The Turkish Economy in 1996





Outlook





The Turkish economy entered 1996 under the influence of expansionary policies carried out because of the early general elections held in the last week of the previous year. Parallel to the rise in political tension following the early elections decision and discussions on an additional budget, declaration of intentions to increase the exchange rate parallel to the accelerating inflation, realization of the public sector deficit above the target level, and resort to the Central Bank sources for the financing of the budget deficit, there was a shift in demand from TL to foreign currencies in the last quarter of 1995. These developments affected the financial markets adversely; interest rates rose sharply while maturities shortened. Meanwhile, the Customs Union Treaty, signed with the European Union which came into force in 1996, had also impact on expectations towards a further increase in the current account deficit.





None of the parties obtained the majority in the Parliament in the early general elections which brought the need for a coalition government. The True Path Party and the Motherland Party established a minority government in place of the coalition by the True Path Party and the Republican People’s Party, and obtained vote of confidence from the Parliament. The annual budget of 1996 and the economic program, which had been postponed because of the early elections, were the priority issues immediately after the establishment of the government. The annual budget and the program of 1996 could be completed only in May.





In the economic program, GNP was assumed to increase at a rate of 72 percent in current prices and 4.5 percent in real terms, while GNP deflator was assumed to be 65 percent. The budget deficit was assumed to increase from USD 5.4 billion to USD 8 billion, and its ratio to GNP from 4.2 percent to 6.4 percent, whereas the primary balance was planned to give a surplus of 2.7 percent of GNP. The public sector deficit as percentage of GNP was anticipated to rise also as a result of the growth in the budget deficit from 6.5 percent to 7.5 percent. The average exchange rate of TL for USD was anticipated to be TL 73,000. In the program, exports were foreseen to reach USD 25 billion with an increase of 16 percent, imports were foreseen to become USD 41 billion with an increase of 15 percent, and the foreign trade deficit and the current account deficit were foreseen to be USD 15 billion and USD 3.8 billion, respectively.





The coalition government formed by the True Path Party and the Motherland Party lasted a short time after the economic program which was published in the Official Gazette, the current coalition government was formed by the Welfare Party and the True Path Party in July. No change was announced concerning the program targets and the economic policy. 





Throughout the year, priority was given to maintain stability in the markets, but structural reforms necessary for eliminating macro imbalances were not undertaken. A necessary policy which should comprise an increase in government revenue and a contraction in government expenditures was not employed and the targets on privatization proceeds were not met.


Economic performance was better than expected despite political uncertainties in 1996. The growth rate reached 7.9 percent far exceeding the target. However, inflation remained at high levels and went above the program target. The year-end inflation reached 85 percent in wholesale prices and 80 percent in consumer prices. Because of the prevailing delays in the implementation of economic policies to reduce inflation to an acceptable level and to achieve macroeconomic stability, there was no significant change in the expectations towards a positive direction. On the other hand, the public sector deficit expanded. The ratio of public sector deficit to GNP rose from 6 percent to 10 percent. The budget deficit enlarged 285 percent in nominal terms and 113 percent in USD terms. The ratio of the deficit to GNP rose from 4.2 percent to 8.2 percent. The primary balance continued to give surplus, but its ratio to GNP fell from 3.1 percent to 1.8 percent. Because the program target of the budgetary expenditure was exceeded, the government needed an additional budget of approximately USD 4.2 billion which was approved by the Parliament in the last quarter of the year.





Since the public sector deficit grew at a rate higher than the financial sector in conjunction with mounting domestic debt service due to short term maturity of domestic debt, real interest rates on TL remained high. Other factors affecting interest rates were an acceleration in inflation, the expansion of the current account deficit, and net external debt repayments. Meanwhile real interest rates remained around 20 percent in 1996.





Notably high positive real interest rates influenced investors’ portfolio preferences towards TL denominated financial assets and, starting from the first months of 1996, the portfolio composition changed slowly in favor of TL. The high real interest rates had also positive impact on capital inflows which enacted the government to finance rapidly widening current account deficit. Meanwhile, the Treasury was able to issue bonds on the international markets.





The Treasury was also successful in servicing domestic debt. Following the announcement of early general elections in October 1995, interest rates on government securities rose dramatically while maturity shortened. However, starting from the first months of the year, the interest rates declined and the maturity lengthened again. This trend ceased during the governmental change in June, but continued in the second half of the year. Moreover, in the last quarter of the year, the Treasury was able to borrow with a maturity of 12 months and then of 13 months for the first time after a long period which helped the government lengthen the maturity of domestic debt.





The Treasury’s success in debt management despite uncertainties arising from political climate just after the elections, eased the pressures on the Central Bank balance sheet. In the first half of the year, Central Bank advances to the Treasury declined allowing the Bank to monitor monetary growth in line with liquidity demand by the markets. Meanwhile, reserve money increased due to demand for TL as investors’ preferences switched from foreign exchange assets. In fact, demand for foreign exchange denominated assets which rose during the elections period, fell in the first months of 1996 and the foreign currency reserves of the Central Bank increased rapidly from USD 12.7 billion in December 1995 to USD 15.9 billion in June 1996. The foreign exchange position of the Central Bank also improved from USD -1.6 billion to USD 400 million.





Central Bank reserves reached about USD 18 billion in the third quarter but declined later to USD 16 billion due to expansionary policies. Wage and salary increases over the program target, monetary financing of domestic debt in view of pulling interest rates down despite rising inflation, net external debt repayments led the Central Bank foreign reserves to decline. During the last quarter, the Treasury financed some of its borrowing requirement by issuing foreign exchange denominated bonds to the banking system amounting to USD 2 billion. Additionally the government also obtained USD 1.5 billion from a special account which allowed duty free import entitlement of used car and machinery for holders of DM 50,000 with Ziraat Bankasý, a state-owned bank, for a one year period. 





Foreign exchange denominated borrowing was incorporated in the first part of the packages named “resource packages” and was realized immediately after the announcement of the first package. The resource packages were declared in three parts. The first package that was announced at the end of July ihad the following content:





Issuing of foreign exchange denominated and/or indexed bonds by the Treasury was announced. The minimum required amount for opening super foreign exchange accounts with the Central Bank by workers living abroad, was reduced to DM 30,000 from DM 50,000, the maturity was reduced to 2 years from 3 years, while interest rates were increased to 11 percent from 8 percent. Duty free import deposit accounts were introduced. The government offered 10 percent annual interest rate on these accounts. A central cash management of the state enterprises was established under the authorization of the Treasury. The decision for faster privatization was made. A promotion scheme was started for early tax payments in order to speed up tax payments. A decision was made to sell real-estate owned by the state. The government declared that a sum amounting to USD 10 billion was expected from the first package.





A second package was declared on 19th of September, after a short time the first package. In this package, the aim of collecting taxes in advance with stamp taxes on tobacco and alcoholic beverages, improving social security institutions and reforms for the social security system were announced. A tax pardon was introduced to gold manufacturers to declare unaccounted stocks. A 10 percent withholding tax was brought on the interest income on government securities. The government expected USD 10 billion from the second package.





The third package was announced on 25th of November assuming to generate USD 10 billion. Followings were included in the package: leasing of power plants and their networks, provision of retirement opportunity to Turkish workers living abroad, a reduction of fines on fiscal dues for early payments, and taxes on interest income on foreign bonds.





One of the main objectives of the resource packages was foreign exchange denominated funding from the domestic markets to reduce pressure on interest rates and exchange rates and to lengthen borrowing maturity. In the second half of the year, the international rating institutions announced that Turkey was under credit watch and notified the possibility of downgrading the credibility of the economy. The announcement further limited external funds from the foreign markets in desired amounts and cost. Turkey’s credit note was downgraded to B by S&P in December. Accordingly, foreign exchange denominated borrowing gained importance due to external debt repayments in the period of widening current deficit and rising inflation. Imports increased more than anticipated in line with a rapidly expanding domestic demand, real appreciation of TL against notably the EU currencies, and the abolishment of duties after the Customs Union Treaty. The program targets were just achieved in the case of exports.





Imports reached USD 42 billion, while exports were about USD 23 billion by the end of 1996. However, that figure for exports does not include the “suitcase trade”. In spite of a USD 19 billion trade deficit, the current account deficit was less than USD 5 billion, but the ratio of the current account deficit to GNP went to 2.4 percent. 





The net amount of the capital inflows exceeded the current account deficit. Short term capital inflows constituted the most important part of total capital inflows. In 1996, external debt service was USD 10 billion, of which USD 5.5 billion was principal and USD 4.5 billion was interest payment. Foreign currency reserves of the Central Bank increased by USD 4 billion with a positive contribution of net errors and omissions account in conjunction with capital inflows of USD 10 billion. The outstanding external debt stock reached USD 80 billion (43 percent of GNP). The share of short term debt stock in the total  rose to 25 percent.





The banking sector, which had contracted sharply during the economic crisis of 1994, recovered in 1995 in parallel with the establishment of stability and economic growth, and continued to grow in 1996. Although the use of funds from abroad increased again, it stayed at a limited level, and deposits constituted the source of the growth. The share of foreign exchange deposits in the total remained approximately the same. 48 percent of the liabilities and 45 percent of the assets were foreign exchange denominated. However, this ratio is still very high. On the other hand, most of the deposits had short term maturities and no improvement was made in factors adversely affecting the cost of borrowing. Because of high inflation, deposits were concentrated around 3-month maturity, while real interest rates remained high due to the public sector borrowing requirement.





In spite of the lessening effectiveness of the reserve requirement practice as a monetary policy tool, it was continued to be used due to inflationary pressures. Although there was a contraction in the coverage of the resource utilization support fund and its rate was reduced, it continued to affect the cost of funds adversely in an environment in which the borrowing requirement of the public sector was increasing. Both the cost and the maturity structure as well as the TL-foreign exchange composition of the funds were reflected in the composition of assets. The banking and insurance transactions tax and the reserve requirements expanded the difference between the cost of funds and the lending rates. On the other hand, banks bought foreign exchange denominated bonds of the Treasury with a maturity much higher than those of their liabilities. The practice of pooling funds of the public sector and the formation of a special foreign exchange deposit scheme with the privilege of duty free importing created considerably unfair competition for the banking sector.





The banks maintained their short positions in their balance sheets due to the appreciation of TL against EU currencies and the fact that the TL-USD real exchange rate was staying at the same level relative to 1995, and interest rates were reaching levels higher than the inflation level. Foreign exchange positions resulting from balance sheet transactions enlarged. Even though the maturity of the government bonds extended and the nominal interest rates declined, especially in the second half of the year, a similar trend was not observed in the maturity structure of the liabilities and their cost. Deposit interest rates did not change significantly during 1996. Banks continued to provide liquidity through repo transactions. The volume in repo transactions exceeded USD 9 billion. 70 percent of this volume was done through the individuals and nonfinancial institutions.





The total assets of the banking system grew by 22 percent reaching USD 83.3 billion. The ratio of total assets to GNP increased by 7 percent to 59 percent in 1996. In the case of banking groups, the total assets of the state owned banks and the privately owned banks increased by 22 percent. The total assets of foreign banks increased by 24 percent. While the total assets of the development and investment banks decreased by 1 percent. Share of state owned banks in total assets was 38 percent, in total deposits was 44 percent and in total loans was 35 percent. On the other hand, the share of privately owned banks in total was 53 percent. The shareholders equity of the banking system continued to grow, reaching USD 5 billion and the ratio of shareholders equity to total assets was around 8.9 percent. The real  increase in shareholders equity and slower rate of increase in permanent assets positively affected the net working capital of the system. 





In 1996, the net income of the banking system increased by 22 percent to USD 2.4 billion. Consequently, average rate of return on assets rose from 3.4 percent to 3.9 percent; the average return on equity increased from 56 percent to 64 percent. However, average rate of return on equity remained below the inflation level. Contingencies and commitments of the banking system increased by 27 percent, reaching USD 64.1 billion. Increase in the volume of repo transactions contributed the most to this increase. 








�
Growth





The Turkish economy grew faster than the program target in 1996. According to the estimates of the State Planning Organization, the growth rate reached 7.9 percent in constant prices and 93 percent in current prices, and the deflator was realized around 79 percent. The national income in current prices reached USD 183 billion leading per capita income to rise to USD 2,928 by increasing 5 percent. 





Gross National Product





						 1994		 1995		   1996*


Growth rate (percentage)


   in TL, constant prices			   -6.1		    8.0		      7.9


   in USD					 -28.0		  31.0 		      6.7


GNP (TL trillion)				3,887		7,855		15,125


GNP (USD billion)				130.9		171.9		  183.5


Per capita income (in USD)		2,161		2,788		  2,928


* Estimate


Source: State Planning Organization
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The growth rate in domestic demand is estimated to exceed the growth rate of GNP because of the positive effect of capital inflows. According to the State Planning Organization, fixed capital investments grew by 10 percent and total consumption grew by 9.6 percent. The growth of total consumption accelerated compared to the previous year. The consumption spending expanded both in the public sector and private sector with respective ratios of 8.2 percent and 9.9 percent.











Source-Uses Balance (in constant prices, percentage change)





				1994		1995		1996*


GNP				  -6.0		  8.0		  7.9


External funds (1)		-76.3		-3.4		 -2.1


Total funds			-12.6		11.5		  9.5


Fixed capital investments	-16.9		  9.6		10.0


   Public			-42.5		-1.4		18.6


   Private			  -6.1		12.4		  8.1


Stock changes (1)		-94.0		  4.4		 -0.1


Total consumption		  -5.8		  6.1		  9.6


   Public			  -5.6		  5.4		  8.2


   Private			  -5.8		  6.2		  9.9


(1) Its contribution to GNP


* Estimate, State Planning Organization





On the other hand, investments grew rapidly in the public sector in 1996 following a rapid contraction in the previous year, but slowed down in the private sector. Fixed capital investments grew by 18.6 percent in the public sector and 8.1 percent in the private sector.
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The ratio of fixed capital investments to GNP rose from 23.4 percent to 24 percent, while that of consumption reached 80.4 percent from 78.5 percent. Domestic savings ratio declined from 21.5 percent to 19.6 percent. The private and the public sector savings ratios were 23.1 percent and -3.5 percent (which was -0.4 percent in 1995), respectively. The ratio of public sector savings to public sector income was -51.8 percent (which was -3.8 percent in 1995). The expanding gap was financed through external sources, and the ratio of foreign funds to GNP rose from 3.3 percent to 5.5 percent.


Fixed Capital Investments (FCI) and Domestic Savings (DS)


(in current prices, percentage)





				1994		1995		1996


FIC/GNP			24.3		23.4		24.0


   Public			  5.0		  4.2		  4.6


   Private			19.3		19.2		19.4


DS/GNP			22.9		21.5		19.6


   Public			-1.2		-0.4		-3.5


   Private			24.1		21.9		23.1


Savings ratio


   Public		          -12.6		-3.8	          -51.8


   Private			36.4		24.1	           24.8





The share of the construction sector, which has the highest share in total fixed capital investments, declined from 37.3 percent to 35 percent, but the shares of transportation and education sectors increased. The share of the manufacturing sector remained nearly the same at 22 percent. Public sector investments were mainly in agriculture, transportation, energy and education sectors. In the private sector, however, manufacturing and construction sectors had the largest shares. As percentage of GNP, investment in construction sector took the lead with 8.4 percent, followed by the manufacturing and transportation sectors with 5.2 percent and 4.6 percent, respectively. The ratio of energy investments to GNP leveled at 1 percent.





Sectoral Growth





The rapid growth in economic activities in the last quarter of 1995 due to the expansionary electoral policies, continued also in the first half of 1996. The annual growth rate in this period was, in fact, 9.3 percent. However, the growth rate slowed down relative to the previous six months, in the second half of the year. The growth rate in the second half was 6 percent resulting an annual growth of 7.9 percent for 1996. 





Sectoral Growth Rates





		       Growth rate (percentage)	  Share (percentage)


			1994	1995   1996		 1994	 1995	  1996


Agriculture		-0.7	2.0	5.2		  14.7	  14.8	  16.8


Industry		-5.7    12.1	7.1		  25.5	  25.5	  24.6


Services		-6.6	6.3	8.8		  59.7	  59.7	  58.6


GDP			-5.5	7.2	7.2		100.0	100.0	100.0


GNP			-6.0	8.0	7.9





A relative slowdown observed in the second half of the year was related mainly to the industrial sector which grew 9 percent in the first half of the year and 7.1 percent in the second half. The growth rate was considerably higher than expected in the agricultural sector with 5.2 percent which compares with the program target of 2.8 percent. The services sector, in the meantime, grew at a rate of 8.8 percent. Accordingly, the shares of industrial, agricultural and services sectors in GDP are estimated as 24.6 percent, 16.8 percent and 58.6 percent, respectively. 





The monthly industrial production index of State Institute of Statistics indicates that the industrial production began to slow down in the second half of the year. The production growth, which was 8.6 percent at the end of 1995, receded to 7.1 on average in the first half of the year and to 5.9 percent at the end of the year. The manufacturing production declined from 8.9 percent to 5.3 percent at the end of the year, but the growth rate in electricity production was stable with 10 percent.





Industrial Production Index


(average annual percentage change)





					1995	                       1996


				      December        June	     December


Manufacturing			8.9		6.6		 5.3


   Food				2.3		3.9		 4.5


   Textile				0.8		7.0		 4.6


   Paper and printing	          16.6	         -33.8	         -26.2


   Chemical industry			8.8		2.1	           -1.7


   Non-metallic industry	          10.7		3.6		6.8


   Basic metal industry		0.5		3.1	          16.8


   Machinery			          24.7	          27.1	          18.2


Electricity			          10.2	          11.3	          10.5


Total					8.6		7.1		5.9





Production growth speeded up in food, textile and basic metal sub-sectors of the manufacturing sector, but growth rate slowed down in non-metallic and machinery sub-sectors. The level of production declined in paper and chemical industries.
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The average capacity utilization rate in the manufacturing industry increased modestly compared to the previous year, rose from 78.6 percent to 79.1 percent. In the public sector, the capacity utilization rate reached 83 percent with a 2 percentage point increase while it declined to 76.3 percent with a 1.6 percentage point drop in the private sector. The sectoral capacity utilization rate fell in food, paper and printing, agricultural-based and machinery sectors, increased in basic metal and chemical industry sectors, and remained the same in the textile sector.





Capacity Utilization Rates in Manufacturing Industry*





			1993		1994		1995		1996


Public			79.1		80.3		80.5		83.0


Private		79.7		70.9		77.9		76.3


Total			79.5		73.0		78.6		79.1


* Average weighted by production values


Source: State Institute of Statistics





Real Wages and Unemployment





The real wages continued to decline in the public sector, but increased again in the private sector. Based on 1989, the real wage index declined to 110 from 144 in the public sector and rose from 111 to 114 in the private sector. The index of the cost of civil servants’ salary increased by 11 percent in 1996 after successive decreases in 1994 and 1995.





Real Wages and Salaries Indices (1989=100) 





			1993		1994		1995		1996


Wage cost index


   Public		201		191		144		110


   Private		174		137		111		114


Salary index		137		102		 96		107


Source: State Planning Organization, Annual Program 1997





A considerably high growth performance realized in the last two years affected the employment level positively, and the unemployment rate declined to less than 6 percent. According to the State Planning Organization, the unemployment rate was 8.1 percent in 1994 and 6.9 percent in 1995. When inactive labour force due to underemployment is added, the rate reaches 12.0 percent. The unemployment rate in urban areas was 9.3 percent.





Unemployment (percentage)





					1994		1995		1996*


Unemployment rate


   Overall				  8.1		  6.9		  5.8


   Urban				11.8		10.2		  9.3


Underemployment rate		  8.2		  6.7		  6.2


Under+unemployement rate


   Overall				16.3		13.6		12.0


   Urban				20.3		17.5		15.1


* October


Source: State Planning Organization, Annual Program 1997





Inflation





Inflation continued to remain as the main important issue in the economy in 1996. The prevailing high inflation rose well above its 1995 level in wholesale prices reaching 85 percent. In terms of consumer prices, inflation was 80 percent. Average inflation declined from 89 percent to 76 percent in wholesale prices and from 94 percent to 80 percent in consumer prices.
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In addition to the public sector deficit, the increase in domestic demand, the price hikes in the public sector, the rise in the cost of borrowing and the acceleration of depreciation of TL were the main contributors to the accelerated inflation.





Inflation





				1990	1991 1992  1993    1994 1995   1996


(Annual average per. chg.)


Wholesale			52	55	62	58	121	89	76


   Public			57	61	65	55	123	77	82


   Private			51	53	61	62	120	89	74


Consumer			60	66	70	66	106	94	80


(12-month per. chg.)


Wholesale			49	59	61	60	150	65	85


   Public			53	57	67	55	149	48      101


   Private			47	51	59	63	150	72	81


Consumer			60	71	66	71	126	79	80


Source: State Institute of Statistics





The year-end inflation in the public sector reached 101 percent in 1996 from 48 percent in 1995, while it showed a moderate rise in the private sector from 72 percent to 81 percent. Price adjustments in the public sector, which had been postponed because of the early general elections, were made during 1996 and passed on whole sectors due to the strong domestic demand.





Inflation by Sectors (12-month percentage change)





				   Total	    Public	     Private


				1995	1996	1995	1996	1995	1996


Agriculture			  91	  90	   -	   -	  91	  90


Mining				  69	  94	   -	  91	   -	101


Manufacturing		  59	  81	  49	  97	  63	  76


Electricity			  36	130	  36	130	   -	   -





The highest price increase was observed in the energy sector with 130 percent. The inflation accelerated to 81 percent in the manufacturing sector, while it remained unchanged at about 90 percent level in the agricultural sector.





Public Finance





In the 1996 economic program, an increase in revenue was aimed through reducing tax evasion, expanding the tax base and speeding up privatization. A reduction in expenditures was also targeted through controlling current spending, introducing reforms for social security system, lengthening domestic debt maturity and pulling real interest rates down to an acceptable level. 





The ratio of the public sector deficit to GNP was anticipated as 8.5 percent in the economic program. When the privatization revenues are considered, the ratio was targeted to be 7.5 percent, while the primary balance was predicted to give a surplus of 2.1 percent.





Public Sector Deficit (As percentage of GNP)


		


					          1994		1995	          1996*


Consolidated budget			3.9		  4.2		8.2


Consolidated budget (exc. interest)        -3.9		 -2.5	          -1.4


SEEs						 1.4		 -0.2		0.3


Local administrations			0.4		  0.4		0.2


Social security institutions			0.6		  0.6		0.2


Funds						0.9		  0.6		0.1


Others					 0.7		-0.2		0.0


Public sector deficit				7.9		  5.4		9.6


Public sector deficit (exc. interest)           0.2	           -1.9	          -0.6


* Estimate, State Planning Organization 
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In 1996, the ratio of the public sector deficit to GNP was estimated to be around 10 percent. The main reason for the higher deficit was the high level of the budget deficit. As a matter of fact, the ratio of the budget deficit to GNP, which had been planned to be 6.4 percent, amounted to 8.2 percent. The revenue targets of the budget were nearly reached with a positive contribution of higher inflation. The budgetary revenue increased by 8 percent and reached USD 25.5 billion. However, the expenditures far exceeded the targets, increasing by 28 percent and reaching USD 36.8 billion. The ratio of the budgetary revenue to GNP remained unchanged at around 19 percent, while the ratio of expenditures to GNP rose from 22 percent to 27 percent.





Consolidated Budget 





				       USD Billion	      Percentage Change


				1994	1995	1996	          1995	1996


Revenue			19.6	23.4	25.5		 19	    8


   Tax revenue		15.3	18.2	20.9		 19	  14


   Non-tax revenue		  4.0	  5.2	  4.1		 29	 -21


Expenditures			23.4	28.7	36.8		 23	  28


   Personnel			  7.1	  8.5	  9.1		 19	    7


   Current			  1.9	  2.4	  2.9		 26	  21


   Investment			  2.0	  1.5	  2.4		-23	  53


   Interest payments		  7.8	  9.7	13.9		 25	  44


   Transfers to SEEs	  0.5	  0.8	  0.5		 41	 -40


   Other transfers		  4.1	  5.9	  8.1		 44	  36


Budget deficit		  3.8	  5.3	11.3		 39	113





The budgetary expenditures exceeded the target level by around USD 3.7 billion of which a USD 2.3 billion came from the increase in interest payments. The main reasons for the diversion in interest payments were rise in interest rates and a short term maturity of domestic debt in the first half of the year. Meanwhile personnel spending was increased by 50 percent (in TL terms) in the second half of the year, a 20 percentage point higher than the program level. The share of interest payments in total expenditures rose from 34 percent to 38 percent while the share of personnel expenditures declined from 29 percent to 25 percent.





Consolidated Budget (percentage)





			        Composition of Budget   As percentage of GNP


				1994	1995	1996	           1994   1995    1996


Revenue			100	100	100		 19	18	19


   Tax revenue		  80	  78	  82		 15	13	16


   Non-tax revenue		  20	  22	  18		   4	  5	  3


Expenditures			100	100	100		 23	22	27


   Personnel			  30	  29	  25		   7	  6	  7


   Current			    8	    8	    8		   2	  5	  2


   Investment			    9	    5	    5		   2	  1	  2


   Interest payments		  33	  34	  38		   8	  7	10


   Transfers to SEEs	    2	    3	    1		   1	  1	  0


   Other transfers		  18	  21	  23		   3	  2	  6





Meanwhile, the share of other transfers in the budgetary expenditures continued to increase in 1996 and reached 23 percent. The transfers to social security institutions constituted 40 percent of the other transfer items. The share of investment spending continued to fall.





The primary budget gave a surplus in 1996 although the surplus was lower compared to the previous year. As a matter of fact, the primary balance gave a surplus of USD 2.6 billion in 1996, 1.8 percent of GNP (which was 3.1 percent in 1995). In addition to higher budget deficit, continuation of the net external debt repayments, contraction of the Central Bank advance limit and the negative effect of short term maturity structure of outstanding domestic debt and the political uncertainties led to higher borrowing requirement which was met mainly through domestic borrowing.





Financing of the Budget Deficit





				       USD Billion	         Percentage Change


				1994	 1995	 1996		   1995    1996


Financing			 3.8	  5.3	 11.6		    40	    117


External borrowing (net)	-1.8	 -1.4	 -1.2		   -23	      -9


Domestic borrowing (net)	 4.5	  4.7	  9.9		      5	    109


   Government bonds	-1.8	  1.4	  2.5		       -        78


   Treasury bills		 6.4	  3.3	  7.4		  - 48	    122


Central Bank advances 	 1.4	  1.6	  2.1		    18	      33


Source: Undersecretariat of the Treasury





In 1996, the domestic borrowing (in cash basis) increased by 73 percent and reached USD 45 billion. On the other hand, the debt payments were USD 26 billion. In conjunction with the developments in the political arena following the general elections, the maturity of borrowing fell in the first half of the year. However, the maturity structure improved considerably in the second half of the year. Nevertheless, 72 percent of the domestic borrowing had a maturity of less than 200 days.





Domestic Borrowing Maturity and Interest Rates





Maturity		    Share (per.)	    Nominal Annual Compounded


   (day)					         Net Interest Rates (per.)


			1994	1995	1996		1994	1995	1996


0-100			 73	  27	   5		190	143	158


101-200		 22	  28	 67		135	135	142


201-275		   4	  28	 17		124	110	128


276+			   2	  17	 12		139	108	115





The weighted average of domestic borrowing maturity was 194 days, while the weighted average interest rate was 136 percent, which compare with 202 days and 125 percent in 1995. The introduction of a 10 percent withholding tax on the interest income on government securities in November and the success of issuing government bonds with a maturity of more than one year in December were also important developments. Meanwhile, the Treasury borrowed funds amounting to USD 2.2 billion from the banking system issuing foreign exchange denominated bonds with three years maturity. This helped the Treasury to lengthen the maturity structure of domestic debt, eased the pressure on interest rate and exchange rate, as sources obtained from issuing of foreign exchange denominated bonds were used for domestic debt servicing in the last months of the year.
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The annual compounded interest rates on the government securities amounted to 285 percent in the first auction of the year declined to 170 percent in March, to 145 percent in June and to 125 percent at the end of the year. When the withholding tax is taken into account the year-end level was in fact 113 percent.





The real interest rates, despite their tendency to fall, remained considerably high. In terms of USD, the realized average period interest was 8 percent in the first half and was around 11 percent in the second half up to six months of maturity. It was around 15-20 percent for maturities between 6 to 9 months.





Real Interest Rates on Government Securities* (percentage)


					1995			         1996


			          USD	          DM	         USD	           DM


Treasury bills


   3-6 months 		  9		  5		  9		12


   6-9 months			27		21		18		21


Government bonds		43		33		15		22


* Realized average period interest rate in USD basis.





The outstanding domestic debt continued to grow rapidly since the public sector deficit was financed mainly through domestic borrowing and the real interest rates remained high. The domestic debt stock increased by 36 percent and reached USD 25.9 billion. Cash borrowing constituted 70 percent of outstanding domestic debt.





Outstanding Domestic Debt (USD Billion)





						1994		1995		1996


Outstanding government securities	14.1		19.2		25.9


   Government bonds			  6.2		  8.6		11.7


      Cash				 	  0.9		  3.7		  5.6


      Non-cash			 		 5.3		  4.9		  6.1


   Treasury bills				  7.9		10.6		14.2


      Cash					  7.9		  8.6		12.3


      Non-cash			  		  -		  2.0		  1.9


Central Bank advances			  3.2		  3.2		  3.5


Fx differences				  3.5		  0.4		  0.4


Total						20.8		22.9		29.8





The ratio of outstanding government securities to GNP rose from 15 percent to 19 percent. The ratio of the public sector deficit to M2 was 53 percent, and the ratio of public sector deficit to M2Y was 27 percent. The ratio of the public sector deficit to the change in M2 reached 96 percent. In other words, the public sector borrowing requirement was approximately equal to the TL resources created by the financial system.




















Public Sector-Financial System (percentage)





						1990	1993  1994  1995  1996*


Domestic savings/GNP			  24	  22	 20	21	21


Public sector deficit/GNP			    7	  12	   8	  6	10


Public sector deficit/M2			  43	  90	 52	33	53


Public sector deficit/M2Y			  34	  48	 26	16	27


Public sector deficit/Change in M2	131	272	 94	64	96


Public sector deficit/Change in M2Y	  98	109	 45	60	51


M2/GNP					  17	  13	 16	17	19


M2Y/GNP					  22	  25	 31	34	37


CB advances/Public sector deficit	    1	  16	 16	16	11


CB advances/Budget deficit		    3	  40	 34	30	19


T. bills+G. bonds/GNP			    7	  13	 14	15	19


T. bills+G. bonds (in cash basis)/GNP	    6	    7	   9	10	14


Outstanding public debt/GNP		  43	  45	 58	47	49


T. bills+G. bonds/M2			  41	  95	 90	90      100


T. bills+G. bonds/M2Y			  32	  50	 45	44	51


* Estimate





The amount of advances used in financing the budget deficit reached USD 2.1 billion, by increasing 33 percent. In this way, 19 percent of the budget deficit was financed by Central Bank advances. In 1996, the amount of usable advances from the Central Bank was 10 percent of the difference between the current year’s and the previous year’s budgetary expenditures, which was about USD 3.0 billion. However, as in the case of the previous years, the short term advance limit was expanded to USD 3.5 billion together with the additional budget. In spite of the additional budget, because of the restricting effect of the new legal arrangement, the ratios of Central Bank advances to the budget deficit and to the cash deficit were lower than those of the previous years. The relative contraction of the use of advances helped the control of the growth of the Bank’s domestic assets.
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Monetary Policy





The Central Bank announced that priority in monetary policy would be given to the establishment and maintenance of stability in the financial markets. A relative decline in the interest rates was achieved without causing fluctuations in the markets. The Central Bank, announcing reserve money as the main variable, stated that its primary objective would be the reduction of uncertainty in the markets. The Bank also underlined its aim of maintaining stability in the foreign exchange market and that of parallel movement of the exchange rate and inflation.





Short after the elections, in spite of the increase in the interest rates and shortening of maturities, the Treasury met its growing borrowing requirements from the markets. The Treasury was able to roll-over its maturing debt and to issue securities, albeit at a limited extent, in foreign markets. However, the available amount of the Central Bank sources was restricted. These developments helped calming the markets and the demand for TL increased. With the elimination of political uncertainties, portfolio preferences that had changed in favor of foreign currency during the election, shifted again towards TL.



































Balance Sheet of Central Bank (USD Million)





			1995				   1996


		       December       March            June	September    December*


Assets			


Net foreign assets      2,286        2,446	       4,279	     5,684	   5,814


Net domestic assets   8,555        5,079	       4,344	     4,874	   5,860


   Domestic credits      8,807        5,786	       5,321	     6,130	   7,460


      Public Sector        8,588        5,674	       5,209	     6,056	   7,386


         Advances         3,227        2,419	       1,312	     1,712	   3,274


      Banks	               202	           112	          112	          74	        74


   Others	              -235	          -716	        -986	    -1,256	  -1,591


Total		          10,840	        7,525	       8,623	   10,558	 11,674


Liabilities


Reserve money         5,765        3,553	       4,242	     5,163	   5,749


Monetary base          6,034	        3,981	       4,484	     4,828	   5,767


CB money	            6,269	        4,111	       4,642	     5,014	   5,972


TL liabilities	            8,000	        5,656	       6,456	     7,925	   8,418


Domestic liabilities   10,840        7,525	       8,623	   10,558	 11,674


* As of December 27


Source: Central Bank





During the first six months, the Central Bank’s net foreign assets increased and the net domestic assets declined sharply. In other words, the Central Bank created money via purchasing foreign currency. As a matter of fact, the Central Bank’s net foreign assets increased from USD 2,286 million to USD 4,279 million while net domestic assets declined from USD 8,555 million to USD 4,344 million. During this period, the advances used by the Treasury declined to USD 1,312 million by decreasing USD 1,915 million, and credits extended to the public sector by the Central Bank amounted to USD 5,209 million by decreasing USD 3,379 million.





During the first half, the Central Bank money amounted to USD 4,642 million by decreasing USD 1,392 million, and reserve money amounted to USD 4,242 million by decreasing USD 1,523 million. The money created by foreign exchange transactions reached USD 1,957 million, while the money created by TL transactions decreased by USD 3,584 million. During this period, the Central Bank reserves approached to its pre-election level of USD 16 billion by rising more than USD 3 billion.
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The positive developments in the Central Bank’s balance sheet which took place in the first half slowed down relatively in the second half. In line with the increase in the credits demanded by the Treasury, net domestic assets expanded again whereas the rise in net foreign assets slowed down. In conjunction with the preference of financing the extra personnel expenditures with the Central Bank advances, the amount of advances reached the legal limit at the beginning of the second half of the year. The Central Bank controlled liquidity through open market operations to maintain the stability in the markets.





Interest Rates*, Foreign Exchange Rates, Inflation





				1995			       1996	


			     December     March   June   September	December


G. bonds			   -		   -	      -	         -		    125


Treasury bills		 	200		144	   124	       128	    122


Deposits (3-month)		107		104	    98	         98	      95


O/N interest rate**		188		146	    94 	       109	    109


TL/USD ***			  54		  69	    86	         87	      81


TL/DM***			  73		  59	    69	         74	      68


Inflation (WPI)***		  65		  65	    76	         80	      85


* End of period annual compounded net interest rate


** Monthly average 


*** 12-month percentage change





Overnight interest rates, which declined rapidly in the first half, rose slightly in the second half. The Central Bank raised the average overnight interest rate again to 75 percent (compounded 109 percent) which had dropped to 66 percent (compounded 94 percent) in June from its 106 percent level (compounded 188 percent) in December 1995. In the second half, the overnight interest rates remained around 75 percent (compounded 109 percent).





Central Bank money increased by USD 1,330 million in the second half of the year. While the money created through TL transactions was USD 1,656 million, foreign exchange transactions had a contractionary effect of USD 326 million. During the second half, credits extended by the Central Bank to the public sector expanded by USD 2,177 million. In 1996, Central Bank money decreased from USD 6,034 million to USD 5,972 million and reserve money remained almost the same.





Analysis of Central Bank Money (USD Million)





			    1995			          1996	


			December	        March     June   September    December*


Fx transactions	 -1,529		-540	   428	       251	      102


TL transactions	  7,798	         4,660	4,214	    4,763	   5,870


CB money		  6,269	         4,111	4,642	    5,014	   5,972


  OMO			     269	            428	   242	      -335	        28


* As of December 27





In contrast to the first half, the Central Bank provided liquidity to the market by open market operations from time to time during the second half. Also unlike the first half, the Treasury reduced its borrowing from the market, redemptions exceeded borrowings. The most important factor affecting the rise in liquidity was the increase in the Treasury’s use of the Central Bank advances for financing its spendings notably in the last months. Part of the increased liquidity was withdrawn by the Central Bank through open market operations while the remaining increased demand for foreign currencies due to inflationary expectations. Meanwhile, a change in the tax law in 1994 which brought in declaration of interest income on securities and deposits, starting from 1st of January 1997, channeled the funds on repos and deposits to foreign currencies. Additionally, international rating institutions’ announcement of negative outlook of the economy affected market expectations negatively.





During the last quarter, the Treasury financed part of its funding needs through the foreign exchange accounts held at the Central Bank. The Treasury borrowed USD 2 billion from the banking system in September and November via foreign exchange denominated bonds. Additionally, a USD 1 billion was borrowed through the deposit scheme which offered duty free import privileges. These funds were also used in the redemption of external debts. This eased the pressures on the exchange rates and interest rates.





Central Bank Foreign Currency Reserves (USD Billion)





			      1995				    1996


			Sept.	  Dec.	           March    June                Sept.    Dec.


Foreign assets	18.8	  15.3		16.5	    18.5	       19.9     19.2


   Fx reserves	16.2	  12.7		13.9	    15.9	       17.3     16.5


Fx liabilities		16.4	  16.9		18.0	    18.1	       19.8     19.0


   Foreign liabilities	11.8	  12.2		12.8	    12.8	       13.2     13.2


   Domestic liabilities  4.6	    4.7		  5.2	      5.3	        6.6        5.8


Fx position		  2.4       -1.6		-1.5	      0.4	        0.1        0.2





The Central Bank’s foreign currency reserves declined in the last quarter of the year due to the rise in demand for foreign currencies and external debt repayments. Thus, the improvement in the Central Bank’s net Fx position ceased. In fact, foreign currency reserves which reached USD 15.9 billion in June from USD 12.7 billion in December 1995, amounted to USD 18 billion in the second week of December after the Treasury’s foreign exchange denominated borrowing from the banks, but declined to USD 16.5 billion at the end of the year. The Central Bank’s net Fx position rose from USD -1.6 billion at the end of 1995 to USD 400 million at the end of June, and amounted to USD 200 million by the end of the year. 





Central Bank Foreign Currency Reserves and Foreign Exchange Position 


(USD Billion)


� EMBED Word.Picture.6  ���





Monetary Developments 





The growth pattern of the reserve money in 1996 reflected the Central Bank’s policy of monetary growth parallel to inflation. The growth in reserve money stayed considerably behind the inflation rate in the first half, but accelerated in the second half. On the other hand, the broad money supply, M2 (money in circulation, demand deposits and time deposits) and M2Y (M2 and foreign exchange deposits), grew rapidly in real terms throughout the year.





























Monetary Aggregates





			         USD Billion         	         Annual Per. Change


				   1996			1994	1995	1996


M1				  7,730			  -31	  20	 16


   Demand deposits		  4,437			  -36	  23	 28


M2				26,064			  -15	  36	 22


   Time deposits		18,325			    -2	  45	 24


M2Y				51,207			  -11	  40	 16


   Fx positions		25,143			    -8	  43	 10





The money multiplier for M2 rose from 3.5 to 4.4. During the first nine months, M1 followed the growth in reserve money; but showed an unusual trend independent from the growth in reserve money in the last three months. The establishment of central cash management in the public sector is likely to cause a jump in M1 in the last three months as the central cash management forced the public enterprises to transfer their funds in repos to demand deposits. 





The broad money supply M2 reached USD 26.1 billion, by increasing 22 percent and M2Y reached USD 51.2 billion by increasing 16 percent. The ratio of foreign exchange deposits to M2Y remained nearly the same, and even showed a modest decline from 52 percent at the end of 1995 to 49 percent at the end of 1996.





M2 and M2Y


As percentage of GNP


� EMBED Word.Picture.6  ���





The high level and the stability of return on TL denominated financial assets affected positively the demand for TL. Thus, the pressure on the exchange rates resulting from the portfolio preferences declined. The change in the portfolio preferences was reflected in the breakdown of financial assets as a decline in foreign exchange accounts and as an increase in the share of government securities. However, the share of foreign exchange accounts in total financial assets remained considerably high. The short term maturity structure of deposits, government securities and repos indicate that investors may easily shift from TL denominated financial assets to the foreign currency in case of a worsening expectations. 





Financial Assets (percentage)





		          Percentage Share in Total     As Percentage of GNP


			1990   1994   1995   1996*	   1990   1994   1995  1996*


Cash			10	  5	  5	  4	      3	    3	   3	  2


TL deposits		44	27	26	28	    15	  14	 14       17


Fx deposits		15	32	33	30	      5	  16	 18	18


Securities		31	36	36	38	    10	  18	 20	22


   Private		12	  7	  7	  6	     4	   4	   4	  4


   Public		19	29	29	32	     6	 14	 16	18


Total		         100      100    100    100	   33	 51	 55	59


* Estimate





Additionally, the vitality in the economic activity during the year also had a positive impact on demand for money which grew more than the nominal GNP. Accordingly, the ratio of M2 to GNP rose to 19 percent while the ratio of M2Y to GNP reached 37 percent. When repos are included, the ratio of M2 to GNP rose to 23 percent. 





Monetary Ratios (percentage)


					          1994	          1995	          1996


Fx deposits/M2Y				50		52		49


TL deposits/Total deposits			46		46		49


Demand TL deposits/Total TL deposits	28		23		24


Demand Fx deposits/Total Fx deposits	26		27		25


M2/GNP					16		17		19


M2Y/GNP					31		34		37





In 1996, the total deposits grew by 21 percent. The rate of increase was 29 percent in TL deposits and 10 percent in Fx deposits. The ratio of TL deposits to total deposits stop declining and even began to climb, albeit slowly. The share of the demand deposits in TL deposits declined during the first nine-month period, but rose in the last three months due to the transfer of the repos to demand deposits following the establishment of the central cash management. When demand deposits are included, 73 percent of the total deposits are concentrated in 3-month and shorter maturities. The maturity structure of the foreign exchange deposits was longer than that of TL deposits.





Maturity Structure of Deposits (percentage)





		      TL Deposits	    Fx Deposits	         Total 


		1990	1995	1996	1990	1995  1996	1990  1995  1996


Demand	 39	  23	  27	  25	  27	25	  35	25      26


Time		 61	  77	  73	  75	  73	75	  65	75      74


   1-month	  8	  21	  20	  17	  14	13	  10	17      17


   3-month	 21	  30	  28	  18	  33	32	  32	32      30


   6-month	 15	  21	  20	  11	    9	10	  11	15      16


  12-month	 18	   5	    5	  29	 17	20	  17	11      11





The share of the saving deposits in total TL deposits reached 64.3 percent by increasing approximately 4 percentage points. The share of the commercial deposits declined from 17.7 to 15.3 percent, while that of the public sector deposits increased from 3.5 to 6.1 percent.





  Composition of TL Deposits by Types (percentage)





				1993	1994	1995	1996


Savings deposits		49.0	57.6	60.9	64.3


Certificates of deposit	  1.2	  0.9	  0.8	  0.4


Public sector deposits	  4.7	  3.9	  3.5	  6.1


Commercial deposits	22.3	18.7	17.7	15.3


Others			22.8	18.9	17.1	13.9





Parallel to a rapid growth in the deposits, total loans by commercial banks increased at a rate of 18 percent. However, the foreign exchange and/or foreign exchange denominated credits (foreign exchange loans) rose faster than TL loans. As a matter of fact, the growth in the foreign exchange loans was 43 percent, while TL loans grew at almost the same of inflation. The share of the foreign exchange loans in the total commercial banks’ loans increased from 37.2 percent to 44.9 percent. When the Central Bank’s direct loans and the development and investment banks’ loans are included, total loans increased by 17 percent.





Total Deposits and Loans (USD Billion)





				  1996			Percentage Change


				December		1994	1995	1996


Total deposits		49,375		 -11	42	18


   TL deposits		24,241		 -15	40	29


   Fx deposits			25,143		  -8	43	10


Credit stock			30,724		  -32	50	17


   Commercial bank loans	25,822		  -52	73	18


      TL 			14,223		  -60	88	  4


      Fx				11,600		  -33	52	43


   Dev. and invest. banks	  1,619		  -29	10	24


   Central Bank 		  3,293		  -34  -15	  1


Source: Central Bank





The ratio of commercial banks’ loans to total deposits remained unchanged with 52 percent, while the ratio of TL loans to TL deposits declined to 59 percent from 73  percent. 





Foreign Trade





The foreign trade volume continued to grow rapidly in 1996 following a sharp decline in 1994 due to the notably contraction in the economy. Imports increased by 19 percent to USD 42.5 billion, while exports grew by 6 percent and, amounted to USD 23.1 billion. Accordingly trade deficit widened to USD 19.4 billion up from USD 14 billion. The rates of increase in both exports and imports slowed down, but imports grew faster than exports. While the ratio of exports to GNP remained approximately unchanged, the ratio of imports to GNP rose to 23.2 percent from 21 percent.





Foreign Trade





					1993	 1994	  1995	 1996


Exports (USD billion)		15.3	  18.1	  21.7	  23.1


Imports (USD billion)		29.4	  23.3	  35.7	  42.5


Foreign trade deficit (USD billion)	14.1	    5.2	  14.0	  19.4


Exports/Imports (per.)		52.0	  78.0	  61.0	  54.0


Exports/GNP (per.)			  8.0	  14.0	  13.0	  12.6


Imports/GNP (per.)			16.0	  18.0	  21.0	  23.2


Export price index		         104.0	100.0	114.0	112.0


Import price index			99.0	100.0	117.0	117.0








The real value of TL against the USD remained almost the same, but increased against the DM. The appreciation of TL against the currencies of the European Union countries, albeit only modestly, and continuing abolition of duties on the imports from these countries, in accordance with the Customs Union Treaty, affected the increase in imports. However, the most important factor increasing imports was the strong expansion in domestic demand. Compared to December 1995, the real exchange rate index stayed around 100 for the TL/USD and fell to 95 for the TL/DM indicating appreciation of TL.
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Imports from the OECD countries increased by 24 percent. Imports from the EU countries grew faster than total imports while the increase in exports to these countries was behind that of total exports.








Foreign Trade by Country Groups





			          Imports			  Exports


		        USD      Annual      Per. 	USD	  Annual       Per.


		        Billion  Per. Chg.    Share	Billion  Per. Chg.   Share


OECD members	29	 24		69	14		  6	  61


  EU			22	 32		53	11		  4	  50 		


  EFTA		 1	 37		 3	0.3		 17	    2		


  Other OECD	 6	 -4		13	2		 17	    9


Non-OECD mem.   13	 10		31	9		  8	  39


  Europe		4	-14		 9	4		  8	  17


  Africa           	2	 46		 5	1		  9	    5	


  America	            0.6	 -1		 1	0.1		  4	   1		


  Middle East		3         22		 8	2		  7	   9


  Others		3	17		 8	2		11	   8


Total			42	19		100  23		  7	100		


Source: The State Institute of Statistics





Germany, Italy, the United Kingdom, USA, France, the Russian Federation, Saudi Arabia, the Netherlands, and Japan had the largest share in the foreign trade volume. By commodity groups, raw materials and investment goods are dominant in imports, while raw materials and consumption goods constitute the bulk of exports. The raw materials had a share of 53 percent in total imports and a share of 26 percent in total exports. The share of the investment goods in imports was 31 percent, while that of the consumption goods was 17 percent. By sectors, on the other hand, 87 percent of exports and 83 percent of imports are composed of industrial products.





Foreign Trade by Commodity Groups





			          Imports			         Exports


		        USD      Annual     Per.        USD            Annual             Per.


		        Billion  Per. Chg.  Share     Billion         Per. Chg.        Share


Investment goods	 13	 25		31	  4		13		  17


Consumption goods   7	 50		16	13		  4		  57


Raw materials	 23	   9		53	  6		  9		  26	 


Total		            43	19	         100	23		  7	          100	





Balance of Payments and Outstanding External Debt





The current account deficit grew from USD 2.3 billion to USD 4.4 billion. As a result, the ratio of the current account deficit to GNP rose from 1.9 percent to 2.4 percent. The foreign trade deficit was likely to reach USD 18.5 billion while the invisible accounts gave a surplus of  about USD 14 billion. Tourism revenue with the largest share in the invisible accounts reached almost USD 6 billion, while the workers’ remittances reached USD 3.5.











Current Account Balance (USD Billion)





					   1993 	1994	1995	 1996


Foreign trade		         		   -14.2	 -4.2	-13.2    -18.5


Invisible accounts revenue		    11.8	11.7	 16.1	  20.5


   Tourism revenue			      4.0	  4.3	   5.0	    5.7


   Interest revenue		                 1.1	  0.9	   1.5	    1.6


   Others				      6.7	  6.5	   8.7	  13.3


Invisible accounts payments 	      7.9	  7.9	   9.7	  10.9


   Tourism				      1.0	  0.9	   0.9	    1.3


   External debt interest payments      3.6	  3.9	   4.3	    4.2


   Others				      3.3	  3.1	   4.5	    5.4


Transfer revenue			      3.9	  3.0	   4.3	    4.2


   Workers’ remittances		      2.9	  2.6	   3.3	    3.5


   Others				      1.0	  0.4	   1.0	    0.8


Current account balance		     -6.4	  2.6	  -2.3	    4.4


Current account balance/GNP (per.) -3.5	  2.0	  -1.9	   -2.4


Source: Central Bank





The current account deficit was financed through capital inflows. The net capital inflows reached USD 10 billion, about twice as much relative to the previous year. Approximately more than one half of the capital inflows was in the form of short term capital inflows. Commercial banks’ foreign currency reserves declined due to investment in foreign exchange denominated bonds issued by the Treasury. Meanwhile, short term external borrowing by banks continued to increase albeit at a slow rate. The direct capital inflows fell down, but the Treasury’s bond issuing increased. In contrast to the net repayment in 1995, there was a net use of long term loans in 1996.





Current Account Balance, Financing and Reserve Changes (USD Billion)





					1993	1994	1995	1996


Current balance			-6.4	  2.6	 -2.3	 -4.4


Capital movements			 8.7	-4.2	  4.7	 9.7


   Long term


     Direct investment		 0.6	  0.6	  0.8	 0.6


     Portfolio investments		 3.9	  1.2	  1.7	 0.6


     Other long term			 1.4	 -0.8	 -0.1	 1.6


   Short term				 3.1	 -5.1	  2.3	 6.9


Net errors and omissions	           -2.2	  1.8	  2.3	 0.8


Reserve changes		 	 0.3	  0.2	  4.7	 4.5


  IMF					  -	  0.3	  0.3	 0.0


  Official reserves			 0.3	  0.5	  5.0	 4.5


Source: Central Bank





Meanwhile, the change in the official reserves was higher than the difference between the capital inflows and the current deficit. The net errors and omissions account amounted to USD -0.8 billion. The Central Bank’s foreign currency reserves reached USD 16.5 billion as a result of the capital inflows and the net errors and omissions accounts. The reserve level at the end of 1996 was the highest year-end level ever reached.
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Outstanding external debt increased by 9 percent and reached USD 79.8 billion, 43 percent of GNP. Since the entire external debt stock is expressed in USD, there was a USD 2.9 billion reduction in the outstanding external debt due to appreciation of USD in the international markets.
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Parity changes in the international markets had a positive impact on debt stock resulting a USD 4.4 billion decline in 1996. Short term outstanding debt rose by 31 percent and its share reached 25.7 percent from 21.4 percent, while medium and long term debt increased only by 2.6 percent amounting to USD 59.3 billion.





	Outstanding External Debt (USD Billion)





				1993	1994	1995	1996


Medium and long term	48.8	54.3	57.8	59.3


   Public			42.9	48.2	50.2	48.8


   Private			  5.9	  6.1	  7.6	10.5


Short term			18.5	11.3	15.7	20.5


   CB				  0.7	  0.8	  1.0	  1.0


   Banks			11.1	  4.7	  6.7	  8.5


   Other sectors		  6.7	  5.8	  8.0	11.0


Total				67.3	65.6	73.3	79.8


Total/GNP (per.)		   37	   50	   43	   43





Public sector external debt (excluding Central Bank and state-owned banks) representing 61.1 percent of the total, accounted for the bulk of the total medium and long term outstanding debt. The ratio of public sector external debt to GNP dropped to 26.5 percent from 29.5 percent in 1995. Short term outstanding debt of non-bank institutions increased by 37.5 percent to USD 11 billion, 54 percent of the short term debt, while that of banks rose by 28 percent to USD 8.5 billion. By creditors, USD 8.1 billion of the medium and long term debt was obtained from the international institutions and USD 20 billion from the OECD countries. Outstanding bonds issuing and private debt stock amounted to USD 14.9 billion and USD 10.7 billion, respectively. 75 percent of short term outstanding debt was obtained from private creditors while the remaining came from commercial banks. �
The Turkish Banking System in 1996





Performance and the Developments Affecting the Performance in 1996





The Turkish banking system realized a high growth performance in 1996. The economic crisis in 1994 caused a contraction in the system, but a high real growth was achieved in 1995. This high real growth trend continued in 1996. The most important reasons behind this improvement were the high growth performance of the economy, maintenance of stability in the financial markets, high demand for TL denominated financial assets due to the positive real interest rates, the slow decline in foreign exchange demand, and the real appreciation of TL.





The  source of growth in the system was deposits, the traditional main source of funds. On the other hand, external borrowing and the maintenance of foreign exchange short positions  also affected the growth performance positively. 





In 1996, total loans extended by the Turkish banking system grew rapidly and the share of loans in total assets increased. The faster growth of foreign exchange loans with respect to TL loans was also a noticeable development.





Nearly half of the consolidated balance sheet of the Turkish banking system consisted of foreign exchange denominated items. This limited banks’ activities in TL terms because of the foreign exchange rate risk.





Although a positive development occurred in 1996 in favor of TL denominated financial assets in economic units’ portfolio preferences, the negative effect of high inflation on expectations affected the maturity structure negatively. The maturity of funds concentrated on very short terms. This was reflected on the asset structure and the loans were extended in short terms. However, the maturity of government securities was extended. The repo transactions that contribute to the liquidity of the system had very short maturities. Therefore, the banking system undertook an interest rate risk for its securities portfolio.





Another development that influenced the foreign exchange liquidity of the banking system was the foreign exchange denominated bonds that were issued by the government in the last three months of the year. The total amount of such bonds with 3- year maturity was USD 2 billion.





Nominal interest rates on government securities declined sharply in 1996 and decreased to the pre-election level of 1995. On the other hand, the real interest rates stayed at high levels. In addition to the political developments, the factors that affected the interest rates for TL funds were the increase in the public sector borrowing requirements, the use of Central Bank sources to finance the budget deficit, the growth in domestic demand based on consumption, and high levels of inflation.





The Government promoted the super foreign exchange accounts with the Central Bank and introduced duty free import accounts  with one year maturity and very high interest rates . These caused a rise in the interest rates of the foreign exchange deposits.





The reserve requirement ratio and the liquidity ratio remained at high levels, increasing the cost of funds and limiting the amount of usable funds. In addition to that, the resource utilization support fund, the banking and insurance transaction tax, the foreign exchange spending tax affected both the transaction cost and the competitiveness of the banks negatively. In 1996, some regulations on reserve requirement and liquidity ratios were made, but those changes did not cause any improvements on the cost of funds. The reserve requirement ratio decreased by 1 percentage point to 8 percent for TL deposits, and to 11 percent for foreign exchange deposits with a decline of 2 percentage points.





The liquidity ratio for TL deposits was increased from 3 percent to 6 percent, while this ratio stayed at the same level for foreign exchange deposits at 3 percent. The liquidity ratio on non-deposit TL funds rose to 14 percent, but the same ratio for non-deposit foreign exchange funds did not change and stayed at 14 percent.





The most important change regarding the resource utilization support fund was the inclusion of deposits accepted by domestic banks on behalf of their subsidiaries and branches in other countries and foreign banks under the “credit definition”. Such funds were thus subjected to a 4 percent resource utilization support levy together with other loans obtained from abroad with a maturity of one year or less.





A central cash management system for the state economic enterprises was established  in October. The funds of the state enterprises were transferred from time deposits to demand deposits in the public sector banks. These funds which were previously recorded as repos among off-balance sheet items were carried into the balance sheet and this affected the growth of the balance sheet.





Analysis of Balance Sheet





Assets and Liabilities





The Turkish banking system achieved a considerably higher growth rate compared to the overall growth rate of the economy in 1996. Total assets of the banking system grew by 22 percent, increasing from USD 68.4 billion  to USD 83.3 billion, and the ratio of total assets to GNP reached  59 percent up from 54 percent in 1995.
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Total Assets by Groups





�
USD Billion�
�
�
�
1994�
1995�
1996�
�
 �
�
�
�
�
�
State-owned banks�
�
20.5�
25.8�
31.9�
�
Privately-owned banks�
�
25.7�
35.6�
43.9�
�
Foreign banks�
�
1.3�
2.0�
2.5�
�
Dev. and invest. banks�
�
4.2�
5.0�
5.0�
�
Total�
�
51.6�
68.4�
83.3�
�



All banking groups, except the development and investment banks, grew faster than the sector average. Total assets of both state-owned banks and the privately-owned banks grew by 20 percent in real terms. The growth rate of foreign banks was highest among all the groups with 21 percent, whereas total assets of development and investment banks contracted by 3 percent. Consequently, the share of the state-owned banks and of privately-owned banks in total assets, increased both by 1 percent to 38 percent and 53 percent, respectively. The share of the foreign banks in total assets remained unchanged at 3 percent and the share of the development and investment banks declined by  2 percentage points to 6 percent.





Market Share of Groups in Total Assets (percentage)





�
1994�
 1995�
1996�
�
�
�
�
�
�
State-owned banks�
40�
37�
38�
�
Privately-owned banks�
50�
52�
53�
�
Foreign banks�
2�
3�
3�
�
Dev. and invest. banks�
8�
8�
6�
�



Meanwhile, the share of large banks in total assets continued to decline in 1996. The share of the five largest banks in terms of assets decreased from 48 percent in 1995 to 46 percent in 1996; the share of the ten largest banks declined from 71 percent to 69 percent. This trend showed that small and medium size privately-owned banks continued with the high growth policy based on deposits as in the previous year and increased their market share. For that reason the share of both the five largest banks and the ten largest banks in total deposits declined 1 percent to 52 percent and 72 percent respectively.





Concentration in Commercial Banks (percentage)





�
1994�
1995�
1996�
�
Five largest banks�
�
�
�
�
Assets �
50�
48�
46�
�
Deposits�
56�
53�
52�
�
Loans�
48�
50�
46�
�
Ten largest banks�
�
�
�
�
Assets�
73�
71�
69�
�
Deposits�
82�
73�
72�
�
Loans�
76�
75�
72�
�



As in 1995, deposits were the main source of growth in 1996. Although remained at a limited level compared to 1993, external borrowing also increased. The rise in the demand for TL financial assets, affected the distribution of deposits between TL and foreign exchange, and TL deposits increased  faster than the foreign exchange deposits.





Total deposits increased by 29 percent from USD 44 billion to USD 57 billion. The share of deposits in total liabilities rose from 65 percent to 69 percent. As a result of the higher growth rate of TL deposits than foreign exchange deposits, the share of TL deposits in total deposits increased from 45 percent to 49 percent.





The growth rate of deposits of the state-owned banks was above the sector average. While deposits of the state-owned banks increased by 31 percent and amounted to USD 25 billion, deposits of the privately-owned banks increased by 27 percent to USD 31 billion.





Market Share of  Groups in Total Deposits (%)





�
1994�
1995�
1996�
�
State-owned banks�
44�
43�
44�
�
Privately-owned banks�
55�
54�
53�
�
Foreign banks�
1�
3�
3�
�
Total�
100�
100�
100�
�



The share of demand deposits in total deposits was 26 percent, while the share of time deposits was 74 percent.

















Selected Liabilities of the Banking System





�
TL


Trillion�
USD


Billion�
Per.Chg.


TL


�
Per.Chg.


USD�
Per.


Share�
�
�
�
�
�
�
�
�
Deposits�
6,146�
57�
131�
29�
69�
�
  TL�
3,031�
28�
153�
41�
34�
�
  Fx�
3,115�
29�
112�
21�
35�
�
Non-Deposits Funds�
1,274�
12�
117�
20�
14�
�
  TL�
282�
3�
48�
-17�
3�
�
  Fx�
992�
9�
150�
39�
11�
�
Other Liabilities�
998�
9�
67�
-10�
11�
�
Shareholders’ Equity�
541�
5�
115�
20�
6�
�
Total Liabilities�
8,959�
83�
118�
22�
100�
�
  TL�
4,687�
43�
119�
22�
52�
�
  Fx�
4,272�
40�
117�
21�
48�
�



The total non-deposit funds, which constituted 14 percent of total liabilities, increased by 20 percent in dollar terms. Fx non -deposit funds grew at a faster rate than TL non- deposit funds and external borrowing played a significant role in this growth. External borrowing increased by 59 percent, from USD 3.2 billion to USD 5.1 billion.
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The shareholders’ equity of the banking system increased by 22 percent from USD 4.1 billion to USD 5 billion. Despite the real increase in paid-in capital, a relatively low rate of growth in reserves and revaluation fund, as well as accumulated losses resulted in a limited increase in shareholders’ equity. Therefore, the ratio of shareholders’ equity and net income to total assets remained unchanged at 8.9 percent. This ratio, stayed approximately at 11.3 percent in the case of privately-owned banks and at 14.2 percent in the case of foreign banks. The most remarkable increase in this ratio was realized in the case of development and investment banks. Due to a decrease in accumulated losses and increases in paid-in capital, the ratio rose from 7.1 percent to 12 percent.





Shareholders’ Equity





USD Billion�
�
 �
�
1994�
1995�
1996�
�
Paid-in capital�
�
1.8�
2.3�
2.7�
�
Reserves�
�
0.5�
0.7�
0.8�
�
Revaluation Fund�
�
1.1�
1.5�
1.6�
�
Loss�
�
0.3�
0.4�
0.1�
�
    Current year�
�
0.3�
0.2�
0.0�
�
    Previous year�
�
0.0�
0.2�
0.1�
�
Total shareholders’ equity�
�
3.2�
4.1�
5.0�
�



43 percent of the funds provided through deposits and non-deposit liabilities were allocated to loans. The economic growth in 1996 affected the loan demand positively and the total loans of the banking system rose by 23 percent reaching USD 36 billion.  Fx denominated and/or indexed loans grew at a higher rate than TL loans and their share in the total increased from 46 percent to 49 percent.





The highest increase in loans was in privately-owned banks with 36 percent growth rate, followed by foreign banks with 14 percent. The total loans of the state owned banks increased by 10 percent and of development and investment banks by 11 percent. Accordingly, the share of banking groups in total loans changed as compared to the previous year. While the share of privately-owned banks increased from 48 percent to 53 percent, the share of state-owned banks declined from 39 percent to 35 percent. The share of foreign banks and the share of development and investment banks remained the same at 2 percent and 10 percent, respectively.





Bank Loans


�
Loans


(USD


Billion)�
Loans/Deposits


(As percentage)�
Loans/Total assets


(As percentage)�
�
State-owned banks�
12.6�
50�
39�
�
Privately-owned banks�
19.1�
63�
44�
�
Foreign banks�
0.6�
43�
25�
�
Dev. and invest. banks�
3.6�
-�
71�
�
Total�
35.9�
63�
43�
�












Non-performing loans of the banking system declined in real terms from USD 803 million to USD 708 million. Accordingly, the ratio of non-performing loans to total loans decreased from 2.8 percent to 2 percent. The banking system provisioned 61 percent for non-performing loans.





Non-Performing Loans





USD Billion�
�
�
�
1994�
1995�
1996�
�
Non-performing loans�
�
0.8�
0.8�
0.7�
�
Provisions�
�
0.4�
0.5�
0.4�
�
Non-performing loans (net) �
�
0.4�
0.3�
0.3�
�
Non-performing loans/Total loans(per.)�
�
4.1�
2.8�
2.0�
�
Non performing assets/Total assets(per.)�
�
0.7�
0.5�
0.3�
�



The ratio of non-performing loans to total loans declined from 3 percent to 2.4 percent in the state-owned banks, from 1.8 percent to 1.6 percent in the privately-owned banks, from 3.1 percent to 2.4 percent in the foreign banks and from 6.2 percent to 2.5 percent in the development and investment banks.





The share of the liquid assets in total assets remained approximately the  same at 36 percent. The highest rate of increase in liquid assets was realized in the securities portfolio, which increased by 74 percent reaching USD 12.6 billion. 62 percent of the securities portfolio consisted of treasury bills and bonds. While the share of T-Bills and bonds declined, the share of equities and corporate bonds increased from 33 percent to 38 percent.





As for the banking groups, the highest increase in the securities portfolio was in the foreign banks and the share of the securities portfolio in their total assets rose from 13 percent to 24 percent. The securities portfolio of the state-owned banks grew by 100 percent and its share in total increased from 10 percent to 17 percent. While the same ratio increased from 12 percent to 15 percent in the privately-owned banks, declined from 5 percent to 4 percent in the development and investment banks.





Dues from banks which constituted of 37 percent of liquid assets, increased only slightly to USD 10.2 billion. Meanwhile, the foreign exchange portion of dues from banks, which has a share of 74 percent in liquid assets, remained at a level lower than the level of 1995 with USD 7.5 billion.


 


The share of liquid assets in total assets was 61 percent in the foreign banks, 38 percent in the privately-owned banks, 35 percent in the state-owned banks and 14 percent in the development and investment banks.














Selected Assets of the Banking System





�
TL


Trillion


�
USD


Billion


�
Per.Chg.


TL�
Per.Chg.


USD�
Per.


Share�
�
�
�
�
�
�
�
�
Liquid Assets�
3,262�
30�
115�
20�
36�
�
  TL�
1,358�
12�
114�
20�
14�
�
  Fx�
1,905�
18�
116�
21�
22�
�
Loans�
3,860�
36�
121�
24�
43�
�
  TL�
1,983�
18�
113�
19�
22�
�
  Fx�
1,877�
18�
131�
29�
22�
�
Permanent Assets�
657�
6�
111�
18�
7�
�
   Non-performing Loans (Net)�
30�
0.3�
43�
-20�
1�
�
   Equity Participation�
184�
2�
207�
71�
1�
�
   Fixed Assets �
443�
4�
93�
7�
5�
�
Other Assets�
1,180�
11�
121�
22�
13�
�
Total Assets�
8,959�
83�
118�
22�
100�
�
  TL�
4,961�
46�
113�
19�
55�
�
  Fx�
3,998�
37�
125�
25�
45�
�



The equity participation and affiliated companies item grew by 70 percent from USD 1 billion to USD 1.7 billion and their share in total assets rose to 2 percent. Fixed assets increased slightly to USD 4 billion, however their share in total assets declined from 5.6 percent to 4.9 percent. Consequently, the share of permanent assets which consists of non- performing assets, equity participations, affiliated companies and fixed assets, declined slightly from 7.6 percent to 7.3 percent.
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The net working capital of the banking system improved as result of the rapid increase in both the paid-in capital and the net income and the relatively slower increase in permanent assets. The ratio of net working capital to total assets increased from 1.4 percent to 1.6 percent. As for the groups, the same ratio was -4.1 percent in the state-owned banks, 4.7 percent in the privately-owned banks, 9.5 percent in the foreign banks and 6.7 percent in the development and investment banks.





Foreign Exchange Position





The foreign exchange position of the banking system, which contracted due to the economic crisis in 1994, started to rise in 1995 parallel to the positive real interest rates, reaching USD 3.1 billion . However, because of the sharp increase in foreign exchange denominated and/or foreign exchange indexed loans, the foreign exchange short position of the system decreased to USD 2.5 billion in 1996.


 


FX Positions of Banks





�
1994�
1995�
1996�
�
FX Assets ( per.)�
45�
43�
45�
�
FX Liabilities (per.)�
47�
48�
48�
�
FX Positions (USD Billion )�
-0.8�
-3.1�
-2.5�
�



While the share of FX liabilities in total liabilities remained constant at 48 percent,  the share of FX assets increased by 2 percent to 45 percent.
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FX Positions of Groups





USD Billion �
�
As Percentage of Total Assets�
�
�
1994�
1995�
1996�
�
1994�
1995�
1996�
�
�
�
�
�
�
�
�
�
�
State-owned banks�
0.1�
-0.3�
0.1�
�
0,5�
1,2�
0,5�
�
Privately-owned banks�
-0.8�
-2.5�
-2.5�
�
3,1�
7,0�
5,7�
�
Foreign banks�
0.0�
-0.3�
-0.2�
�
0,1�
15,0�
10,0�
�
Dev. and invest. banks�
-0.8�
-3.1�
0.02�
�
2,3�
2,0�
0,4�
�



The foreign exchange assets were composed of 48 percent liquid assets, 47 percent foreign exchange loans. Foreign exchange deposits formed  73 percent of the foreign exchange liabilities. On the other hand, the share of external borrowings in total foreign exchange liabilities was 21 percent.





Profitability





In 1996, the real income of the banking sector increased significantly. The income before tax and the net income reached USD 2.9 billion and USD 2.4 billion respectively while the real increase in net income was 31 percent. The growth in the profit volume lead to an increase both in return on assets and return on equities. The average  return on assets increased from 3.4 percent to 3.9 percent. The return on equity increased from 55.8 percent to 64.3 percent. However, the average return on equity continued to remain below the inflation rate.
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Net Income


 (USD Billion )�
�
Return on Equity


 (percentage)�
�
�
1994�
1995�
1996�
�
1994�
1995�
1996�
�
State-owned banks�
0.1�
0.2�
0.2�
�
   -5�
  4�
22�
�
Privately-owned banks  �
0.8�
1.5�
1.8�
�
  55�
77�
80�
�
Foreign banks�
0.2�
0.1�
0.1�
�
 172�
98�
79�
�
Dev. and invest. banks�
-0.05�
0.1�
0.2�
�
  -34�
58�
71�
�
Total�
1.1�
1.9�
2.4�
�
   33�
56�
64�
�
Inflation (Average, WPI)�
�
�
�
�
121�
89�
76�
�



The most important factor affecting profitability of the system has been the higher increase in the interest income with respect to the increase in the interest expenses. The interest income increased by 32 percent while the interest expenses increased by 26 percent. As a result, the increase in the net interest margin was realized as 49 percent and reached USD 6 billion. The ratio of net interest margin to average total assets rose from 8 percent to 10 percent.





Interest Margin (USD Billion )





�
1994�
1995�
1996�
�
Interest income�
14�
15�
19�
�
Interest expenses�
  9�
11�
 13�
�
Allowances for loan losses�
0.3�
0.2�
0.3�
�
Interest margin�
  4�
   4�
  6�
�
Interest margin/ Total assets (percentage)�
11�
  8�
10�
�
    State-owned banks .�
  8�
  3�
  6�
�
    Privately-owned banks�
13�
12�
13�
�
    Foreign banks�
25�
19�
17�
�
     Dev. and Invest. banks�
  8�
 7�
10�
�



The main item in interest income was interest on loans of with a share of 61 percent while the share of interest on securities stayed approximately at 24 percent. The share of interest on deposits accounted for 95 percent of total interest expenses.





Interest Income and Expenses (percentage)





�
1994�
1995�
1996�
�
Interest income�
100�
100�
100�
�
    Loans�
 62�
  63�
  61�
�
    Securities �
 23�
  24�
  24�
�
    Others�
 15�
  13�
  15�
�
Interest expenses�
100�
100�
100�
�
    Deposits�
 80�
  86�
  95�
�
    Loans�
 12�
    8�
   5�
�






The non-interest income of the system stayed positive due to the effect of income from capital market transactions. However, the non-interest income decreased in real terms due to the rise in foreign exchange transactions losses together with the slowdown both in net commissions income and in the income on capital market transactions. Non-interest income declined by 21 percent from USD 1.4 billion to USD 1.1 billion. On the other hand, non-interest expenses continued to grow in real terms. As a result, non-interest income-expenses balance increased from USD -1.8 billion to USD -3.1 billion. This balance was realized as USD -1.2 billion for the state-owned banks, USD -1.7 billion for the privately-owned banks, USD -0.14 billion for the foreign banks and USD -0.1 billion for the investment and development banks. 














Non-Interest Income and Expenses (USD Billion)





�
1994�
1995�
1996�
�
�
�
�
�
�
Non-interest income (net)�
-0.3�
1.4�
1.1�
�
    Fx transactions�
-1.8�
-0.8�
-1.1�
�
   Capital market transactions�
0.4�
1.0�
0.9�
�
   Commissions�
0.5�
0.6�
0.6�
�
   Other�
0.6�
0.6�
0.8�
�
Non-interest expenses�
2.7�
3.2�
4.2�
�
   Personnel�
1.1�
1.4�
1.6�
�
   Other�
1.6�
1.8�
2.6�
�
Net non-interest income-expenses balance �
-3.0�
-1.8�
-3.1�
�



The overhead expenses of the system such as personnel, rent and depreciation  increased by 8 percent in real terms. The highest rise in the non-interest expenses was realized in the others item and its share in total non-interest expenses increased from 29 percent to 41 percent while the share of personnel decreased from 44 percent to 37 percent. 





Off- Balance Sheet Accounts





The off-balance sheet accounts increased by 27 percent from USD 48.8 billion to USD 64.1 billion. Of these, USD 24.8 was contingencies, USD 18.4 billion was commitments and USD 20.9 billion was foreign exchange and interest rate transactions. The most significant growth was realized by the privately-owned banks with 40 percent. The off-balance sheet total of the foreign banks and the state-owned banks grew by 21 percent and 10 percent respectively. However, the off-balance sheet total of the development and investment banks contracted by 6 percent.





Balance Sheet and Off-Balance Sheet Totals





                                                        1994                   1995                    1996


Balance sheet (USD billion)�
52�
68�
83�
�
Off-balance sheet (USD billion)�
25�
49�
64�
�
Off-bal. sheet/ Total assets (percentage)�
48�
72�
77�
�
 


Like the previous years, the off-balance sheet totals grew faster than the total assets. While the ratio of off-balance sheet total to total assets were 48 percent in 1994, this ratio rose to 77 percent in 1996. This rapid growth in off-balance sheet totals were related to  increasing forward foreign exchange purchases and sales, repos, reverse repos and swap transactions.











Number of Banks and Changes in the Names of Banks





By the end of 1996, excluding the Central Bank of Turkey, the number of banks operating in Turkey increased to 69. Of these, 56 were commercial banks and 13 were development and investment banks. 5 of the commercial banks were state-owned, 33 of them were privately-owned. 3 of the development and investments were state-owned while 11 of them were privately-owned.





There were changes in business titles and the capital structure, some banks changed groups in the banking system. The business title of Türk Boston Bank A.Þ., which has been operating since 1984, was changed to Oyak Bank A.Þ. Similarly,  the business title of Türkiye Tütüncüler Bankasý that has been operating since 1924 was renamed as Türkiye Tütüncüler Bankasý Yaþarbank A.Þ. on December 31,1996. Ege Giyim Sanayicileri Yatýrým Bank, operating since 1995, moved into privately-owned commercial banks group and related decision was published in the Official Gazette on November 21,1996 and its business title was changed to Ege Giyim Sanayicileri Bankasý A.Þ. on December 19,1996.





The Number of Banks in Turkey





�
1994�
1995�
1996�
�
Commercial banks�
55�
55�
56�
�
State-owned banks�
  6�
  5�
  5�
�
Privately-owned banks�
29�
 32�
33�
�
Foreign banks�
20�
 18�
18�
�
Dev. andiInvest.banks�
12�
13�
13�
�
State-owned banks�
  3�
  3�
  3�
�
Privately-owned banks�
  9�
10�
10�
�
Total�
67�
68�
69�
�



Some accounts of Etibank Bankacýlýk A.O. were transfered to Türkiye Halk Bankasý A.Þ. and two new banks Denizbank and Anadolu Bank A.Þ. were established. The related decision was published in the Official Gazette on October 11,1996. Following this decision, these two newly established banks and Etibank were privatized in the first months of 1997.





Number of Branches





There has been a considerable decline in the number of branches until 1995. This trend changed direction together with small and/or medium size privately owned banks’ efforts to increase their deposit bases. The number of branches which was 6,241 in 1995 increased by 201, to 6,442 in 1996. The number of branches of state-owned banks increased by 11 to 2,886, of the privately-owned banks by 189 to 3,249 and of the development and investment banks by 1 to 23. The number of branches of foreign banks remained the same at 104.











Number of Branches 





�
1994�
1995�
1996�
�
State -owned banks�
2,909�
2,875�
2,886�
�
Privately-owned banks�
3,054�
3,240�
3,429�
�
Foreign banks�
   105�
   104�
   104�
�
Dev. and invest. banks�
     19�
     22�
     23�
�
Total�
6,087�
6,241�
6,442�
�



The number of representative offices and foreign branches of Turkish banks totaled 65 and 21 respectively. 8 of the foreign branches were located in Northern Turkish Republic of Cyprus, 4 in Germany, 2 in U.S.A., 2 in Bahrain, 2 in England, 1 in Netherlands, 1 in Malta and 1 in Luxembourg. The number of financial participations by Turkish banks increased from 36 to 45 in 1996.





Number of Bank Employees





The number of bank employees that declined as a result of structural improvements in banking, the high-tech investments and productivity increase in the banking sector, began to increase in 1996 parallel to the increase in the number of branches. The number of employees increased from 114,793 in 1995 to 148,153 in 1996.





Employees in the Banking Sector





�
 1994�
1995�
1996�
�
State -owned banks�
74,642�
72,699�
70,284�
�
Privately-owned banks�
59,161�
63,010�
68,592�
�
Foreign banks�
3,256�
2,985�
3,170�
�
Dev. and invest. banks�
2,167�
6,099�
6,107�
�
Total�
139,046�
144,793�
148,153�
�



47 percent of the employees of the banking sector work in the state-owned banks, 46 percent in the privately-owned banks, 2 percent in the foreign banks and the rest in development and investment banks.





About 5 percent of the employees in the banking sector are elementary school graduates, 60 percent high school graduates, 33 percent university graduates while 2 percent have post-graduate degrees. The percentage of the university graduates and the post graduates in total was 25 in the state-owned banks, 42 in the privately-owned banks and 59 in the development and investment banks.














Consumer Credits and Financial Services





As of the end of 1996, the number of banks extending consumer credits was 19. The number of consumers using consumer credits increased by 16 percent to 5,372,439 and the total volume of consumer credits grew by 90.8 percent to TL 206.1 trillion.  The average size of consumer credits was TL 49 million. The volume of overdue consumer credits was approximately TL 1.1 trillion.





By the end of 1996, the total number of credit cards reached 3,202,970 of which 2,468,792 were Visa cards, 668,209 were Master cards, and the rest was other cards. When the credit cards are classified as national and international, the latter gets a higher portion of 76
