Turkish Banking System, “June, 2003”

Executive Summary

1- With the facts that the Iraq war was over in a short term and it was proved that its cost to the Turkish economy would remain limited contrary to expectations, the commitment by the government to fiscal discipline and continuing efforts in fighting with inflation and establishing macro balances in a sound way, and the implementation of agreed measures ensured the improvement in expectations. The positive effects of this improvement were reflected in economic activity, money and capital markets; hence nominal interest rates and inflation rate decreased, demand for TL increased, and TL appreciated against dollar and euro. Consequently, all these developments positively affected the performance of the banking system.

2- However, the growth in balance sheet remained limited due to the appreciation of TL against foreign currencies, combined with the high share of foreign exchange items in balance sheet. The other factor affecting the growth was the continued demand for government securities due to the high yields along with the effect of tax implementations. 

3- As of June 2003, total assets of the banking system was TL 211,661 trillion (USD150 billion). Total assets remained almost the same in TL terms as compared to the end of 2002.  

4- The ratio of total assets to GNP decreased from 78 percent in 2002 to 68 percent in the first half of 2003. 
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5- In commercial banks group the share of state-owned banks increased in assets, deposits and loans. 

6- Concentration in the banking system continued to increase. The shares of the largest five and largest ten banks increased in both assets and loans.

7- The share of TL denominated items in the balance sheet showed a notable increase.

8- The share of loans and securities increased while that of liquid assets decreased.

9- Non-performing loans in total loans felt by 2 percentage points to 18 percent. Non-performing loans after provisions declined. Provisions were set aside for 71 percent of non-performing loans.

10- The share of deposits in total liabilities declined by 2 percent points to 65 percent. TL and Fx structure of deposits changed noticeably in favour of TL deposits. The ratio of loans to deposits increased by 2 percentage points to 42 percent.

11- Total shareholders’ equity of the banking system increased by 17 percent and reached 
TL 30,147 trillion (USD 21,416 million). The ratio of shareholders’ equity to risk weighted assets and to total assets increased by 4 percentage points and 2 percentage points to 28 percent and 14 percent, respectively. The amount of free shareholders’ equity increased. The positive development in profit volume contributed to increase in the shareholders’ equity.

12-  The operational profit of the banking system increased with the effect of the improvement in interest margin, stemming mainly from government securities. 

13- The number of banks operating in Turkey was 52 and total number of branches continued to decrease, which was 5,935 by the end of June 2003. As of September 15, 
the number of banks was 51.

Balance Sheet and Off-Balance Sheet Developments 

1. Growth

According to the financial tables prepared on the basis of purchasing power parity of the currency as of June 2003; total assets of the Turkish banking system decreased by 1 percent to TL 211,661 trillion, and increased by 16 percent to USD 150 billion in dollar terms, as compared to the financial tables prepared on the basis of purchasing power parity of the currency as of December 2002. The ratio of total assets to GNP decreased by 10 percentage points from 78 percent in December 2002 to 68 percent in June 2003.

Within commercial banks group; total assets increased by 5 percent in state-owned banks, while it decreased by 2 percent in privately owned banks, by 5 percent in foreign banks and by 22 percent in banks in the Fund. Total assets of non-depository banks remained almost the same. 

Turkish Banking System, June 2003







  TL

trillion
    USD

   million
December 2002 

percentage change
     TL                  USD







Commercial banks
202,280
143,701
-1
16

   State-owned banks
71,343
50,682
 5
23

   Privately-owned banks
117,389
83,394
-2
15

   Banks in the Fund
7,256
5,155
           -22
-9

   Foreign banks
6,292
4,470
-5
        11

Non-depository banks
9,381
6,664
-1
16

Sector
211,661
150,365
-1
16

2. Market Shares

In the period of December 2002-June 2003, the share of commercial banks and non-depository banks in total assets remained almost the same with 96 percent and 4 percent, respectively. Within commercial banks group; the share of state-owned banks increased by 2 percentage points to 34 percent, while that of privately owned banks and banks in the Fund decreased each by 1 percentage point to 55 percent and 3 percent, respectively. The share of foreign banks remained almost the same with 3 percent. 

By distribution of total deposits, while the share of state-owned banks increased by 3 percentage points to 37 percent, that of privately owned banks and banks in the Fund decreased from 58 and 5 percent to 57 and 3 percent, respectively. The share of foreign banks remained almost the same with 2 percent. 

----------------------------------------------------------------------------------------------------------------

* According to the provisions of Communique No: 17 of the Regulation on Accounting Practices, banks are required to prepare and send the quarterly and year-end financial tables on the basis of inflation accounting system to the Banks Association of Turkey, starting from the 2002 year-end period. Therefore, in the above report, the financial figures of the banking sector as of June 2003 is compared only with the figures as of December 2002. 

Market Shares of Groups (Percentage)

Total assets
Total deposits
Total loans


June 2003
Dec. 2002 
June

2003
Dec. 2002 
June 2003
Dec.

 2002 









Commercial banks
96
96
100
100
90
89

   State-owned banks
34
32
37
34
18
17

   Privately-owned banks
55
56
57
58
66
65

   Banks in the Fund
3
4
3
5
2
3

   Foreign banks
3
3
2
2
4
4

Non-depository banks
4
4
-
-
10
11

Sector
100
100
100
100
100
100

As for loans, the share of commercial banks group increased by 1 percentage point to 90 percent. In commercial banks group, the shares of state-owned banks and privately owned banks increased from 17 percent and 65 percent to 18 percent and 66 percent, respectively. The share of foreign banks remained almost the same with 4 percent, while that of banks in Fund decreased by 1 percentage point to 2 percent. 
3. Concentration

The share of the largest five banks in the sector was 59 percent in assets, 62 percent in deposits, and 56 percent in loans. The same shares for the largest ten banks were 82 percent, 88 percent and 74 percent, respectively

. 

Concentration in Banking System* (Percentage)

H      June 2003
        December 2002

Largest five*


   T. assets
59
58

   T. deposits
62
61

   T. loans
56
55

Largest ten*



   T. assets
82
81

   T. deposits
88
86

   T. loans
74
74

                      * According to total assets.
4. TL and Fx Structure of Balance Sheet  

In the sector’s balance sheet, while TL assets grew by 12 percent, while Fx assets decreased by 15 percent as compared to the end of 2002. In return, TL liabilities increased by 12 percent, while Fx liabilities decreased by 13 percent. Accordingly, the share of Fx assets and Fx liabilities in the balance sheet, decreased from 46 percent and 50 percent to 40 and 44 percent, respectively. 

The difference between Fx assets and Fx liabilities in the balance sheet of the banking sector increased from USD –5.3 billion in December 2002 to USD –6.8 billion in June 2003. 

Foreign Currency Structure and “Fx Assets – Fx Liabilities”


Fx assets
Fx liabilities
“Fx assets -Fx liabilities”


Per. share
Per. share
        USD billion


June 2003
Dec. 2002
June 2003
Dec. 2002
June

2003
Dec.

2002









Commercial banks
39
46
44
50
-7.0
-5.4

   State-owned banks
27
33
28
34
-0.5
-0.6

   Privately-owned banks
48
54
54
59
-4.5
-3.9

   Banks in the Fund
10
37
41
52
-1.6
-0.8

   Foreign banks
46
53
53
56
-0.3
-0.1

Non-depository banks
45
52
42
49
0.2
0.2

Sector
40
46
44
50
-6.8
-5.3

(*)The definition of “Fx assets - Fx liabilities” used in the quarterly statistics of the Turkish banking system by groups, contains only Fx assets and Fx liabilities in the balance-sheet. This definition differs from that of “Net General Position” in the regulation on standard ratio for” Fx Net General Position /Capital Base”.
 Fx denominated loans in the balance-sheet, Fx assets and Fx liabilities in the off-balance sheet are not included in the former definition. This issue needs to be considered in making an analysis of the banking system 
According to calculations made by BRSA by including assets and liabilities indexed to foreign exchange, the in-balance sheet foreign exchange position of the banking sector indicated a surplus of USD 511 million as of June 2003. 

Sector In Balance Sheet Foreign Exchange Position (USD million)

June 2003
December 2002





State-owned banks
292
 194

Privately-owned banks
  34
-454

Banks in the Fund
182
-367

Foreign banks
-99
   42

Non-depository banks
102
   34

Sector
511
-551

              Source: BRSA Weekly Bulletin
5. Structure of Assets
The share of liquid assets in total assets decreased by 2 percentage points to 14 percent. Reduction in banks’ liquid assets maintained in the Central Bank and interbank money market operations played an important role in this decline. 

The share of loans remained almost the same with 27 percent. The share of TL loans increased by 2 percentage points to 13 percent, while that of Fx loans decreased by 1 percentage point to 14 percent. The share of securities increased by 3 percentage points to 44 percent, while that of permanent assets remained the same with 9 percent. 

Selected Assets of the Banking Sector, June 2003




   December 2002 
Percentage share


TL

trillion
 USD

million
   Percentage change

        TL              USD
June 2003
Dec.

 2002









Liquid assets
29,045
20,633
-15
-2
14
16

Securities
92,668
65,832
8
25
44
41

   Trading securities (net)
24,434
17,358
17
37
12
10

    Investment sec. available
    for sale (net)
20,005
14,212
13
32
9
8

   Investment sec. held to
   maturity (net)
48,228
34,262
1
18
23
22

Loans
57,842
41,091
3
19
27
27

   Non-performing loans 
9,364
6,652
-10
4
4
5

   Specific provisions(-)
6,600
4,689
-1
14
3
3

Permanent assets
18,606
13,218
3
19
9
9

   Investments and associates
2,190
1,556
-27
-14
1
1

   Subsidiaries
5,680
4,035
8
26
3
3

   Property and equip. (net)
10,372
7,368
9
27
5
5

   Intangible assets (net)
365
259
8
30
0
0

Other assets
13,500
9,590
-24
-10
6
7

Total assets
211,661
150,365
0
16
100
100

The share of non-performing loans (before provision) in balance sheet decreased by 
1 percentage point to 4 percent. Decline in non-performing loans was resulted mainly from the non-classification of loans restructured within the scope of “Financial Restructuring Program” as non-performing loans. Depending on this development, the ratio of non-performing loans before provision to total loans decreased from 18.5 percent to 16.2 percent. The ratio of non-performing loans after provisions to total loans decreased from 7 percent to 5 percent. Specific provisions were set aside for 71 percent of non-performing loans. 

Non-performing Loans* and Provisions (Percentage)


Non-performing loans /

Total loans
 Provisions/

Non-performing loans


June

 2003
       Dec.

        2002
June

2003
  Dec.

     2002

Commercial banks
17.7
20.4
70.2
64.2

   State-owned banks
44.5
48.6
78.1
73.9

   Privately-owned banks
8.6
9.1
56.7
53.0

   Banks in the Fund
108.0
119.0
76.1
60.5

   Foreign banks
5.4
5.0
77.1
77.6

Non-depository banks
3.1
2.9
86.3
64.0

Sector
16.2
18.5
70.5
64.2

         * Before provisions.
6. Structure of Liabilities

As of June 2003, total deposits, and Fx deposits decreased by 3 percent and 13 percent, respectively. On the other hand, there was an increase of 10 percent in TL deposits. Depending on this development, the share of total deposits in total liabilities decreased by 
2 percentage points to 65. While the share of TL deposits in total liabilities increased by 
3 percentage points to 31 percent, that of Fx deposits decreased by 5 percentage points to 34 percent. According to the figures based on the purchasing power parity of the currency as of June 2003, Fx deposits and TL deposits amounted to TL 71,638 trillion (USD 50.9 billion), and TL 66,230 trillion (USD 47 billion). 

Selected Liabilities of the Banking Sector, June 2003



  December 2002
Percentage share


   TL

trillion
       USD

million
   Percentage change

              TL        USD
June 2003
Dec. 2002









Deposits
137,868
97,942
-3
13
65
67

   TL
66,230
47,050
10
29
31
28

   Fx
71,638
50,892
-13
1
34
39

Non-deposit funds
25,751
18,293
-4
11
12
13

Shareholder’s equity
30,147
21,416
17
37
14
12

   Paid-in capital
12,508
8,886
4
21
6
6

   Supplementary cap.
21,635
15,370
-23
-10
10
13

   Profit reserves
6,178
4,389
-74
-70
3
11

   Profit or loss
-10,175
-7,229
-73
-69
-5
-18

     Prior year income/loss
-12,599
-8,950
-69
-64
-6
-19

     Current year income/loss
2,424
1,722
-16
-2
1
1

Other liabilities
17,896
12,713
1
18
8
8

Total
211,661
150,365
0
16
100
100

Breakdown of Deposits





   Percentage share



TL

trillion
USD 

million
Annual per. change

       TL           USD
June

 2003
Dec. 

2003









Savings deposits
39,008
27,712
12
30
28
24

Official deposits
4,264
3,029
46
70
3
2

Commercial deposits
12,328
8,758
-9
6
9
9

Interbank deposits
4,671
3,318
6
23
3
3

Other institutions d.
9,235
6,560
21
41
7
5

Fx deposits
68,308
48,526
-13
1
50
55

Gold deposits
54
38
-43
-33
0
0

Total deposits
137,868
97,942
-3
13
100
100

The share of savings deposits, with the highest share in TL deposits in total deposits increased by 4 percentage points to 28 percent. The share of commercial deposits remained constant at 9 percent, while that of official deposits increased by 1 percentage point to 3 percent. While the share of interbank deposits remained the same with 3 percent, the share of other institutions deposit increased by 2 percentage points to 7 percent. 

Non-depository liabilities, having a share of 12 percent in total liabilities, decreased by 4 percent at the end of June 2003. 
Shareholders’ Equity


   TL

trillion
USD

million
  December 2002 

Percentage change




        TL
   Dollar







Commercial banks
26,577
18,880
17
36

   State-owned banks
8,252
5,863
22
42

   Privately-owned banks
17,359
12,332
14
33

   Banks in the Fund
-637
-453
-2
-18

   Foreign banks
1,602
1,138
15
34

Non-depository banks
3,570
2,536
19
39

Sector
30,147
21,416
17
37

Sector’s shareholders’ equity increased by 17 percent and amounted to TL 30,147 trillion (USD 21.4 billion) Within commercial banks group, all the banks except banks in the Fund recorded an increase in their shareholders’ equity. The shareholders’ equity of non-depository banks increased by 19 percent to TL 3,570 trillion (USD 2.5 billion). Consequently,
the ratio of shareholders’ equity to total assets increased from 12 percent to 14 percent in the same period. The improvement in the ratio of free shareholders’ equity (shareholders’ equity-permanent assets-non-performing loans after provision) continued, increasing from 
1.8 percent in December 2002 to 4.1 percent in June 2003. 
Net Current Year Profit and Losses, June 2003


Net profit -losses 

(USD million)
Return on aver. assets (Percentage)
Return on aver. equity (Percentage)






Commercial banks
 1,645
1.1
8.7

   State-owned banks
   497
1.0
8.5

   Privately-owned banks
   750
0.9
6.1

   Banks in the Fund
   326
6.3
       -72.0

   Foreign banks
    72
1.6
6.3

Non-depository banks
                   77
1.2
3.0

Sector
1,722
1.1
8.0

As of June 2003, net current year profit of the sector amounted to TL 2,423 trillion (USD 1,722 million) Return on average assets and equity of the banking sector realized as 1.1 percent and 8 percent, respectively in the first half of 2003. 

7. Income-Expenditure Structure

In the first half of 2003, interest income and interest expenses realized as TL 19,060 trillion and TL 14,432 trillion, and net interest income reached TL 4,628 trillion.

By the end of June 2003, the positive improvement in net operating income of TL 3,302 trillion was resulted mainly from capital market transactions and profit due to reduction in exchange rate risk. Total operating income in the first half of 2003 reached almost the same level in 2002. Besides the positive effect of trading income, decline in interest expenses contributed positively to the operating income. 

Income-Expenditure Structure


TL

trillion
      USD

million 





Interest income
19,060
13,541

Interest expense
14,432
10,253

Net interest income
4,628
3,288

Net fees and commission income
1,194
849

Dividend income
33
24

Net trading Income
3,302
2,346

   Profit/loss on trad. account  sec.
1,800
1,279

   Foreign exchange income/losses
1,501
1,067

Other operating income
1,888
1,341

Total operating income
11,057
7,855

Net operating income
4,659
3,310

Income before taxes
3,622
2,573

Provisions for taxes on income
1,204
856

Net profit/loss
2,423
1,722

7. Off-Balance Sheet Items

Off-balance sheet items and custody and pledged securities increased by 13 percent and 
22 percent to TL 111,849 trillion and TL 156,943 trillion in the first half of 2003. Thus, total off-balance sheet liabilities decreased by 18 percent to TL 268,792 trillion. The increase in off-balance sheet liabilities was mainly stemmed from increase in the commitments. 

Off Balance Sheet Liabilities, March 2003


TL             trillion
 USD million
        Annual per. change

              TL              USD







Off-balance  items 
111,849
79,458
13
31

  Guarantees and warranties
42,183
29,967
-6
10

  Commitments
40,185
28,547
39
61

  Derivative financial instruments
29,481
20,943
16
35

Custody and pledged securities
156,943
111,493
22
42

Total
268,792
190,951
18
37

Number of Banks and Branches

As of June 2003, the number of banks operating in Turkey was 52. The number of branches decreased by 171 to 5,935. Thus the reduction in the number of branches of the sector since the beginning of 2001, continued in this period. 

Number of Banks and Branches *

June 2003
December 2002


banks
branches
banks
branches







Commercial banks
38
5,916
40
6,087

   State-owned banks
3
1,989
3
2,019

   Privately-owned banks
18
3,549
20
3,659

   Banks in the Fund
2
178
2
203

   Foreign banks
15
200
15
206

Non-depository banks
14
19
14
19

   State-owned banks
3
4
3
4

   Privately-owned banks
8
12
8
12

  Foreign banks
3
3
3
3

Sector   
52
5,935
54
6,106

 
      *Including the foreign branches and branches in the Turkish Republic of Northern Cyprus.
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