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Banking System in Turkey 

“September 2011”

Developments in the Banking Sector 

1. General Outlook

1.1. Economic Review

During the third quarter of 2011, problems in the international markets have deepened further, risk appetite has declined and the uncertainty has increased. The growth rate of the world economy was revised to the downside. Especially the ongoing public debt problems in EU countries, the spillover effect of the problems in financial sector among the members of the Union and downgrade of the credit ratings of many countries have led to increase in the risk premiums at a faster pace.
By the negative developments mentioned above, pressure on TL has increased and liquidity need has risen accordingly. In this period, along with the increase in FX demand, the depreciation of TL against major FX currencies has accelerated and the pressure on interest rates has increased as well. During this period, net foreign assets of the Central bank have inclined while the growth of the net domestic assets has been limited. Compared to the first half of the year, the liquidity release in TL has decreased. On the other hand, reserve requirement liabilities of the banks were decreased in a limited manner. FX reserve requirement rates was decreased twice (0.6–0.7 points in total) and approximately 1.520 billion dollars liquidity was provided to the banks. 
The Central bank cut the policy rate by 0.5 points to 5.75 percent and sold 3 billion dollars in this period. Moreover the Central bank has also declined FX lending rates by 1 point and gold deposit accounts have also been included in the coverage of the reserves requirements. Added to these measurements, up to 10 percent of reserve requirements for TL liabilities can be maintained in dollar and/or euro and up to 10 percent of reserve requirement for foreign currency liabilities excluding precious metal deposit accounts has been provided by the central bank. As a result of these measurements, the Central bank has provided 3.9 billion dollars liquidity to the banks.
Furthermore, risk weights of consumer loans were redefined and increased by Banking Regulatory and Supervisory Agency (BRSA) during this period.

Given the constant FX rates, growth rates of both loans and deposits have continued to decelerate. While the deceleration in the corporate loans was more evident, it was limited in consumer loans. The most important part of the growth in balance sheet stemmed from the depreciation of TL.
The cost of capital has increased and return on assets has decreased in this period. On this account, profit volume has declined on annual basis and the growth rate of the shareholders equity was realized at a very low level. Despite of the higher risky environment, return on equity has diminished. On the other hand, due to decelerated growth rate of the shareholders equity, capital adequacy rate has continued to deteriorate in the third quarter of the year as well.
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 31 percent in the first nine months of the year compared to the same period of 2010. As of September 2011, total assets were TL 1.159 billion (USD 626 billion). In dollar terms the growth rate was limited to 1 percent for the same period. The ratio of total assets to gross domestic product is estimated 94 percent as of September 2011.

Total assets increased by 31 percent in deposit banks and 34 percent in development and investment banks, as compared to the September 2010. 

In the same period, due to differences in the distribution of the TL – FX shares in balance sheets, shares of state owned banks decreased by 2 percent while the share of the private banks increased by 2 percent and the share of the foreign banks remained constant.
Total Assets (USD billion) and Total Assets/Gdp (percent)


[image: image4.png]m




Loan stock in TL terms increased by 40 percent in annual basis while it was only at 9 percent level in dollar terms. The growth rate of the loans continued to decelerate given constant currency rates. Given the constant currency basket (0.5 euro + 0.5 USD) by the end of 2010, total loans’ growth rate was decelerated to 29 percent in the first nine months of 2011 compared to December 2010. 69 percent of the total loans was issued in TL and the remaining 33 percent was in FX. Consumer loans increased by 34 percent while corporate loans rose by 37 percent. 
The ratio of loans to total assets realized at 56 percent by increasing 4 percentage points as compared to September 2010. Loans to deposits ratio was increased by 13 percent and reached at 94 percent in the same period. The same ratio was 76 percent in state-owned banks, 98 percent in private banks and 100 percent in foreign banks as of September 2011.
The share of loans under follow-up in total loans declined to 2.7 percent. The loans under follow-up and loan loss provisions to non-performing loans decreased compared to the same period of the last year. The coverage ratio of loan loss provisions to non-performing loans decreased as well in this period. 

Total deposits financed 59 percent of total assets. The non-deposits funds to total assets was 23 percent by September 2011. This increase resulted from the growth in funds provided from bonds issued and repo agreements.

Shareholders’ equity increased by 11 percent compared to September 2010 and reached at TL 135 billion as of September 2011. Compared to September 2010, the capital adequacy ratio declined by 3.1 percentage points to 16.5 percent in the first nine months of 2011. The ratio of free shareholders’ equity to total assets decreased from 10.5 percent to 9 percent.
In the first nine months of the year, profits decreased by 14 percent to TL 14 billion as of September 2011. Due to depreciation of TL, profits in dollar terms declined by 33 percent. Provisions to loans continued to decline in this period.
Return on equity was decreased from 16.5 percent in September 2010 to 13.4 percent by September 2011 on annual basis and return on assets decreased from 1.8 percent to 1.2 percent in the same period. 

Net foreign exchange position of the banking sector showed a deficit of USD 523 million. Compared to September 2010, the ratio of TL equivalent of FX assets to total assets increased by 3 percent to 29 percent level, while the ratio of TL equivalent of FX liabilities to total liabilities increased by 3 percent to 35 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 June 2011.

A 1.4 percent (TL 9.2 billion) of loans and a 4.4 percent (TL 30.2 billion) of total deposits belong to the risk group of banks. Banks’ net risks arising from their risk groups amount was negative. (TL -21 billion).

1.5. Selected Issues

The number of branches and employees increased. 

As of September 2011, 44 banks are operating in Turkey of which 33 are deposit and 11 are development and investment banks. The number of branches and employees increased by 503 and 3908 to 9,841 and 181,277 respectively compared to the same period of the last year.

The share of first five banks in total assets remained constant at 62 percent while the shares in deposits decreased by 2 percentage point to 63 percent and the shares in loans remained constant at 58 percent compared to June 2011. Also the share of the first ten banks in loans, assets, and deposits remained the same at 88 percent, 87 percent, and 91 percent; respectively. 

� Deposit banks and development and investment banks are included.
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