergoing a
consummer revelution, led
by a 27 percent jump in
automaobile sales in 1993,
The resulting growth Jevels
of retail sales are the
fastest of any OECD coun-
try. With 38 percent of the
population under the age
of 15, and only 4.4 percent
over the age of 65, the
spending spree is expect-
ed to continue well into
the next century. Turkey's
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Ranked 123rd in the latest Fortune 500, the Kog Kog activities range from energy to automotive
Group is a dynamic, institutionalized conglomerate industries, from white goods to tourism, from
of 104 companies with 40.429 employees. banking to supermarkets, from electronics to food.

1992 turnover was $ 11.5 billion.

Please contact cur Public Relations Department for a copy of cur 1992 Annual Report and for more information:
Address: KOG HOLDING A.S. Azizbey Sok. No: 1 81207 Kuzguncuk/ISTANBUL Tel: (90) (216) 341 46 50 Fax: {90) (216) 343 19 44
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average annual real GNP
growth rate of 5 percent
from 1980-1992 is also the
highest of any developed
country. The Istanbul
Stock Exchange has mir-
rored the economy’s dra-
matic growth with a record
year, up 207 percent in
U.S. doilar terms in 19973,
with the index rising from
4,004 1o 20,682,

WIDER SCOPE

The fall of Communism in
Eastern Europe and the
break-up of the Soviet
Union has given Turkey its
first chance to expand its
direct economic influence
outside its borders since
the days of the Ottoman
Empire.

Turkey's desire to play a
key role in the long-term
economic development of
this region led it to initiate
the Black Sea Economic
Cooperation (BSEC)
Agreement in June [992.
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This could even-
tually lead to a
free trade zone
in a virtually
untapped con-
sumer markeat

of more than 300
million peopie.
The 11 member
countries (Alba-
nia, Armenia,
Azerbaijan, Bul-
garia, Georgia,
Creece, Mol-
davia, Romania,
Russia, Ukraine
and Turkey) have
already agreed
to set up a Black
Sea Trade and Develop-
ment Bank based in the
northern Greek city of
Thessaloniki.

Greece, Turkey and
Russia will each take a 16.5
percent stake in the bank,
whose share capital is one
billion Special Drawing
Rights. Bulgaria, Romania
and Ukraine will contribute
13.5 percent of the bank's
capital, while the others
will each have a 2 percent
stake.

Unlike other interna-
tional organizations, BSEC
is based on the private
sector. The creation of a
Black Sea Cooperation
Council in December 1992
brought together the busi-
ness communities of the
11 member states. The
Council, which has been
granted observer status, is
the backbone of BSEC and
participates in all its meet-
ings. So far, BSEC has
established a secretariat in
Istanbul and 25 working

l

groups of businessmen
from member nations have
met during the past 18
months. In addition, BSEC
has set up a data center in
Ankara to coordinate eco-
nomic statistics from
member countries.

Turkey's policy is to
develop its relationship
with the Commaonwealth
of Independent States
(CIS) and inner Asia as a
complement, not an alter-
native, to its relations
with the U.S. and Europe.
Although Turkey does not
have a common border
with any of the central
Asian republics, (Azerbai-
jan, Turkmenistan, Uzbek-
istan, Kyrgyzstan, Kaza-
khstan and Tajikistan), all
share a common cultural
and religious tradition with
Turkey and, with the excep-
tion of Tajikistan, all speak
Turkic languages.

Though these republics
have shown no desire to
be part of a pan-Turkic
union, they nevertheless
view Turkey, with its com-
paratively advanced econ-
omy and its mixed secular
and Islamic cultures, as a
model. To date, Turkey
has signed more than 100
bilateral accords with
these six countries. While
in dollar terms the actual
trade figures represent less
than 1 percent of Turkey's
overall trade, the numbers
are deceiving because
much of the trade in this
part of the world is done
on a harter or offset basis
due to a lack of a hard
convertible currency.

Nevertheless, the im-
portance of the start Turkey
has made as a bridge from
the developed Western
world into this struggling
economic region should
not be underestimated.

Turkish business lead-
ers contend that many
of the 2,450 foreign com-
panies already operating
in Turkey can minimize
their risks in these emerg-
ing markets by entering
joint ventures with Turkish
partners. They cite as
examples:

¢ UK. construction firm
lohn Laing Co. has a joint
venture contract with
Turkey's Alarko Holdings
to build an airport at
Ashkadbad, the capital of
Turkmenistan.

¢ Netas, the Turkish
subsidiary of Northern
Telecom of Canada, in
cooperation with the Turk-
ish government, is supply-
ing digital switches for
public exchanges in all five
central Asian republics.

s [acobs Suchard, the
Swiss confectionary group
owned by Philip Morris,
has acquired a 50 percent
share in Turkey's largest
edible oil company to use
as a base to market the
whole range of Suchard
products in Turkey and
central Asia.

» Merioni, the Italian
white goods concern, has
acquired a stake in Turkey's
Vestel electronics group in
a bid to provide a platform
for sales in the Caucasus.

The natural gas deal
with Russia is a prime
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DISBANK

Turkish Foreign Trade Bank

EQUITY CAPITAL® (1989-1993)

he Turkish Foreign Trade

Bank — also known by its

acronym, Disbank — is a

privately owned commer-
cial bank established in 1964
initially as a joint venture
between The Bank of America and
Turkiye Is Bankasi. The Bank
is currently a subsidiary of
the Lapis Group of Companies,
following the latter’'s recent
acquisition of the majority
stake in Disbank previously
held by the Is Bankasi Group of
Companies.

Throughout its existence, Dis-
bank has chosen to operate as
a medium-sized specialist com-
mercial bank whose present network consists
of 21 branches located in the important commercial
and industrial centers of Turkey. The bank’s exten-
sive network of foreign correspondents in virtually
every area of the world, coupled with its up-to-date
technological facilities, permit the transaction of a
broad range of financial activities on a worldwide
scale.

Although the focal point of Disbank's operations
during its earlier years was the financing of foreign
trade and related activities, the bank’s range of
specialist activities was successfully broadened in
subsequent years in line with the outward-looking
economic attitude and policies implemented in the
Turkish economy as a whole. Accordingly, at present
capital market activities and consumer banking,
along with foreign trade financing, are the pillars
on which Disbank’s activities rest. The open-minded
yet prudent management policies traditionally pur-
sued by Disbhank have permitted the bank to main-
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tain a competitive edge in high
serdice quality among its banking
peers in Turkey.

Disbank's sound capital base
enables it to handle a sizeable
volume of transactions on a
domestic and international
scale alike. The bank’s financial
strength is evidenced by a BIS
capital adeguacy (Cooke) ratio
of 9.23 percent at year-end 1992.
The equity capital of the bank was
recently increased by 31.3 percent
from $23.0 billion to $30.2 billion,
fully paid-up. This soundness
will be a key factor in safeguard-
ing the bank’s financial health in
the current economic environ-
ment and in the face of intensively competitive
conditions which now prevail.

Disbank's management strategy for the future
will be centered on achieving a steadily growing
share of the market in which it operates, while
implementing a strategy that invelves maximiza-
tion of efficiency in all operational fields of activity,

-without compromising the service quality or finan-

cial soundness which are the Disbank’s traditional
features.

For further information, please contact:
Turkish Foreign Trade Bank

General Management

Yildiz Posta Cad. 54

80280 Gayrettepe

Istanbul

Turkey

Tel.: (90-212) 274-4280 (20 lines)

Fax: (90-212) 272-5278 or 272-5279
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To date, the 1stanbul Metro project has
completed 5,500 meters of tunnels.

example of Turkey's adapt-
ability to the economic
realities of the CI5 region.
Under the agreement,
Russia will import Turkish
products and services up
to the equivalent of 70
percent of Turkish natural
gas imports {about 8 bil-
lion cubic meters).

In 1992, Russia was
Turkey's sixth largest
export market, accounting
for 4.6 percent of total
earnings of $14.7 billien.
It ranked behind Germany
(24.9 percent), followed
by ltaly (6.4 percent), the
U.S. (5.9 percent), France
(5.5 percent) and the U.K.
(5.4 percent).

While Turkey's exports
are estimated to have
risen a healthy 4.5 percent
in 1993, the insatiable
demand for imported con-
sumer goods widened the
trade gap by $13.5 billion

from $22.8
billion in 1992,
By the end of
1994 the deficit
is expected

Lo worsen to
514.4 billion.

BENEFITS
OF
THE CLUB

Despite the
long-term
prospects of
a new regional
trading base
to the north
and east, it is
to the west,
and more
specifically,
to the European Commu-
nity, that Turkey must set
its trade sights. The EC
already provides a market
for 53 percent of Turkey's
exports and is the source
of 48 percent of its imports.
Turkey's reliance on the EC
shiould be strengthened by
January 1, 1956 when it is
due to meet the terms of
complete customs union
with the Community.
Turkey has spent the
last 23 years trying to
become a full member of
the European Community.
While the government
and the business commu-
nity now accept that it is
unlikely to become a full
member until early in the
21st century, Turkey still
plans to capitalize on the
benefits on offer, includ-
ing 5630 million in finan-
cial aid; increased indus-
trial and technological aid

and full association in the
EC's Mediterranean pro-
gram. As Turkey cannot
even contemplate meeting
the Maastrict treaty’s eco-
nomic convergence crite-
ria, the benefits offered

as an associate member
along with customs union
mean it will enjoy mast
advantages of member-
ship without having to
join the club.

Turkey's positicon vis- '
&-vis the EC improved
substantially as a resuit
of its involvement as a
front line NATO state in
the Gulf war. Allegiance to
the Western cause despite
the severe economic hard-
ships caused by closing off
the Iragi pipeline and the
loss of tourism’s hard cur-
rency, has won Turkey the
support of the majority of
member countries who
will no longer be put off
by Greek intransigence
towards its long-time
nemesis and neighbor.

REFORMING THE
ECONOMY

To capitalize on current
€conomic opportunities,
the Turkish government
under Mrs. Tansu Ciller is
trying to push through two
major reforms — taxation
and privatization.

Turkey’s budget deficit,
estimated at 9 billion in
1993, is expected 10 rise to
S14 billion by the end of
1994. The public sector
borrow requirement, 11.6
percent of GNP in 1993, is
projected to rise to 12.7

percent this year as

real economic growth

is expected to slow to 4.5
percent in 1994, down from
an estimated 7.5 percent
in 1993,

Only 57 percent of state
spending is now covered
by tax revenues, about 20
percent less than in most
OECD countries. The
government estimates
that over $8.1 billiocn was
lost in 1993 through tax
evasion and that the
underground economy is
now worth more than one
third of GNP.

Last December the
National Assembly
approved a sweeping tax
reform plan that will take
effect in 1995, It is hoped
that this will raise govern-
ment revenues to 25 per-
cent of GNP, up from the
current level of 13 percent.
Only 7 percent of that is
from corporate earnings.

The new unitary tax
system will have seven
pands ranging from 25
percent for those with
incomes of $5,200 and
undler, rising to 55 percent
for those with incomes
over 5175,000. Per capita
income in Turkey is
$2,707. The top rate for
corporate taxes will fall
1o 35 percent from 46 per-
cent, with the minimum
corporate tax rate set at
25 percent with no exemp-
tions. To minimize tax
evasion, after-tax profits
will be subject to an addi-
tional withholding tax
of 25 percent. Firms can
avoid this additional tax
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if they go public with a
minimum of 40 percent
of their share capital.

The government also
recently increased its
revenues from indirect
taxation by raising the
value-added tax (VAT)
by 3 percent. Most con-
sumer goods now carry
a surcharge of 15 percent
while luxury goods have a
levy of 23 percent.

Ciller was less success-
ful in getting her privatiza-
tion program through.
The former economics
professor, who takes Mar-
garet Thatcher as a role
model, is staking her

political reputation on the
premise that scaling back
the state sector is the
only way to curb Turkey's
endemic inflation, now
running at an annual rate
of over 70 percent.

Her plans to raise S10
billion over the next five
years by selling strategic
stakes in projects like the
telecommunications sys-
tem, electric utility, oil re-
finery and distribution
network, steel industry
and banking sector, suf-
fered a maior setback last
Qctober when the Turkish
Constitutional Court aver-
turned executive decrees

preparing the state enti-
ties for public sale and
ruled that in future, priva-
tization plans must be
approved by the National
Assembly where they face
considerable opposition.
Turkey's future eco-
nomic policies are most
likely to be determined by
the results of the national
municipal elections on
March 27th. As Mrs. Ciller
was appointed rather thap
elected Prime Minister
after the death of Presi-
dent Qzal, many see this
vote as the first public
referendum on her rule,
At the moment, Ciller's

True Path Party is in a
shaky coalition govern-
ment with the left-wing
Social Democratic Pop-
ulist Party, which opposes
her views on the critical
issues of how to resolve
the nine-year Kurdish
rebellion, which has
claimed over 2,000 lives
in the past 12 months,
and the social impact of
her privatization program.

If the True Path Party
does well in the local
elections, Ciller may try
to seek a stronger man-
date by calling a general
election before the end
of the year.

A REGAL
WELCOME
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Privatization Inches Forward

he Turkish government is
Tthe largest employer of

any OECD country. It is
involved in 34 enterprises with
over 450 companies, accouniing
in all for 30 percent of its annual
budget. Since 1986, it has been
slowly trying to get out of the
business of running businesses
through a privatization program
that hopes to raise $10 billion in
the next five years by selling off
one third of the state's assets.

The main offerings are due to
include Turk Telecom:; Turkish
Electricity Authority (TWK); oil
refinery Turkive Petrol Rafineri-
leri A.S. (Tupras); Petrol Ofigi
A.S. (Poas), the retail and distri-
bution arm of Tupras; Petro-
kimya Holdings (Petkim), the
petrochemical firm; Lastik
Sanayi ve Ticaret (Petlas), a tire
company; Turizm (Turban) a
chain of 19 hotels and four mari-
nas; Summerbank and Etibank.
Other areas the government
hopes te divest include mar-
itime and vessel construction,
zinc and copper mines, sea
transport of oil, airport handling
services, dairy enterprises, meat
and fish processing plants, for-
est products, animal feed and
some cement companies.

The key player in the program
is the Public Participation Ad-
ministration (PPA), responsible
for managing the privatization of
enterprises selected by the
Council of Ministers, in the case
of fully state-owned enterprises,
ot by the Public Participation
High Council in the case of par-
tially-owned companies and
their subsidiaries. So far, only

TOTAL PRIVATIZATION
REVENUE
iIn Millions of LISS)

88189 I'00 191 92193
Sanrce faldic Participation
Adminintration

10 percent of the fully-owned
state companies have be turned
over to PPA.

The major privatization meth-
ods used to date are block sales
and public offerings, or a combi-
nation of the two. The govern-
ment has raised $1.7 billion
through the sale of 73 compa-
nies, 50 in block sales, 16
through public offering, and 7
through a combination process.
PPA's traget for 1993 was to
raise 51.5 billion in revenues,
but it only managed to come up
with $420 million. The shortfall
was due mainly to a delay in the
planned sale of PPA's 21 percent
stake in the car firm Tofas for an
estimated $600 million.

After years of struggling on its
own, PPA has sought advice
from the World Bank and a host
of foreign firms including Chase
Manhattan, Citibank, Chemical
Bank, CS First Boston, Bankers
Trust, Goldman Sachs, |.P. Mor-
gan, Kleinwort Benson, Lehman
Brothers, Morgan Stanley,

Samuel Montagu, S.G. Warburg
and |. Schroder-Wagg.

But the problems of dispos-
ing of the assets are political,
not financial. Prime Minister
Ciller's coalition partners, the
Social Democratic Populists,
seem to have stopped her pro-
gram dead in its tracks by having
the Copstitution Court overturn
the special decree powers,
known as the Authorization Bill,
granted to the government in
June. The court’s ruling effec-
tively means that Ciller must
now either work within the con-
text of the Privatization Act of
1987 or pass sweeping new leg-
islation in a National Assembly
that seems unwilling to risk the
wrath of powerful unions or give
up the patronage privileges
associated with state jobs. The
1987 Act requires that, before
the government can sell shares
to overseas investors, it must
first go through a time-consum-
ing process of offering the stock
first to the firm's employees,
then to businesses located in
the same region as the compa-
ny, and finally to the general
public.

This test of wills could prove
very costly for Turkey. Plans to
sell 20 percent of Turk Telecom
this year for an estimated 52.3
billion have already been
shelved. Though the govern-
ment recently named Chase to
head a consortium of advisors to
arrange the sale of a strategic
stake in Tupras and Poas for an
estimated $1 billion, it is still
uncertain whether the deal will
be concluded this year.
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An Interview with
Central Bank Governor
Dr. Nihat Bluent Gultekin

Q. What is the gov-
ernment’s monetary
policy?

Last year was very inter-
esting for Turkey be-
cause the growth rate
has been phenomenally
high compared to the
rest of Europe; for ex-
ample, in the second
quarter Turkey posted
12.9 percent growth.
That's a mixed blessing
because it strains the
macro balances. Mone-
tary policy's aim for
1994 is to make sure
that the growth rates
and the balances are
sustainable, which
means a budget posting
a surplus instead of the
deficits we have run for
the past two years.

Q. Can the govern-
ment stick to its tar-
gets in 19947 It didn’t
do so last year.

The 1993 budget was
more of a political doc-
ument than an actual
budget, which is why
the limits were exceed-
ed. When | started as
governor of the Central
Bank in August of 1993,
the instructions to the
Treasury and the Min-
istry of Finance were to
prepare a budget that
reflects the reality of the
economy and hope that
there are no surprises.

Q. What will the gov-
ernment do differently
in the 1994 budget?

I think everyone recog-

nizes the imbalances.
Yet, when you look at it
from a longer perspec-
tive, government spend-
ing in Turkey as a per-
centage of GNP is not
really as high as in
QECD countries.

However, it is the
composition that is not
desirable. A fairly large
proportion goes to per-
sonnel expenditures,
and very little goes to- +
wards education and in-
frastructure investment.

Also, as in any gov-
ernment, there is waste
and areas where we
should do more. One is
agriculture and another
is the state-owned
enterprises, which is
why privatization is an
important issue.

The dynamism and
vibrancy of the country
is breathtaking, but sus-
tainability of economic
reform requires institu-
tional developments on
the fiscal side while
also reducing tax rates,
enforcing tax collection
and setting up a more
efficient agency.

Q. How important is
privatization?
As in the United States,
we have to contain
growth in the budget.
[n some instances, this
can be achieved by sell-
ing some state-owned
enterprises and trim-
ming the public payroll.
Privatization is a
necessity in Turkey, not
so much for raising rev-

enues in the short run,
but to reduce waste,
Everybody agrees on
the process; what is at
issue is the execution,
and that requires a
much more active role
by the government.
Turkey has 34 state
enterprises with about
450 affiliates — a very
manageable number to
sell off in the next five
years. People already
recognize that there is a
credible privatization
program in place and
this will make things
happen a ot faster.
Turkey has tremen-
dous advantages over
other countries going
through a privatization
program. The absorp-
tion capacity of the pri-
vate sector compared to
the state sector is much
larger. Of the largest
500 enterprises in
Turkey, only about 40
percent are state-
owned, and the public
sector produces only
about [0 percent of the
value-added in the
country. Most impor-
tantly, both this govern-
ment and the opposi-
tion parties are deter-
mined to reduce the
role of the public sector.

Q. Does Turkey's fre-
quent use of interna-
tional capital markets
undermine the coun-
try’s financial credibili-
ty to foreign investors?
Looked at over the long
term, Turkey is one of
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the fastest growing
emerging markets.
What is important is the
ability to go to the inter-
national capital mar-
kets. Turkey has and
will continue to have
this ability. Qur repay-
ment record is one of
the best of any country.

Q. Will political unrest
in the southeastern
part of the country
affect Turkey’s credit
rating in 19947
I hope not. Usually rat-
ing agencies lock at a
broad spectrum of
things, and | hope Stan-
dard & Poor's and
Moody's recognize that
Turkey is actually far
stronger than it looks
on paper. In the final
analysis, what really
counts for a rating
agency is a country's
ability to repay interest
and the principal, and
Turkey has never default-
ed on a repayment.
There was a resched-
uling in 1979, and | think
the country learned a lot
from that experience,
which proved very cost-
ly. That is why Turkey's
ability to access foreign
capital and credit mar-
kets is a very important
asset, because our high
growth rates require for-
eign capital, which
makes it a very impor-
tant variable for policy
makers.

Q. Do you foresee a
major devaluation of

the Turkish [ira?

Today the Turkish lira is
convertible and its value
is determined on the
foreign exchange mar-
kets on a minute-by-
minute basis. Qur role
as a Central Bank is to
ensure that our currency
will not hinder our
exports, but exports are
not a function of curren-
cy alone, they are also a
matter of quality and
output. We are current-
ly using a crawling peg
policy for the Turkish lira,
so from time to time we
have made sure that the
lira has not appreciated
substantially.

Q. Do you expect
lower interest rates
this year?
One thing we don't do is
make predictions. You
cannot target interest
rates as such because
so much depends on
the scarcity of capital.
Those of us who believe
in a market economy
say the market will de-
termine the clearing
price and we hope our
policies as a Central
Bank are conducive to
maintaining stability.
Nominal interest rates
do have the expected
inflation rate embedded
in them, so to reduce
nominal interest rates
you have to fight against
inflation, which is the
core responsibility of
the Central Bank.

Real rates in Turkey
are conducive to invest-
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ment, and lower interest
rates can only occur
when fiscal policy is
changed by broadening
the tax base and tight-
ening controls on the
public sector. When the
deficit is lowered, we
will have a sustainable
long-term reduction in
interest rates.

Q. Is the inflation rate
— now around 65 per-
cent — the biggest
concern for a foreign
investor?

Yes and no. For foreign
investors in Turkey, the
question is whether they
can earn an adequate
return in real terms and
be able to repatriate
their profits. The answer
to that is yes. On the
other hand, the inflation
rate is often the single
most important statistic
that people look at, so
in that sense it is an im-

portant problem we
must address.

There is also the dan-
ger that if a government
becomes complacent
about inflation it will
endanger the social fab-
ric of the society. But
the crucial issue is how
you go from one infla-
tionary stage to another
without creating other
disruptions. 1 always
tell people, both here
and abroad, that Turkey
is just at the beginning
of many things.

Politically and eco-
nomically, Turkey wants
to be part of the EC. As
in other countries, our
goal is to have our infla-
tion rate converge with
EC requirements. I'm
not saying this will hap-
pen tomorrow or the
next day, but if one is
willing to pay the price
and withstand the con-
sequences, it will.




SPONSORED STATEMENT

New Horizons in an Ancient Land

he Southeastern

Anatolia Project

or GAP — its

Turkish acronym
— is the largest and
most comprehensive en-
terprise ever carried out
in Turkey.

CAP is Turkey's giant
step toward peace,
cooperation and pros-
perity. The goal of this
huge undertaking is
to remove the socio-
economic "gap” between
the country's more
developed regions and the project area, whose econo-
my is now dominated by agriculiure. Although the
region has rich soil and water resources, agriculture
there depends primarily on rainfall conditions.

To improve the economy of the region, mobilization
of its water and soil resources has been planned on the
basis of multi-sectoral integrated regional development
concepl. The $31 billion project comprises not only the
development of water resources but also investments in
agriculture, energy, transportation, telecommunications,

health care, education and urban and rural infrastructure.

The project — one of the largest of its kind in the world
— includes the irrigation of 1.7 million hectares of land
and generation of 27 billion kilowatt-hours of hydroelec-
tric power with an installed capacity of 7,500 MWs. The
plans call for construction of 22 dams (including the
Atatiirk Dam, with the sixth largest volume in the world;
19 hydropower plants; the Sanliurfa irrigation tunnel sys-
tem, the largest of its kind; and extensive irrigation net-
works and canal systems. Some of these projects, like
the Atatiirk dam and power plant and the Sanliurfa tun-
nels, are either completed or near completion. A com-
prehensive investment program is being implemented.

The hydropower plant al the Atatiirk Dam has an installed
capacity of 2,400 megawatts.

Ten billion dollars have
already been invested.

GAP will double
Turkey's hydroelectric
production, increase irri-
gated areas by 50 per-
cent, more than double
per capita income in the
region, more than quad-
ruple GNP, and create
two million new jobs in
the coming decade.

Water from the
Atatirk Dam reservoir
will be diverted to the
plains of upper Mesopo-
tamia through the Sanliurfa tunnel system, which con-
sists of two parallel tunnels, each 26.5 km long and with
a diameter of 7.62 meters. it is expected that the water
will start flowing from the tunnel in 1994 and irrigation
on a large scale will begin. A transregional highway and
railroad line are in the design stage, while studies for an
international airport have been completed and a major
new university is under construction in Sanliuifa, at the
very heart of the region.

The Ataturk dam and its hydropower plant, with an
installed capacity of 2,400 MWs, and the Santiurfa tun-
nels which have a capacity of 328 cubic meters per sec-
ond, are physical symbols of Turkey's commitment to
development.

INVESTMENT OPPORTUNITIES
IN THE GAP REGION

The project area, Southeastern Anatolia, has a favorable
environment for large-scale, intensive agriculture and irri-
gation will enable the region to use its agricultural poten-
tial to the full extent. The large increases expected in
crop production will create new investment opportunities
for the development of agro-industries and those produc-
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ing agricultural inputs.
Potential investment
areas include:

1) Export-orient-
ed production of veg-
etables, legumes,
seeds, seedlings and
establishment of
nurseries and green-
houses;

2) Vegetable and
fruit canning and pro-
cessing, frozen foods,
packing and storage
facilities, dry fruit pro-
cessing, edible oils,
ginning, and integrat-
ed livestock and poul-
try production;

3) Cotton varn,
cotton weaving,

woolen yarn, leather, underwear, clothing;
4) Furniture and packaging materials;
5) Pesticides and herbicides, polypropylene packing

materials, commercial fertilizers;

6) Textile machinery, agricultural machinery and

equipment.

The government’s policy is to promote private invest-
ment and increase the role of the private sector in the
industrialization process. There are opportunities for
foreign capital not only in agriculture and manufactur-
ing but alse in building dams, power plants, highways,
railways and airports, especially on a build-operate-

The Sanliurfa irrigation tunnel

transfer (BOT) basis.

The region is ex-
pected to be a major
exporter of processed

and unprocessed

agricultural com-
modities. This means
investment cpportu-
nities in storing, sort-
ing and packaging
facilities, as well as in
ports, railways, and
container depots.
Urbanization, popu-
lation growth and
increased demand for
urban infrastructure
will give further
impetus to the con-
struction sector.

INVESTMENT
INCENTIVES

SECONDARY
CROP PRODUCTION
IN THE GAP REGION
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The following incentives apply to investments in the
GAP region, regardless of whether an investor is

domestic or foreign:

= Exemption from customs duties;
¢ [nvestment allowance (corporate tax exemption
to investments with incentive certificates);

* Subsidized credits;

» Exemption from various taxes, duties, credit
charges and building construction charges;
= Value-added tax compensation;

¢+ Land allocation.

For further information, please contact:

Republic of Turkey
Prime Ministry

Southeastern Anatolia Project
Regional Developiment Administration
Ugur Mumcu'nun Sckagi, 59, G.O.P.

06700 Ankara, Turkey

Fax: (90-312) 437-6777
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Foreign Capltals Growing Role

tized, Turkey would be one of

the wealthiest nations in the
world. The Southeastern Anatolia
Project (GAP) is certainly one of
the most ambitious development
projects ever launched. If suc-
cessful, it will not only divert two
of the world's mightiest rivers, the
Tigris and Euphrates, but will
completely redirect the course of
Turkey's economy.

Voted one of the seven won-
ders of the modern world by Infra-
structure Finance last year, the $31
pillion GAPR project, which covers
an area of 75,000 square kilome-
ters — half the size of Belgium,
aims to create the largest concen-
trated area of agricultural land in
the region. By the time the pro-
ject is finished early in the next
decade, Turkey could be one of
the world's leading producers of
cotton, sugar beet, 0il seed, veg-
etables and fodder crops.

The project of 22 dams, 19
hydropower plants, irrigation
networks and canal systems, will
double the nation’s hydroelectric
production, increase irrigated
areas by 50 percent and more
than quadruple the gross region-
al product to over 16 percent of
Turkey's annual GDP.

While the government was
originally determined to self-
finance the entire project, the
growing budget deficit is forcing
it to lock for private overseas
funding through build-operate-
transfer (BOT) contracts. The
plan calls for the participation of
foreign and local investors in
infrastructure projects using indi-
rect guarantees from the govern-

I f ambition could be mone-

An inside view of the construction of
the GAP hydroelectric project.

ment. So far, the only one to use
this scheme has been Germany's
Philipp Holzmann AG, which
signed a 15-year contract for the
675MW Birecik hydroelectric dam
on the Euphrates. The DM2 bil-
lion deal is being arranged by
Chase Manhattan Bank and con-
sists of 19 percent equity and
DMS500 in commercial loans and
export credits from Germany,
France, Belgivm and Austria.
This year the State Hydraulic
works will solicit bids for the
Kargamis Dam and hydroelectric
power plant, the Mardin-Ceylan-
pinar irrigation scheme and the
Adiyaman-Kahta irrigation

scheme and hydroelectric station.

In 1992, foreign companies
accounted for 27 of Turkey's top
100 companies or 85 out of the
top 500. They averaged a 7 per-
cent profit margin on sales, a
return on assets of 15.1 percent
and on equity of 41.1 percent.

In all these areas, they outper-
formed companies with only
domestic capital. They achieved
sales equivalent to $15.1 billion,
exports of $1.4 billion and pre-

tax profits of S1.1 biilion.

Turkey is the world's 26th
largest economy, and one of only
seven countries in the world self-
sufficient in food with exportable
surpluses. It has attracted a host
of foreign firms such as Bridge-
stone, Coca-Cola, Du Pont, Fiat,
IBM, Procter & Gamble, Shell,
Unilever, Toyota, General Motors,
Good’year, Mitsui, Philip Morris,
Reynolds, General Dynamics,
Renault, Pirelli, Siemens, and
Mercedes-Benz. Most of these
are joint ventures with the two
largest private holding compa-
nies in Turkey, the Koc and
Sabanci Groups.

Of the nearly 2,500 foreign
firms operating in Turkey, 171
are from the United States with
a total investment of about $1
billion. In dollar terms, the coun-
tries with the largest direct invest-
ments in Turkey are France (13.8
percent), the U.S. (12.5 percent),
Switzerland {12.4 percent), the
U.K. (11 percent), and the Nether-
lands (10.5 percent).

Out of a total of 1.2 biliion
invested in the country in 1992,
over half of all the ventures in
dollar terms were in manufactur-
ing (54.63 percent) followed by
services (39.9 percent), agricul-
ture (3.7 percent) and mining (1.6
percent).

In order {0 attract more direct
investment, Turkey has estab-
lished six free-trade zones (Istan-
bul, lzmir, Mersin, Antalya, Adana
and Trabzon), more than in any
other country in the region. Com-
panies operating there can repa-
triate 100 percent of capital and
are exempt from taxes and duties.
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YAPI KREDI BANK

An Interview with Burhan Karacam, President and CEO

fler working as a pariner at Arthur
Anderson, Burhan Karagam, 44,
started his banking career as executive
.vice presideni at Pamukbank. He
became head of Yapi Kredi Bank in 1987,

Q. The credit agency IBCA recently
gave Yapi Kredi the first rating — B/C
on a scale of A to E — of any Turkish
bank. Why was Yapi Kredi the first,
and why was the rating so high?

The supervisory systems and standards
for the Turkish banking system set and
monitored by the Undersecretariat
of Treasury and Foreign Trade and
the Central Bank have improved substantially in the
past seven to eight years. However, the multinational
institutions charged with assessing Turkey's banking
system and its individual banks did not have in-depth
knowledge of our financial system and so had trouble
assessing it. Some local and international agencies per-
formed this function to some extent. IBCA is accepted
worldwide for its consistent standards of quality. We
had a mutual understanding of the importance of the
step when IBCA approached us with the idea of rating
Turkish banks. [ am sure more Turkish banks will follow
suit this year and be rated by IBCA. The contribution of
this to the financial system will be very positive.

Yapi Kredi has a reputation for innovation. For
example, we were the first major bank to publish an
external audit report (by Arthur Young, now Ernst
and Young| in 1986. Our bank has undergone a major
transformaticn in the past five years and proved its
ieadership in many aspects of banking in the interna-
tional arena as well as in Turkey. We think our rating
fairly reflects Yapi Kredi's technological superiority,
asset quality, human resources, innovation and dedi-
cation to quality.

Burfian Karacam
President and CEQ

Q. Boris Yeltsin recently cancelled for-
eign banks' right to operate in Russia.
Last November you received a license
to form a partnership with one of Rus-
sia’s biggest banks, Tokobank. How
will the new ruling affect your plans?
And what message does it send to for-
eigners trying to do business in Russia?
We believe the national dimension of
this decree is much more important
than its international dimension in view
of the strong aversion aof some large
Russian banks toward international
competition. We don't think the Russian
government has any intention, in princi-
pie, to deter foreign investment.

In the long run, Russia has tremendous potential for
growth, and foreign investment should play a significant
role in this process, but foreign investment with a longer
term view demands consistent and colierent paolicies
from the host governiment. We went through a similar
experience in the early 1980s when foreign banks opened
in Turkey. There was a lot of skepticism but in time the
advantages brought to the banking system by the foreign
banks in the areas of technology, know-how, profession-
al training and staff qualifications outweighed the disad-
vantages. The competitive environment thus created
has been tremendously useful for the local banking sec-
tor. Turkey's experience is a vivid example of the foreign
banking community's positive catalytic role in transform-
ing a financial system. When the long-term prospects of
the contribution of international financial institutions to
Russia's economy and banking system are considered, |
am sure this decree will be reevaluated and changed.

In practice, however, this decree will have a minimal ef-
fect on Yapi Toko Bank's operations because of the excel-
lent understanding between the partners. As we had a 51
percent-49 percent share distribution, realignment of the
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shareholder structure
should not be a major
problem, Nevertheless,
this decree will be a ma-
jor obstacle for branch-
es or wholly owned sub-
sidiaries of other multi-
national banks holding
a license from Russia’'s
Central Bank.

SECURITIES TURNOVER
{1 Billions of TL)

Q. Does Turkey have
any special advantages
in operating in Russia
and the rest of the for-
mer Soviet Union?
Turkey has both natural
and cultural advantages
for trading with the former Soviet republics. Turkey's geo-
graphical proximity to these republics is a certain advan-
tage in terms of transportation costs. In addition, the im-
port needs of the Central Asian republics can be perfectly
met by Turkey's export drive, which has focused on indus-
trial and especially consumer goods in the past decade.
Relations between business partners and traders play an
important role in this part of the world, and the advan-
tages of cultural proximity come into play in this aspect.

Yapi Kredi has been the most proactive Turkish bank
in the former Soviet Union. We have established corre-
spondent links with all of the republics and have been
serving the commercial banks for at least the past two
years. We have also been helping to bring new technolo-
gy to the domestic banking scene, and offering our train-
ing programs to the sector.

The Turkish banking system sets a perfect example for
the developing financial systems of the republics. Turk-
ish banks, in general, have worked hard and achieved
Western standards in the past decade. As one of the
leading financial institutions in Turkey, we feel morally
obligated to contribute to upgrading the region’s bank-
ing standards. We believe that the region, with its natur-
al wealth and talented and educated human resources,
will become a world economic power in the next decade.

|1ons onel 40! 1991|092

Q. How do you evaluate the Turkish economy?
Industry-led economic growth was impressive in 1993,
especially when compared with a world suffering from
recession. However, the sharp rise in imports induced by
the high growth rate of the economy, coupled with mod-
est increases in exports because Turkey's major trading

partners were in reces-
sion, raised the foreign
deficit to an unprece-
dented level. Although
foreign exchange earn-
ings moderated the
deterioration in the cur-
rent account balance,
1993 estimates indicate
that the current account
deficit is much higher
than expected.

The economy’s main
and enduring problems
are high public sector
deficits and persistent
inflation. Government
policy seem ineffective
in curbing public sector deficits and high public sector
financing requirements threaten the stability of the finan-
cial markets, which in turn adversely affects the expecta-
tions of businesses. The government's policy of financing
domestic deficits through internal and external borrowing
can only be considered a temporary measure to gain time
instead of dealing with core issues.

ASSETS
t1n Billions of TL)

{1on8 1989 19301 1391|1952

Q. How do you evaluate the government's privatiza-
tion program, and what role will Yapi Kredi play in it?
Serious privatization is an issue long past the point of
discussion and has become an immediate "must” for the
healthy growth of the Turkish economy as a whole.

We view the privatization program so far as a period
where the government, the public and the investors wet
their feet. The privatization of state-owned enterprises
like the post office will be the next step and will have the
impact everyone is looking for. However, the key here is
that the funds generated must be invested in job cre-
ation and revenue-generating areas. It would be short-
sighted to use the proceeds to reduce the budget deficit
without eliminating the factors that caused the deficit in
the first place. Yapi Kredi is willing and able to play any
role from advisor to underwriter to market marker in
these projects so long as the entire country benefits.

Q. Last July the government introduced new rules for
the banking sector. What effect will they have?
The new rules can be summarized as follows:

¢ Establishment of new banks is facilitated for Turkish
and foreign banks. New rules also pertain to the estab-
lishment of investment and development banks and off-
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shore banks.

* Approval from the
undersecretariat of
Treasury and Foreign
Trade is needed to
transfer shares above
or below the estab-
lished rate.

* Banks may now
issue securities.

¢ Credit limits for
clients are generally
raised, but the limit for
those who have an indi-
rect credit relationship
with a bank is lowered.

¢ The amount of
capital that banks may
allocate to their participations, except for financial par-
ticipations, is also highly restricted, as are credit limits
on banks’ participations.

* The Treasury Minister is authorized to take all of the
necessary steps to improve the financial structure of a
bank whose financial situation is jeopardized.

« Limits for real estate acquired by banks are lowered.

DEPOSITS
{In Blllions of TL}
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Q. What are Yapil Kredi’s major recent accomplish-
ments in banking services and technology?

Yapi Kredi has always been considered the trend-setting
bank in Turkey. Our accomplishments over the last
decade not only reinforce this image, but also gave us
the leadership position in many banking areas, most no-
tably consumer and investment banking.

While many of our competitors are in the midst of im-
plementing on-line, real-time branch and head office
systems, Yapi Kredi has finished converting cur branch
network to the latest generation of automated systems,
thus providing superior service to our customers,

Yapi Kredi pioneered consumer banking in Turkey.
Starting in 1988 we implemented a strategy to develop
the potential of this sector, almost untouched to that
date. We introduced many services that have become
indispensable for any multi-branch retail bank wishing
1o compete in this market. Among these are:

¢ 24-hour banking with the biggest ATM network
linked to all major systems (Visa, Plus, Electron, Master-
Card, Europay, and Maestro).

* Yapi Kredi Worldcard (Visa and MasterCard) is a
strong market leader with a 40 percent share in the credit
card market in Turkey. According to Visa statistics, we rank

83rd among 19,000 card-
issuing banks world-
wide.

e Consumer loans
were introduced for the
first time by Yapi Kredi
in 1988. Today we offer
a package of consumer
loans from small pur-
chases to mortgages.

« Overdraft accounts
and debit cards were
introduced to the mar-
ket by Yapi Kredi.

e Yapi Kredi intro-
duced telephone bank- o
ing to Turkey in 1990.

As a result of these
and other innovations, we have the largest active con-
surner banking customer base, which is estimated to
increase by over 500,000 new customers in 1993, We are
now entering a new phase to develop and implement the
services that will be required by our customers in the
near future.

VOLUME OF FOREIGN
CURRENCY TRANSACTIONS
{In Billions of US5)

{yong 1980|1900 1991 1992

Q. What are Yapi Kredi's plans for the new few years,
and which new services will you offer the foreign in-
vestment community?

Based on our corporate motto, "Openness — Participa-
tion — Sharing,” we are congcentrating on increasing the
efficiency of our operations and improving quality in all
our products and services.

We were probably the first large financial institution
to foresee the foreign investment community’s current
interest in Turkey. Since the inception of the Istanbul
Stock Exchange, we have been very active in serving
the needs of foreign investors. We offer full brokerage
services, discretionary and non-discretionary fund man-
agement, and custodial and safekeeping services which
incidentally are on par with the bast anywhere. On the
investment banking side, we concentrate on underwriting
and M&A. Good research is of paramount importance
to the foreign investor, 5o we are bolstering our very
strong research capabilities by reorganizing our varicus
research departments to produce the most comprehen-
sive analyses available. We will continue to search for
ways to better serve our foreign and domestic clients.

In this effort, we will develop new products and services
and do whatever is necessary to respond to the changing
needs of the foreign investing community.
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Automation has been emphasized in the heightened competition among Turkish banks.

The 12 months just past
were a "golden year” for
Turkish banking, accord-
ing to the Turkish Associ-
ation of Banking Experts,
with many of the country's
60-0dd banks registering
record profits for the year.
The boom has been
largely sparked by a fund
management policy initi-
ated in 1992, based on
trading short positions
in foreign exchange. The
fact that the depreciation
of the Turkish lira was
slower than the increase
in the rate of inflation at
the beginning of the year

20

Banking Boom

enabled the banks to rake
in high profits by placing
their borrowed foreign
currency as Turkish lira.

Banking experts esti-
mate the total short
position of the sector at
85.5 billion. Banking
specialist Dr. Selcuk
Abac warns that, with
the government favoring
faster depreciation of the
tira in part to jump start
the dwindling export
sector, the banks will
have to close their short
positions by year-end.

A greater worry for
many bankers, however, is

new draft tax legislation
calling for a heavier tax
burden on the banking
sector. In particular, it
foresees withholding
taxes on securities,
including Treasury bilis,
and time deposits.

Only the sc-called
“A Type” mutual funds,
which include a compo-
nent representing 25 per-
cent of the shares traded
on the Istanbul Stock Ex-
change, will be exempt
from the tax, The aim of
this measure is to further
boost the five year-old ex-
change which continues

to be one of the best-
performing emerging
markets in the world

and is now quoted in the
Financial Times.

According to Hayri
Culhaci, vice president of
privately owned Akbank,
which ranks among the
country's top three banks,
should the tax legislation
be approved as is, the
government is likely to be
negatively affected by it as
well. "By imposing higher
taxes on Treasury bills, for
example,” he explains,
“the government will be
curtailing its internal bor-
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rowing capacity. It doesn’t
make much sense.”

Ancther problem,
Culhaci points out, is that
the legislation alsc calls
for depositors to declare
interest earnings above
TL225 million. “As a
result, customers are
likely to shift towards
other instruments,” he
warns, While the govern-
ment hopes they will turn
to the stock market, they
could well turn en masse
toward foreign exchange,
“and that would be disas-
trous,” Culhaci adds.

Meanwhile, many
bankers complain that the
new tax burden, together
with onerous capital ade-
quacy requirements, will
make the sector less prof-
itable in the year ahead.
On average, 46 lira must
be held as a reserve or lig-
uidity requirement for
every TL100 in time
deposits with a bank.
Combined with high inter-
est rates, this makes
deposit-taking a very cost-
ly, and thus increasingly
less lucrative, business.

Optimists counter that
this can only be healthy
for Turkish banks as it
forces them to come up
with innovative new ways
to raise funds, making the
sector more modern and
competitive.

An increasingly pop-
ular way of raising money
as well as spreading risk
is consumer lending.
Although it still accounts
for a modest share of most
bank’s portfolios, growth

22

has been staggering,

This is especially true
of Akbank where, accord-
ing to preliminary year-
end figures, consumer
lending, called “the jewel
in our crown” by Culhaci,
grew by a phenomenal
400 percent in 1993,

Consumer lending has
also caught on with state
banks, which through
sheer size continue to
dominate the industry.
Leading the pack is the
State Agricultural Bank,
Turkiye Ziraat Bankasi,
which with more than $11
billion in assets, 1,290
branches and a staff of
40,000, is the country’s
largest bank. According
to Ziraat officials, the
bank has 16 different
credit cards to choose
from. Eleven hundred of
its branches are fully auto-
mated; 900 of these have
ATMs.

Competition for con-
sumer lending business
has meant that the banks
have had to broaden the
range of customers to
whom they lend. This has
been accompanied by a
rising number of defaults,
but has not deterred for-
eign card companies from
wanting to increase their
Turkish business. Visa
continues to dominate
the market with one mil-
lion cards out of a total
of 1.2 million charge cards
issued so far.

Eager to duplicate
its competitor's success,
MasterCard has launched
a major marketing drive,

investing some Sl
miliion in an adver-
tising campaign and
opening a branch
office in Istanbul.
According to
MasterCard repre-
sentative Mehmet
Sezgin, the group is
not trying tc woo
customers from Visa,
but aims to tap the
market for new cus-
tomers. “With the
number of voters set
to reach 35 miilion
by the year 2000,
the potential is con-
siderable.” he says,
adding that MasterCard
will use Turkey as a base
to reach out to the new
Muslim republics of the
former Soviet Union.
Meanwhile, the banks
have also turned to asset
securitization as another
source of funding. At Ak-
bank, business has leapt
by a hefty 500 percent over
1992, making it the fastest
growing area for the bank.
Last year also saw
many Turkish banks
raise their international
profiles. Thus, privately
owned Garanti Bank used
ADRs to float $120 million
worth of shares, equiva-
lent to 7 percent of the
bank’s total stock. The
offering was snapped up
by 51 leading internation-
al investment funds for
their long-term portfolios.
The deal was arranged by
Lazard Freres and the
U.K.’s Baring Brothers.
In a separate deal,
lead-managed by Chemi-
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cal Bank, Akbank conclud-
ed its first-ever syndica-
tion abroad, borrowing
$100 million in a fully
subscribed deal.

Similarly, Isbank, the
half state-owned, half
privately owned banking
giant, raised 5110 million
in December through a
consortium of internation-
al banks led by Sumitomo
Bank Limited. The fully
subscribed loan is for one
year and carries an inter-
est rate of Libor plus 0.95
percent.

Last year Ziraat also
became the first Turkish
bank to seek a rating from
the world's leading rating
agencies, Moody's and
Standard & Poor's. Ziraat
officials note that the bank
has earned a Baa3 rating
for the long term, the
same as that accorded to
Turkey as a country. "In
other words, we are as
reliable as the state,”

a Ziraat official boasts.
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Would you be interested in an emerging
equities market where average share prices
gained over 170 percent in dollar terms in 19937

If you would, you should be interested in us.

Turkinvest is one of the leaders in Turkey's emerging stock exchange and has played a prominent role from its inception in 1986,

Turkinvest serves gver 30,000 active customers and traded over TL6.000 billion in equities in 1993,
Although this is equivalent to almost $500 millicn, a small number on an international scale, it represents a 1.5 percent of total
market volume. Turkinvest is the highest capitalized brokerage house in Turkey working with a team of 190 highly trained and
dynamic employees in offices in Istanbul, Ankara, lzmir, and Adana.

EE—————— e e
| SUGGESTED EQUITIES (DECEMBER 1993)

Akal Tekstil (Textiles)

Arcelik (Durables)

Cimentas (Cement)

Cukurova Elektrik (Energy)
Disbank (Bank)

Ege Gubre (Fertilizer)

Ege Seramik (Glass & Ceramics)
Erdemir (Iron & Steel)
Kartonsan (Paper & Paper Products)
Otosan (Automotive)

Tat Konserve (Food)

Trakya Cam (Glass & Ceramics)
Yunsa (Textiles)

Marhet Capitalization Price* P/E #Capital
Million TL  Million US$ TL Gain in %
2,059,029 152.92 12,500 9.63 24247
14,904,000 1106.87 17,500 14.06 161.19
1,890,000 140.36 50,500 8.79 169.33
5,287,500 39268 11,500 7.21 4935
2,440,000 181.21 6,200 5.25 300.00

367,200 27.27 6,500 5.91 683.13

915,000 67.95 15,250 7.29 65.76
10,022,400 74433 4,450 19.09 5863
1,296,000 96.25 13,750 11.96 587.50
7,480,000 555.51 69,000 12.05 411.11
1,485,000 110.29 18,500 19.70 122.89
2,997,658 22263 6,400 ©.92 333.90

740,000 54.96 7,500 7.78 426.32

P/Es are calculated by the sum of Q3 of 1993 and (Q4-Q3) of 1992: $1=13465 as of Nov. 11, 1993.
#Closing prices from Jan. 4, 1993 to Nov. 10, 1993,
*Closing prices as of Nov. 10, 1993; Ege Seramik closing price starts on Feb. 17, 1993;

Tat Konserve closing price starts on Aug.

For further information, please contact:
Dr. Aydin Ulusan, Managing Director
Alper Orhon, Assistant General Director

6, 1993.

. OUR SERVICES ARE:
+ Equities » Research » Fixed Income Securities * Underwriting * Portfolio Management
+ Futures & Options ¢ Investment Advisory Services ¢ Mergers and Acquisitions

Mete Meleksoy, Portfolio Management Department

TURKINVEST, Buyukdere cad. Akabe Is Merkezi
No.: 78-80/3 80300

Mecidiyekoy, Istanbul, Turkey

Tel.: (901) 212-275-4160 pbx

Fax: {901) 212-266-3337 or (9C1) 212-272-6410

TURKINVEST

THE DRIVING FORCT OF THE TURKISI MARKET
A.0.G. BEOKIRAGH IHG.

23



SPONSQRED SECTION

—_— 3
'hm '.‘g, s oo 3 NETAg |4
':‘"?"'“ ALl SAT) AL
AT ADET e | UYE|)_&MEF MLHRAT ) MR gt
P = .‘i“ " ™= —
e WREIETS _ijt _"_1@&53«-_@-:. .
e [T AT L e SRS
a0 N 1)
H,' e == LT

It is hardly surprising that
the Turkish stock market
remains a darling of
investors in emerging
markets. In 1993 the
Istanbul Stock Exchange
(ISE) composite index
of 50 companies rose
from 4,004 to 20,682, an
increase in dollar terms
of over 200 percent. The
index covers about 80
percent of transaction
volume on the [SE.

Not only did market
capitalization grow almost
fourfeld, to around §35.2
billion, in 2 single year,
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The Istarbul Siock Excﬁange had a record year in 1993

Market Sets New Records

but automation of the
exchange has vastly
improved trading and
settlement conditions.
Local analysts also con-
tend that automation
helped to improve market
conditions by creating
greater public visibility
and ease of transactions.
“The most important
factor driving the market
last year was probably the
fact the most shares were
undervalued at the begin-
ning of 1993 with a total
markel capitalization of
$9.9 billion and an aver-

age P/E ratio of 3.5 times,”
says Arzu Turksoy, assis-
tant economist at Global
Securities. “Secondly,
corporate earnings for
1993 grew 38 percent in
dollar terms, and third,
we saw the emergence of
large-scale Turkish institu-
tional investors.”

Another major force
driving the market,
according to Dr. Aydin
Ulusan, managing director
of Turklnvest, was “the
government's favorable
stanpce towards the Istan-
bul Stock Exchange, which

manifested itself in legis-
lation making investments
in equities more attractive
than alternatives.”

Ulusan optimistically
predicts that by the end
of the first quarter of
1994 "market capitaliza-
tion will grow to $100
billion and the ISE com-
posite index will reach
35.000." The two main
reasons he cites are “the
government’s new fax
legislation which makes
investing in stocks more
attractive, and privatiza-
tion, or rather the expec-



Istanbul
Stock
Exchange

Istanbul Stock Exchange Members
Sponsoring International Events

KAPITAL MENKUL DEGERLER
(Mr. Tevfik Ozakat)

MEKSA MENKUL DEGERLER
(Mr. Hakan Ferhatoglu)

TURK EKONOMI BANKASI
(Ms. Banu Berkok)

TEKSTILBANK
(Mr. Ugur Erturk)

CHASE MANHATTAN BANK N.A.

(Ms. Ayse Basar)

EMLAK BANKASI
(Mr. Erkan Er)

FINBA MENKUL DEGERLER
(Mr. M. Baha Kutlan)

FON MENKUL DEGERLER
(Mrs. Elizabeth Ozden)

GLOBAL MENKUL DEGERLER
(Mr. Erol Goker)

ALTAY MENKUL DEGERLER
(Mr. Niso Adato)

CARSI MENKUL DEGERLER
(Mr. Suleyman Bilge)

IKTISAT BANKASI
(Mr. Sait Erda)

OSMANL] BANKASI
{(My. Ibrahim Yurtlu)

T. KALKINMA BANKASI

(Ms. Isil Baytok)

TURKINVEST A.Q.G.
(Mr. Alper Orhon)

DISBANK
(Mr. Huseyin Yalcinkaya)

ESBANK
(Mr. Kemal Gurer)

ETIBANK
(Mr. Nidai Seven)

INTERBANK
(Mr. Aziz A. Karadeniz)

CHEMICAL BANK
(Mr. Tamer llkay)

ATA MENKUL KIYMETLER

(Mr. Korhan Kurtoght)

DEMIRBANK
(Mr. A. Omer Devres)

DEHA MENKUL KIYMETLER

(Mr. Ceyhan Bekras)

Istanbul Stock Exchange
Rihtim Caddesi, No: 245, Karakoy TR-80030 Istanbul, Turkey
Tel.: 90-212-252-4800 (50 lines) Fax: 90-212-252-4915 TIx.: 22748 imkb tr
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tation of privatization.”

Global's director of
research, Emre Yigit, takes
a far more sober view.
While he too believes the
index will rise to 35,000, he
expects market capitaliza-
tion, to reach no more than
$45 billion by year-end.

Of the 160 companies
listed on the exchange,
the average P/E ratio was
16.5in 1993, This year
Yigit is forecasting higher
corporate earnings of
about 10 percent in dollar
terms which should drive
the average P/E down to
8.5 times. “This doesn't
make the market under-
valued, but it does mean
it is trading at a lower
ratio than other markets
and, more specifically,
other emerging markets,”
he says.

Fifteen firms account
for 58.3 percent of total
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capitalization, with five
firms (Tofas, 8.9 percent;
Turkiye Is Bank, 6.2 per-
cent; Koc Holdings, 5.9
percent; Tupras, 5.7 per-
cent and Akbank, 4.6 per-
cent) accounting for 31.3
percent of the market's
total value.

Late last year, the
exchange began automat-
ed trading using the ELIT
system — a modified
electronic system mod-
eled on those used by the
Mexico and Vancouver
stock exchanges. The sys-
tem, which currently han-
dles transactions on 50
stocks, is scheduled to be
capable of handling all
listings by June, and cer-
rainly by the time the ex-
change moves to its new
headquarters. The move
is now planned for late
1994, in the Levant-
Maslak area in the north-

western patt of the city on
the European side.

This new financial area
has replaced Banklar
Street, Turkey's version of
Wall Street, in the old city.
Already, Garanti Bank,
Yapi Kredi Bank, Akbank,
Emlack Bank, Ege Bank
and Turkiye [s Bank, as
well as many foreign
banks, have set up new
corporate offices there.

Total trading volume in
1992 was $5.7 billion; as
of November 30, 1993,
this figure had risen to $7
billion. Brokerage firms
accounted for a little over
79 percent of trading ac-
tivity in equities, commer-
cial banks, 19 percent and
investment banks, just un-
der 2 percent. (The [SE
has 174 members of which
112 are brokerage houses
and 51 are commercial
banks. The remaining 11
are investment banks.)
Although there is no con-
crete data, the 1SE claims
that about 25 percent of
the volume was foreign
capital.

The five most actively
traded stocks last year
were Turkiye Is Bank,
Erdemir (iron and steel),
Cimentas (cement),
Cukurova Elektrik (hydro-
electric} and Dogan
Holding. Together, they
accounted for 24 percent
of volume.,

The best performers in
1993 were Pinar Sut (milk
distributor and proces-
s0r), up 2,498 percent,
Pinar Su (water bottler
and distributor), up 2,400

percent; tktisat Finansal
Kiralama (financial leas-
ing), up 2,054.6 percent;
Turkiye Is Bank, up 2230.7
percent; and Denizili Cam
(glass), up 1,900 percent,
Even the five worst per-
formers — Afyon Cimen-
to, Celik Halat, Koc Yatir-
im, Turkish Airlines and
Tupras — posted gains
ranging from 69.6 percent
to 6.6 percent last year.

Turklnvest's Ulusan
thinks investors should
keep an eye on these five
laggards. "These stocks
should do well in 1994
because the first three
seem undervalued and
the last two could be pri-
vatized shortly.”

For this year, Global's
Yigit [ikes Demirbank, Do-
gan Helding, Ege Seramik,
Erciyas Biracilik, Finans
Leasing, Milliyet, and
Petrol Ofisi, if the latter is
privatized, "These compa-
nies offer the best combi-
nation of growth and cur-
rent pricing,” he explains.

The market is still
eagerly awaiting the public
offering of the govern-
ment's 2t percent stake in
the Tofas car firm, a joint
venture with the Koc
Group and Italy’s Fiat Cor-
poration, for an estimated
$600 million — 70 percent
of which is expected to
be raised from foreign
investors. The offering was
originally scheduled to
come to market in the
fourth quarter of 1993, but
most analysts now believe
it is unlikely to be sold
before the March elections.
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Only one bank has the most International business experlence In Turkey. May we venture to suggest you make it your business to
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International Zircaort

If you waemnt to know what makes Ziract the
most international bank in Tarkiye, look
cround you...

to Moscow... where Ziraat has pioneered to
be established In a new economical
environment.

and to the new Commonwecalth of
Independent States (CIS)... where Ziraat has
astablished partnerships with the leading
banks in Azerbaijan, Uzbekistan,
Kazakhstan and in Turkmenistan as the
first foreign bemk.

to Germany...where Ziraat’s joint venture
baomk, DT Bank, Ziraat's Fremkfurt bronch cnd
eight representative offices feel the pulse of
the Europecn market and build o bridge with
Turkish citizens working in Europe.

|/

. (0212)251 89 52-245 1554
1 (0212) 251 89 54

Telex : 24697 DTYK TR

to London... where Ziraat provides o full
range of banking services for business
hetween the UK. cmd Tirkiye.

to Brussels... where Ziraat plays an active
role in the integration of Tirkiye with the
European Cormrmunity.

to Rotterdam... where Ziraat forges vital
links with Europecm finomcial institutions.

to New York... where Ziraat speeds up
bemking transactions between the United
States and Turkive.

to Tokyo... where Zircat acts as an advisor
on business opportunities between Japan
cnd Turkiye. -

All this makes Tarkiye's biggest bomk also
its mest internctionat bamk.

T.C. ZIRAAT BANKASI

CILFEL SANATLAR






