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Banking System in Turkey 

“June 2011”

Developments in the Banking Sector 

1. General Outlook

1.1. Economic Review

Turkish economy has well performed beyond expectations in terms of a high gdp growth thanks to strong domestic demand at an environment of continuing endeavor to ensure international markets stability and accelerate economic growth. In this period, especially due to surge in the private sector’s saving deficit, current account deficit has increased.

In order to limit the unfavorable effects of the instability in the international markets and sustain financial stability, priority was given to the policies that would decelerate the economic growth and constrain saving deficit in Turkey. In this regard, policy composition including policy rates cut, increase in the reserve requirement ratio and differentiation of the reserve requirement ratios according to maturity structure was implemented. Liquidity in TL was continued to be provided in this period. In the first half of the year, TL required reserve ratios were increased from 7 percent to 13 percent and required reserve ratios for non- deposits were also raised from 8 percent to 13 percent gradually. Policy rate was decreased from 6.5 percent to 6.25 percent. FX required reserve ratios were kept constant at the level of 11 percent.

Regarding to prudential banking perspective, Banking Regulatory and Supervisory Agency (BRSA) decreased the collateral rates of real estates subject to housing credits. Furthermore, general provisions a bank must pay against consumer loans were increased. Risk weights of consumer loans were redefined and increased by the BRSA during this period.

More important, banking sector has been limited by 25 percent loans growth rate calculated by constant FX rates for the year 2011.

Decisions taken by the authorities have increased the cost of capital and capital adequecy of the banking sector and led to revision of assets allocation by the banks.

Turkey has had a strict discipline in financial conduct.  Consolidated budget income and expenses were realized in line with pre-set targets. Surge in the indirect tax revenues thanks to economic vitality has had a considerable contribution on the realization of the target.

1.2. Developments in Balance Sheet Items

In the first half of the year, total assets increased in line with the increase in loans.

Total assets increased by 26 percent in the first half of the year compared to the same period of 2010. As of June 2011, total assets were TL 1.097 billion (USD 680 billion). The ratio of total assets to gross domestic product is estimated 93 percent as of June 2011.

Total assets increased by 26 percent in deposit banks and 18 percent in development and investment banks, as compared to the June 2010. 

In the same period, the shares of state owned banks and private banks in total loans increased by 2 and 1 percentage point respectively, while the share of foreign banks decreased by 3 percentage points. 
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Given the constant currency basket (0.5 euro + 0.5 USD) by the end of 2010, total loans’ growth rate was realized at 15 percent in the first half of 2011 compared to December 2010. Loans’ growth rate in the same period of the last year was 17 percent. Consumer loans increased faster compared to corporate loans. Consumer loans to total loans ratio became 33 percent by June 2011.

The ratio of loans to total assets realized at 55 percent by increasing 4 percentage points as compared to June 2010. Loans to deposits ratio was 91 percent by increasing 12 percentage points in the same period. The same ratio was 70 percent in state-owned banks, 98 percent in private banks and 101 percent in foreign banks as of June 2011.
The share of loans under follow-up in total loans declined to 2.9 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 decreased as well in this period. 

Total deposits financed 57 percent of total assets. The non-deposits funds to total assets was 25 percent by June 2011. This increase resulted from the growth in funds provided from bonds issued and repo agreements.
Shareholders’ equity was TL 133 billion (USD 82.5 billion) as of June 2011 with an increase of 16 percent compared to June 2010 mainly due to rise in profit reserves. 

Compared to June 2010, the capital adequacy ratio declined by 2.1 percentage points to 17.3 percent in the first half of 2011. The ratio of free shareholders’ equity to total assets decreased from 11.1 percent to 9.2 percent in line with the decrease in non-performing loans.

In the first half of the year, while the interest income of the sector increased by 3 percent, interest expenses grew at 18 percent. Thus, net interest income decreased by 10 percent compared to the same period of 2010. 

Compared to the same period of previous year, profits decreased by 15 percent to TL 10 billion. Net profit margin continued to decrease annually. On the other hand, the loan loss provisions were continued to decrease in this period. 

Return on equity was decreased from 17.9 percent in June 2010 to 14.5 percent on annual basis and return on assets decreased from 2.4 percent to 1.8 percent in the same period. 

Net foreign exchange position of the banking sector showed a deficit of USD 906 million. Compared to June 2010, the ratio of TL equivalent of FX assets to total assets remained constant at 26 percent, while the ratio of TL equivalent of FX liabilities to total liabilities increased by 1 percent to 32 percent. 

Considering maturity, 46 percent of total assets and 80 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 March 2011.

A 1.4 percent (TL 8.4 billion) of loans and a 4 percent (TL 26.2 billion) of total deposits belong to the risk group of banks. Banks’ net risks arising from their risk groups amount was negative. (TL -17.8 billion).

1.5. Selected Issues

The number of branches and employees increased. 

As of June 2011, 44 banks are operating in Turkey as of June 2011. The number of branches and employees increased by 131 and 1,550 to 9,712 and 181,588 in the same period, respectively.

The share of first five banks in total assets remained constant at 62 percent while the shares in deposits decreased by 1 percentage point to 65 percent and the shares in loans increased by 1 percentage point to 58 compared to March 2011. Also the share of first ten banks in loans increased by 1 percentage point to 88 percent, while the shares in assets, and deposits remained the same at 87 percent, and 91 percent; respectively. 

� Deposit banks and development and investment banks are included.
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