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Banking System in Turkey 

“September 2010”

Developments in the Banking Sector 

1. General Outlook
1.1. Economic Review
Economic recovery continued.

Economic recovery continued in the Turkish economy in the third quarter of 2010. The strengthened decoupling between developed and developing countries and the ongoing foreign funds inflow supported this recovery.

Risk perception increased.

The ongoing quantitative easing policies in developed countries and the debt problems in a number of European countries increased risk perception. For Turkey, current account deficit and the growing foreign funds inflow were factors increasing the risk perception.

Profit growth slowed down.

Due to the strong competition in the sector interest margin continued to decrease, profit growth slowed down.

On the other hand, the decrease in the special provisions for loans under follow-up and the increase in other operating income effected profit performance positively.

1.2. Developments in Balance Sheet Items
In the first nine months of the year, total assets increased in line with the increase in loans.

Total assets increased by 16 percent in the first nine months of the year compared to the same period of 2009. As of September 2010, total assets were TL 886 billion (USD 614 billion). The ratio of total assets to gross domestic product is estimated 84 percent as of September 2010.

Total assets increased by 16 percent in deposit banks and 10 percent in development and investment banks, as compared to the September 2009. 
In the same period, the share of public banks in total loans increased by 1 percentage point, while the share of foreign banks decreased by 1 percentage point. The share of private banks remained unchanged.
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The ratio of loans to total assets realized at 52 percent by increasing 4 percentage points as compared to September 2009. Loans to deposits ratio was 81 percent by increasing 5 percentage points compared to September 2009. The same ratio was 61 percent in state-owned banks, 84 percent in private banks and 105 percent in foreign banks as of September 2010.
As of September 2010, individual loans grew by 27 percent annually.  The rapid growth in consumer loans was mainly due to the growth in mortgage and other individual loans. The share of mortgage and other individual loans in total loans is 11 and 12 percent, respectively.

The share of loans under follow-up in total loans is 4.3 percent. The loans under follow-up decreased nominally in line with the increasing economic activity. The coverage ratio of loan loss provisions to non performing loans increased to 86 percent. 

The share of TL deposits and shareholders’ equity in liabilities continued to increase. 
As of September 2010, deposit based funds remained important as before and growth trend in shareholders’ equity continued. The increase in deposits stemmed especially from TL deposits. 
Among the non-deposit funds, share of loans from abroad and share of funds obtained from repo transactions decreased compared to September 2009. In line with these developments, the share of Fx items in the balance sheet declined.

Shareholders’ equity was TL 122 billion (USD 84 billion) as of September 2010 with an increase of 20 percent compared to September 2009. This growth was supported mainly by the increase in paid-in capital and extraordinary reserves. 

Compared to September 2009, the capital adequacy ratio decreased by 0.7 percentage point in the third quarter of 2010, but increased 0.2 percentage point compared to June 2010. 
The ratio of free shareholders’ equity to total assets increased from 9.6 percent to 10.4 percent with the growth of shareholders’ equity and decrease in non performing loans.
1.3. Profitability
Profitability decreased on yearly basis.

In the first nine months of the year, interest income was TL 56.1 billion and the interest expenses were TL 27.5 billion. Net interest income decreased by 8 percent to TL 28.6 billion compared to the same period of 2009. 

Compared to the same period of previous year, profit increased by 7 percent to TL 16.3 billion. Net profit margin started to decrease annually. On the other hand, despite the increase in staff and the number of branches with the losses accrued due to derivative transactions, due to increase in other operating income, the net negative residual of non-interest items decreased. 

Return on equity was decreased from 15 percent in September 2009 to 13.4 percent on annual basis and return on assets decreased from 2 percent to 1.8 percent in the same period. Thus, annual profitability continued to deteriorate. 

1.4. Balance Sheet Risks
There was no considerable change in the FX position or maturity risks.

Net foreign exchange position of the banking sector showed a deficit of USD 1.620 million. Compared to September 2009, the ratio of TL equivalent of FX assets to total assets decreased by 2 percentage points to 26 percent, while the ratio of TL equivalent of FX liabilities to total liabilities decreased by 1 percentage point to 31 percent. 

Considering maturity 49 percent of total assets and 79 percent of total liabilities had a maturity of less than 1 year.  There was not a considerable change in the average maturity structure of total assets and liabilities compared to June 2010.

A 1.5 percent (TL 6.9 billion) of loans and a 3.5 percent (TL 20.1 billion) of total deposits belong to the risk group of banks. Banks’ net risks arising from their risk groups amount was negative. (TL -13.2 billion).

1.5. Selected Issues
The number of branches and employees increased. 
As of September 2010, the number of banks operating in Turkey remained the same at 45 compared to June 2010. On the other hand, the number of branches and employees increased by 189 and 1,005 to 9,338 and 177,369 in the same period, respectively.

According to the asset size, compared to June 2010, the share of first five banks in assets, loans, and deposits remained the same at 63 percent, 66 percent and 57 percent; respectively. Also the share of first ten banks in assets, loans, and deposits remained the same at 87 percent, 91 percent and 85 percent; respectively. 

Off-balance sheet items continued to grow especially due to the increase in derivatives for trading transactions item and revocable commitments item.

The growth rate in the number of debit cards slowed down while the growth in the number of credit cards remained same. On the other hand, the volume of transactions of both continued to increase. As for the transactions carried out through internet banking, both the number of customers and the volume of transactions continued to increase.

� Deposit banks and development and investment banks are included.
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