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[bookmark: _GoBack]Banking System in Turkey [footnoteRef:2] [2: Deposit banks and development and investment banks are included.] 


“September 2016”

The Turkish economy was affected negatively and slowed down due to the Failed Coup Attempt. The liability and loan growth rate decelerated and came to an end in real terms. Total assets and deposits contracted with fixed prices. Volume of profits supported by shareholders’ equity, the share of equity in loan finance increased. 

1. General Outlook

· The growth rate slowed down in Turkey: The shock and the uncertainty brought by the Failed Coup Attempt affected economic activity negatively in the third quarter of 2016. The deceleration observed in growth was higher in the third quarter. The trends of rates of inflation and interest were downwards.

· CBRT continued decreases in the upper band of interest rate corridor: Central bank continued decreases in the marginal funding rate from 9% to 8.25% gradually. The average funding cost declined to 7.8 % in September 2016 from 8.2% in June 2016. In the third quarter, the interest rate of housing loans decreased by 169 basis points, by 60 basis points in commercial loans, by 43 basis points in spot retail loans and by 75 basis points in automotive loans.

[bookmark: OLE_LINK17][bookmark: OLE_LINK18]2. Developments in Banking Sector:
· Total assets increased by 6 percent in TL terms by September 2016 compared to the same period of 2015 and reached TL 2,412 billion (USD 804 billion). Total assets decreased by 1 percent with fixed prices and grew by 7 percent in dollar terms. The ratio of total assets to gdp is estimated to be 116 percent as of September 2016.

· Total loans increased by 9 percent on an annual basis and reached TL 1,590 billion (USD 530 billion) as of September 2016. The annual growth of loans was 1 percent with fixed prices. While slowdown in commercial loans has continued in the third quarter of 2016, retail loans begin to grow slightly. The growth trend in retail loans stemmed mainly from housing loans. 

· As of September 2016, loans to deposits ratio was 117 percent by increasing 3 points compared to the same period of last year. The same ratio was 107 percent in state-owned banks, 111 percent in private banks and 114 percent foreign banks as of September 2016. [footnoteRef:3]  [3: The differences between the average ratio and subgroups ratios stemming from the development and investment banks.] 


· Non-performing loans increased annually by 29 percent as of September 2016.  The ratio of non-performing loans (NPLs, gross) to loan stock increased by 0.5 point and reached to 3.3 percent. Notably, provisions set aside for the NPLs were at the level of 75 percent. 

· Total deposits was TL 1,354 billion (USD 451 billion) as of September 2016 with an increase of 6 percent compared to September 2015. Annual contraction in deposits was 2 percent with fixed prices. Deposits constitutes of 56 percent of total liabilities. 

· FX deposits decreased by 7 percent in dollar terms. The share of TL saving deposits in total deposits rose by 6 points to 59 percent compared to the same month of the previous year.

· Non-deposit funds increased by 3 percent annually. The share of non-deposit funds in total liabilities increased by 1 point to 25 percent compared to the previous year. Slowdown in loans borrowed from abroad caused a deceleration in non-deposit funds.

· The annual growth rate of shareholders' equity continued to accelerate to 19 percent and exceeded to the growth rate of the total liabilities. As of September 2016 shareholders' equity was TL 281 billion (USD 94 billion). Thus, the share of the shareholders' equity in total liabilities was 11.7 percent.

· In the first nine months of the year, interest income and interest expenses of the sector increased by 20 and 21 percent. Thus, net interest income increased by 19 percent compared to the same period of 2015 in TL terms. 


· By September 2016 the total profit volume of the sector rose by 54 percent compared to the same period of the last year and realized as TL 28 billion. Thus, the average return on equity[footnoteRef:4] was 13.7 percent, and the average return on assets was 1.5 percent. Improvement in interest margin and income from asset sales were the main factors of higher profitability. [4: Yearly profit/(average shareholders’ equity)] 



· Considering maturity, 51 percent of total assets and 76 percent of total liabilities had a maturity of less than 1 year. The assets and liabilities with a more than 5 year maturity have a 14 percent and 4 percent shares in total assets and in total liabilities, respectively. 

3. Selected Issues

· As of September 2016, 47 banks were operating in Turkey. The number of branches decreased by 295 to 10,985 and the number of employees decreased by 3,886 to 197,719 respectively in the same period.

· Also there are 5 participation banks in Turkey. The detailed information about participation banks is available http://www.tkbb.org.tr/homepage on The Participation Banks Association of Turkey.  
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