Recent Developments related to the Banking Sector

and

the Financial System
January 2001

· Adjustment on reserve requirements

A pre-announced 2 percentage-point cut on banks' reserve requirement ratio became effective on January 12, 2001. 

The reserve requirement ratio was reduced from 6 percent to 4 percent. The Central Bank announced the liquidity (TL 467 trillion) arising from the move was made available to banks as of January 12.

The recent letter of intent approved by the International Monetary Fund (IMF) board in December 2000 envisages no other change in liquidity and reserve requirements during 2001. The liquidity implications of these changes have been taken into account in setting the Net Domestic Asset (NDA) ceilings in 2001. 

February 2001

· Regulation on Internal Control and Risk Management Systems of Banks

As required by the Banking Law approved in June 1999, the Banking Regulation and Supervision Agency (BRSA) issued a new regulation on internal control and risk management systems of banks (a structural benchmark in the letter of intent). 

This regulation requires banks to set up appropriate internal inspections and risk management systems by January 1, 2002 , and  the transition period could be extended one time for six months in exceptional cases provided that banks present justifiable excuses. 

The BRSA is authorized to supervise banks' internal inspections and risk management units and shall take necessary actions including restrictions on banking activities, in the absence of a competent and effective system. 

The regulation defines ways to manage basic risks faced by banks, which include credit and market risks and risks relating to the inability to conclude a mutual transaction and those stemming from the inadequate knowledge of regulations, liquidity risk and operational risk. 

Other risks defined in the regulations include country, transfer and market risks and related liquidity risks, fundings related to liquidity risks, credibility risks and risks arising from incompliance to regulations. 

Beginning July 1, 2001 banks will begin reporting on a consolidated basis developments concerning internal inspections and risk management units at the end of every quarter. Banks shall submit a written risk assessment report to the BRSA within two months after the assessment is completed. 

Risk assessments shall take into account consolidated risks faced by the group comprising the bank and its participations. 

The regulations are among the government's commitments to the International Monetary Fund (IMF) that should have been fulfilled by January's-end, along with a regulation redefining indirect exposure to shareholders. 

· Regulation on Measurement and Assessment of Capital Adequacy 
The BRSA issued a new regulation on measurement and assessment of capital adequacy on a consolidated basis, published in the Official Gazette dated February 10, 2001.

· PRIVATE
Decision by the BRSA about İhlas Finans Kurumu A.Ş. 

With the PRIVATE
decision of the Banking Regulation and Supervision Agency (BRSA), published in the Official Gazette dated 10.02.2001, the license of İhlas Finans Kurumu A.Ş. was canceled in accordance with the paragraphs (6)  of Article 20 of  the Banking Law No. 4389. It will be liquidated according to the general provisions. 

· Removal of banking licenses of four banks under the Fund management to be merged under the Sümerbank A.Ş.

In accordance with Article 14 of the Banking Law No.4289, the banking licences of four banks, namely Egebank A.Ş.- Yurt Ticaret ve Kredi Bankası A.Ş.- T. Tütüncüler Bankası (Yaşarbank) A.Ş. - Kapital Bank T.A.Ş. which shall be merged under the structure of Sümerbank A.Ş. upon the decision of Board of the Saving Deposits Insurance Fund dated 26.01.2001, are removed by February 18, 2001.  

· Decision of the BRSA about Ulusal Bank T.A.Ş.

With the decision of the Banking Regulation and Supervision Agency No.189 and dated 28.02.2001, the management and control of Ulusal Bank T.A.Ş. have been transferred to the Deposits Savings Insurance Fund in accordance with the 3 paragraph of Article 14 of the Banking Law No.4389 because the bank could not fulfil its obligations as they fall due, its liabilities exceeded its assets, and the continuation of its activities would threaten the security and stability of the financial system,.

· Financial turmoil - end of the crawling peg exchange rate regime

The dramatic dispute between Bülent Ecevit, prime minister, and Ahmet Necdet Sezer in the meeting of National Security Council on February 19, 2001, increased the tension immediately in financial markets and the following developments caused the government to abandon the existing crawling peg exchange rate regime and to float TL.

Mostly Turkish banks bought USD 4.9 billion of foreign exchange from the Central Bank on February 19th. The Central Bank did not sustain the liquidity to the banks and pledge to stick to a tight monetary policy aimed at the stabilization program. A severe liquidity shortage troubled the banking system. On February 21, 2001, overnight repo rates hit 3000 percent levels. Istanbul Stock Exchange (İMKB main 100) recorded its biggest fall with 1,588 points (18.11 percent) to 7,181 points and in the bond market yield on the most heavily traded March 21 paper soared to 154.6 percent at the end of day.

The financial turmoil that paralyzed the banking sector culminated into a currency devaluation. On February 22rd, the government announced that it would allow the price of Turkish lira to be determined in the free market in contrast to its earlier foreign exchange regime, which allowed a gradual depreciation of lira.

Meanwhile, the Central Bank governor Gazi Erçel and head of Treasury Selçuk Demiralp submitted their resignations. 

According to the urgent measures to be implemented, cash Turkish lira and foreign exchange liquidity problems of banks would be temporarily solved. However, next measures and revision on economic program would be announced following the intense consultations between the government and IMF.

March 2001

· New Bureaucrats  

· The government appointed Mr. Kemal Derviş, a longtime World Bank executive to the cabinet as the new minister of the economy and gave him broad responsibility to solve the current economic and financial crisis.

· Mr. Zekeriya Temizel, who was appointed to the Chairmanship of the Banking Regulatory and Supervisory Board (BRSB),  March 31, 2000, submitted his resignation on March 3, 200. Mr. Engin Akçakoco, a banker who was involved in the management of two banks in the Fund (Bank Kapital and Demirbank), was appointed as the chairman of the Board on March 15, 2001.

· In March 2001, Mr. Süreyyya Serdengeçti having served as Vice Governor since January 1998, was appointed as Governor of the Central Bank of Turkey, and Faik Öztrak, who was the vice chairman of the Banking Regulatory and Supervisory Board (BRSB), was appointed to the head of Treasury Undersecretariat.
· Decision of the BRSA İktisat Bank A.Ş.

With the decision of the Banking Regulation and Supervision Agency No.198 and dated 15.03.2001, the management and control of İktisat Bank .A.Ş. have been transferred to the Deposits Savings Insurance Fund in accordance with the 3 and 4 paragraphs of Article 14 of the Banking Law No.4389, since the bank transferred its resources to the group composed of its own shareholders in a manner jeopardizing a secure functioning of the bank, and its loss exceeded its shareholders’ equity, and its financial condition so weakened that it could not fulfil its obligations and the continuation of its activities would threaten the security and stability of the financial system.

· Urgent  Measures Stated by the Economic Minister Mr. Kemal Derviş

Mr. Kemal Derviş announced that a there-stage program would be implemented to resolve the current economic crisis. The details of the program are expected to be available publicly in the next weeks of this month.

At the first stage, emergency steps would be taken to resolve the problem of the banking sector in order to cease the uncertainty in the financial markets.

In the second stage, measures would be undertaken to stabilize interest rate and foreign exchange rate to which extend that economic units could have a medium term perspective. 

With the improvement of macroeconomic balances, a suitable environment for a steady growth would be created in the third stage.

Under these strategies, the government would continue to fight with inflation that would have a decreasing trend after relatively high figures in March and April, due to the implementation of tight fiscal and monetary policies and the positive effects of measures taken in the banking sector. He also emphasized on the need for international aid and borrowing to back the program.

With regard to the banking sector he said that an independent board would be created to control three state-owned banks and that about $20 billion in loan losses on the balance sheets of these banks would be transferred to the government's budget and no duties would be assigned to these banks under various laws and decree-laws. Two of the state-owned banks namely Emlak Bank A.Ş. and Ziraat Bankası A.Ş., would be merged in accordance with the Banking Law.  

As in the state banks a similar liquidity support to the banks under the Fund would be sustained and the problems related with these banks would be solved until the end of 2001.

During the process of restructuring, necessary measures would be taken for the soundness and effective functioning of the entire banking sector in addition to steps to be taken for state-owned banks. 

April 2001

· The Program for the Transition to a Strong Economy

Economy Minister Mr. Kemal Dervis, outlined a large part of the Program for the Transition to a Strong Economy on 14 April, 2000, before finalizing a revised economic reform accord with the International Monetary Fund. The general strategy of the program includes three phases. 

1. The measures concerning the banking sector crisis will be taken immediately, with the aim of lowering the uncertainties in the financial markets and overcoming the crisis environment. 

2. Stability will be restored in the money and foreign exchange markets.

3. Macroeconomic balances will be established to enable a sustainable growth environment starting from the second half of the year. 

In the program primary surplus of 5.1 percent and wholesale and consumer inflation rates of 57.6 percent and 52.5 percent respectively, were aimed for this year. Forecasting a contraction of just 3 per cent this year, it is expected that the economy to resume growth in the third quarter on the back of a boom in exports and tourism. The main targets determined in the Program are given in the Table.

Major Macroeconomic Balances

	
	1999
	2000
	2001
	2002

	GNP Growth
	-6.1
	6.1
	-3,0
	5,0

	WPI (Year-end,percent)
	62.9
	32.7
	57.6
	16.6

	CPI (Year-end, percent)
	68.8
	39.0
	52.5
	20.0

	
	
	
	
	

	Primary Balance/GNP
	
	
	
	

	Total Public Sector
	-1.9
	2.8
	5.5
	6.5

	Consolidated Budget
	1.5
	4.6
	5.1
	5.6

	SEE's
	-1.5
	-1.5
	0.1
	0.5

	Other Public Sector
	-1.9
	-0.3
	0.3
	0.4


Within the framework of the economic program, 15 legal regulations will be realized in the fields of 4 major areas. 

· The restructuring of the financial sector,

· Enhancing the transparency in the public sector and strengthening the public finance.

· Increasing the competition and efficiency in the economy, 

· Strengthening the social solidarity. 
These 15 urgent legal changes are; 

1. Enactment of the Supplementary Budget Law in order to reflect the financial cost of the February 2001 crisis and making some amendments in some articles of the Budget Law (e.g. borrowing limits and duty losses). 

2. Enactment of the Sugar Law. 

3. Necessary amendments in The Civil Aviation Law. 

4. Enactment of the Oil and Natural Gas Laws. 

5. Enactment of Social and Economic Council Law .

6. Enactment of Nationalization Law.

7. Necessary amendments in the Banks Act.

8. Legal changes for closing  15 budgetary and 2 extra budgetary funds.

9. Enactment of the new Central Bank Law, which will bring the structure of the Central Bank in line with the EU standards. 

10. Issuing a Law that will enable the sale of majority stake of Turk Telekom.

11. Enactment of the Tobacco Law. 

12. Legal changes need to be made regarding the Public Procurement Law and expropriations.

13. Enactment of the Public Borrowing Law.

14. Necessary legal changes to abolish the decrees and Laws regarding the existing duty losses.

15. Enactment of the Labor Safety Law.

Monetary Policy

· The monetary policy of the Central Bank changed with the decision of floating exchange rate regime. In this context the primary purpose of the monetary policy will continue to be price stability.  

· A consistent and active monetary policy in line with the targets will be implemented. To that end, the Central Bank will continue to monitor the Net Domestic Assets and Net International Reserves from its balance sheet as operational targets. 

· The Central Bank's intervention in the exchange markets under the floating exchange rate regime will be directed towards compensating the extreme fluctuations in the short-term, yet will not affect the long-term equilibrium level of the exchange rate broadly. 

· The only and ultimate goal of attaining price stability is clearly laid out in the new Central Bank Law prepared with a view to strengthen the institutional foundations of the Central Bank.  

· The Central Bank will, to fulfill the requirements of active policy, continue to control the expansion of domestic assets, in the medium term will use the short-term interest rates more effectively and shift to inflation targeting (IT) when the prerequisites of IT are fulfilled. 

The Restructuring of the Financial Sector

The restructuring of the banking system is a greatest importance for the stability of financial markets and real sector. Within this framework, necessary amendments are foreseen in the Banking Law.

The efforts for restructuring of the banking system are taken up in three groups: (i) Public Banks (ii) Banks under the Savings Deposit Insurance Fund (SDIF), (iii) Private banks

I. Public Banks 
Public banks need to borrow from overnight market in very large amounts which destroys the balance of markets and financial structure of the banks. This is the most urgent problem threatening the banking sector. In order to solve this problem TL 13 quadrillion needs to be provided to 3 public banks. Besides that, Treasury needs to inject TL 3 quadrillion as capital to those banks to help to reach capital adequacy ratio of 8 percent. To solve the problem in part, the Treasury will issue marketable domestic debt instruments to pay for the duty losses of the state banks. Later, the balance sheets of the public banks will be significantly scaled down by converting securities issued in lieu of duty losses into cash. Any kind of financing that might be secured from abroad will be committed to this end.

Moreover, some important structural changes are needed to be in place to establish the confidence of the markets, to ensure that the proposed solutions sustain over time and to make sure that similar problems do not occur again. In this context;

· A joint board of directors will be constituted for three public banks; professional bankers will be appointed to this board and there will be no political pressures on the board while carrying out its work.

· The joint board of directors established as described above will be authorized by the Council of Ministers to restructure the public banks. 

· Emlak Bank will be merged with Ziraat Bank within the framework drawn by the Banking Law.

· The joint board of the public banks will take necessary actions to ensure that fund management of those banks is undertaken in a professional manner. 

· Public banks will not be assigned any tasks which lead to duty losses. In cases where the Government deems proper, from a social perspective, to extend support through public banks to some needy segments of the economy, the cost will be born by the Government by making appropriate allocation in the budget. In this understanding, necessary legal amendments will be made for the repealing of laws and decrees pertaining to duty losses.

· In this restructuring process, every effort will be made to support the most efficient operation of the economy and especially of small and medium scale private enterprises. The key objective is the competitive and efficient functioning of the whole financial sector.

· The operation of the public banks on the basis of market rules and profitability is one of the fundamentals. To this end all excess branches will be closed and staff eligible for retirement will retire.

II. Banks under the Savings Deposit Insurance Fund (SDIF) 
· Liquidity requirements of the banks taken over by the SDIF will be solved by an approach similar to public banks and burden creating short-term liabilities of these banks will be liquidated in the framework of a plan.

· While carrying out any kind of decisions on SDIF banks, all deposits and creditors of the SDIF banks will continue to be under the full guarantee of the Government as announced in December 2000.

· Legal changes needed for the recovery of the bad assets of the SDIF banks should be made expeditiously.  Besides the bad assets of the banks in the Fund will be managed effectively by the Asset Management Unit which will be established.  

· It is essential to deal with and resolve the problems of the SDIF Banks within calender year 2001. 

III. Private Banks

The necessary regulations will be realized for the private banks, which were affected negatively in the crisis. In this context; 

· The Banking Regulation and Auditing Institution has been making agreements with private banks on capital increase and restructuring plans due to a certain agenda. This process will be accelerated.  

· The banks were provided to supplement their current year income to capital.

· The efforts for providing the additional facilities regarding the liquidation and merger of banks and firms have been continuing.

· The ratio of non-financial subsidiaries to shareholder's equity have been tightening with regard to reasonable transitory period. 

· To encourage long-term investments and remove the differences among the savings instruments, tax and reserve requirements issues will be evaluated again.  

(Key priority measures to support the economic program is available on the web site of Treasury www.treasury.gov.tr )

May 2001

· Change in the Central Bank Law

The Turkish parliament has approved a law, which gives the central bank more autonomy and protection from political interference, being published in Official Gazette dated May 5.

The primary goal of the Bank, which is to achieve and maintain price stability, is stated definitely in the Central Bank Law. Thus, the Bank will determine on its own discretion the monetary policy that it will implement and the monetary policy instruments that it is going to use in order to achieve and maintain price stability.

With the new Law the Bank is prohibited to grant advance and extend credit to the Treasury and to public establishments and institutions, and also prohibited to purchase debt instruments issued by the Treasury and public establishments and institutions in the primary market. 

New paragraphs related to the establishment of Monetary Policy Committee, which is to be one of the governing bodies of the Bank, and duties and powers assigned to the Committee is added to the Law. 

The office term of vice governors is extended from 3 years to 5 years.

· Change in the Banking Law

In May 2001, the Government approved a law no. 4672, which brought important changes in the banking Law no. 4389. The main changes introduced by the new law follow as:

· Own funds of banks is redefined as an amount, which would be calculated by deducting defined assets from total of main capital and supplementary capital, of which principles, components and rates would be determined by the Banking Regulation and Supervision Board (BRSB). 

· The definition of credit is broadened to include banks’ partnership shares, forward transactions, option contracts and other similar contracts. The ratio of these items taken into account in calculation of credit limits shall be determined by the BRSB.

· Banks’ provisions set aside for losses will be treated as expenditures in the calculation of corporate income tax base in the year in which they are set aside. 

· General limit on banks’ participations is changed in parallel to the EU directive. Thus, banks may acquire shares of a company other than a financial institution, up to 15 percent of their own funds, and the total sum of investments in these companies may not exceed 60 percent of the bank’s own funds. 

· Banks and special finance institutions are required to decline the amount of their participations based on periods and rates to be determined by the BRSA until December 31, 2009.

· With regard to permission required for any acquisition or assignment of shares that result in the acquisition of a bank’s management and control by another shareholder directly or indirectly, paid up capital of that bank shall be increased to the amount of capital defined in the banking law in a year starting from the date of permission.

· Receivables of banks taken over by the SDIF will be collected in accordance with the Act on Procedures for the Collection of Public Receivables.

· Special finance institutions are required to establish an association, which will constitute a guarantee fund to secure savings in special finance institutions.

· IMF Approved Augmentation of Turkey's Stand-By Credit to US$19 Billion 

The Executive Board of the International Monetary Fund (IMF) approved an augmentation of Turkey's three-year Stand-By Arrangement by SDR 6.4 billion (about US$8 billion), bringing the total to SDR 15 billion (about US$19 billion). The Board's decision was made in conjunction with the completion of the sixth and seventh reviews of Turkey's economic program. This decision will enable Turkey to draw up to SDR 3 billion (US$3.8 billion) immediately. Further drawings of SDR 1.2 billion (about US$1.5 billion) each will be made available not earlier than June 25 and July 25 and of SDR 2.4 billion (about US$3 billion) each not earlier than September 20 and November 15 following the completion of further reviews of the program.

The stand-by credit was approved in December 1999 for SDR 2.9 billion (about US$3.7 billion). In December 2000, SDR 5.8 billion (about US$7.3 billion) in additional financial resources were made available under the Supplemental Reserve Facility. So far, Turkey has drawn a total of SDR 3.9 billion (about US$4.9 billion) from the IMF.

· Decision of the BRSA about Ulusal Bank A.Ş.

In May 5, 2001 the banking license of Ulusal Bank .A.Ş. was cancelled in accordance with the Article 14 of the Banking Law No.4389, since the bank would be merged with Sümerbank A.Ş.  according to the decision of the Banking Regulation and Supervision Board No.230 and dated April 14, 2001.

June 2001

· Change for the members of the BRSB

With regard to the recent changes in the Banking Act No.4389, the members of the Banking Regulation and Supervision Board except the chairman of the Board are changed as of June 13, 2001.  The names of the new members are Ali Vefa Çelik, Kemal Çevik, Yusuf Ziya Önder, Akın Tarı, Atilla Taşdemir, Nuri Doğulu.
· Treasury’s Debt Swap

The Treasury has conducted swap auctions on 15th June 2001 in order to extend the maturity of domestic borrowing with favorable costs while assisting the Turkish banking sector in reducing its foreign currency exposure. The auctions aimed to exchange a portion of TRL denominated domestic debt securities maturing in 2001 and 2002 with foreign exchange linked and TRL denominated floating rate bonds. 

As a result, the Treasury decided to swap a volume of TRL 8,9 quadrillion securities in nominal terms (TRL 8,5 quadrillion valued at announced buy-back prices) with 3 and 5 year FX-linked, and 1 and 2 year TRL denominated floating rate bonds. 

The swap auctions conducted have positive effects on the domestic debt service. The total domestic financing requirement has also shrunk in line with the decline in the debt redemption. Taking into account the potential burden of new borrowing to be made without the swap operation to roll-over the swapped securities, the decline in the financing requirement is above the total decrease in the redemption schedule. The projected decline in the domestic financing requirement in year 2001 is TRL 7,6 quadrillion.

This decline in the 2001 domestic financing requirement will also reduce the borrowing requirement in year 2002. After the swap operation the projected cash saving in the Treasury’s domestic debt interest expenditures is TRL 1,9 quadrillion. 

The swap operation has also reduced the debt redemption in June 2001. Therefore, the minimum auction limits declared in the “June 2001 Domestic Borrowing Program” announced at end May 2001, are subject to revision. The details will be announced on Monday, June 18th. 

The swap operation will reduce the foreign currency risk in the banking sector and have a positive effect on the roll-over of domestic debt by extending the maturity of borrowing in acceptable terms.

Source: Treasury.

· Implementation of  Tax Identification Number
According to the Decree published in Official Gazette dated on June 19, 2001, the implementation of tax identification number in banking transactions will be started from September 1, 2001. 

All banks (including their off-shore branches), intermediary institutions, special finance houses, leasing and factoring companies, insurance and reinsurance companies are required to determine the customer’s tax ID numbers relating to the financial transactions, which are specified in the Decree.

· Regulation on Investor Protection Fund 

The regulation on Investor Protection Fund was published in the Official Gazette dated June 21, 2001. 

Investor Protection Fund is a legal entity. It is established to meet the liquidation expenses and liabilities of intermediary institutions, which are decided to be liquidated or bankrupt and banks, of which banking operations are stopped, relating to cash payment or delivery of shares.

· Decision of the BRSA about some banks under the SDIF
Upon the decision of the BRSB no.346, which was published in the Official Gazette dated 21.06.2001; the banking license of Interbank A.Ş., Eskişehir Bankası A.Ş., which will be merged under the structure of Etibank A.Ş. will be removed as from 02.07.2001. The banking license of Türk Ticaret Bankası  A.Ş. will be removed as from 01.07.2001 in view of the fact that there is no possibility that this banks can be sold.

Futures Transactions Market Regulation was published on August 15, 2001. Thus, the transfer of the futures and options would be possible.

New Banking Regulations by Banking Regulation and Supervision Agency

· Regulation on Mergers and Transfers of Banks

Regulation on Mergers and Transfers of Banks was published in the Official Gazette dated June 27, 2001. The purpose of the regulation is to set forth the principles and procedures related with merger of one or several banks operating in Turkey to a new bank to be established, or transfer of one or several banks, with all their rights, claims, liabilities and obligations, to an existing bank. Provisions of this Regulation apply to the merger and transfer of special finance institutions as well.

· Regulation on Establishment and Operations of Banks

Regulation on the rules and procedures relating to regulation on establishment and operations of banks, was published in the Official Gazette dated June 27, 200. The regulation determines mainly indirect ownership of shares in the capital of banks established or to be established in Turkey, and connected lending which will form the basis in determining the amount of maximum exposure that may be extended directly or indirectly to natural persons and legal entities, and defines rules on calculation and application of loan limits on a consolidated basis. 

· Provisioning Regulation

Regulation on the principles and procedures related with determination of the credits and other claims for which provisions shall be set aside by banks and with the provisions to be set aside was published in the official Gazette dated June 30, 2001. 

· Law No. 4684

Law No. 4684 making amendments in a number of Laws and Decrees, was published in the Official Gazette dated June 20, 200.

With this Law, sub-paragraph 1/(b) of Article 20 of the Banking Act No.4389 is annulled. 

( Article 20.1.(b): The Council of Ministers shall be authorized to create or dissolve funds in order to guide credits in accordance with objectives of development plans and to provide resources required for such funds from accrued interests or otherwise. The Council of Ministers may delegate its authority stated in paragraph (a)  to the Central Bank.)

Furthermore, this Law made amendments in and added a number of provisional articles to the Law No. 4603 on the privatization of T.C. Ziraat Bankasi A.Ş., Türkiye Halk Bankasi A.Ş. and Türkiye Emlak Bankasi A.Ş. 

Thus, the banking license of Türkiye Emlak Bankası A.Ş. was cancelled in accordance with the provisional article 3 of the Law No.4603, which was added by the article 2 of the Law No: 4684.  As of July 9, 2001 the head office and all branches of Türkiye Emlak Bankası A.Ş. will continue to operate under the title of T.C. Ziraat Bankası A.Ş.

· Sale of Ekspres Bank A.Ş. 
The Banking Regulation and Supervisory Board announced that the shares of the SDIF in Bank Ekspres A.Ş. were transferred to a private group, namely Tekfen Holding A.Ş. as of 30.06.2001. It was decided that the Bank’s total equity will be equal to zero on the date of transfer. Following the process of transfer the balance sheet of Bank Ekspres A.Ş. will be united with that of Tekfen Yatırım ve Finansman Bankası A.Ş. and the Bank’s total equity will have reached at least TL 20 trillion at the end of the year.  

July 2001

· Transfer of five commercial banks’ management to the SDIF

The Banking Regulation and Supervisory Board announced on July 10, 2001 that it took control of five commercial banks, namely EGS Bank A.Ş.- Mill Aydın Bankası A.Ş.- Bayındırbank A.Ş.- Kent Bank A.Ş.- Site Bank A.Ş. 

On the other hand, the Board announced that the banking licenses of two development and investment bank, namely Atlas Yatırım Bankası A.Ş. and Okan Yatırm Bankası A.Ş. were revoked.

August

· Regulation on Savings Deposit Insurance Fund

A new regulation on Savings Deposit Insurance Fund (SDIF) was published in the Official Gazette no. 24152 on August 26, 2000. With the new regulation, the Fund's duties and responsibilities are redefined and extended parallel to the recent changes in the Banking Law and its organization structure is reshaped.

· Regulations on Resource Utilization Support Fund 

With an amendment to the Communiqué No.6 related to Decree No.88/12944 by Communiqué No.31 on the Resource Utilisation Support Fund published in Official Gazette dated August 8, 2001, the ratio of fund deduction for loans obtained from abroad by Turkish residents and other loans extended by banks and finance corporations was declined to 3 percent from six percent and 5 percent, respectively. The ratio of fund deduction for imports based on letter of credits increased to 3 percent from 0 percent.

· Reserve Requirements

With regard to an amendment in the Communiqué on the application of reserve requirement on August 8, 2001, interest will be paid to the reserve requirements, which are to be held as TL deposits with the Central Bank. The rate of interest will be determined and to be paid quarterly by the Central Bank.

· Istanbul Stock Exchange (ISE) Launched Currency Futures Market

The lack of an organized and liquid market for derivative instruments in Turkey has been an important issue for Turkish financial and industrial corporations having currency exposures. Thus, in order to contribute to overcome the adverse effects arising from currency risk and to provide a market that will offer indicative currency prices for the future, a Currency Futures Market has been launched within the ISE on August 15, 2001. Due to the nature of the contract to be traded in the Market, initially, only commercial banks are accepted as members. 

September

· Banking Restructuring Program: Action Plan By BRSA
The Banking Sector Restructuring Program, announced on May 15, 2001, aiming to eliminate distortions in the financial sector and adopt regulations to promote an efficient, globally competitive and sound Turkish banking sector is ongoing process. 

The Restructuring program is based on the following main pillars: i) restructuring of the state banks; ii) resolution of banks under the Savings Deposits Insurance Fun (SDIF); iii) strengthening of the private banks’ capital structure; and iv) strengthening of the regulatory framework.

In parallel to the financial and operational restructuring of banking sector, legislative amendments and institutional changes have been adopted since 1999. These efforts aim to strengthen regulatory and supervisory framework, facilitate sound banking practices and thus establish confidence in the sector. Prudential regulations are concentrated in the following areas.

Banking Regulation and Supervisory Agency (BRSA) announced “Banking Restructuring Program: Action Plan” on September 26, 2001. The main subjects dealt with in the action plan follow as;

· Capital adequacy

· Foreign exchange exposure limits

· Loan loss provisioning and connected lending

· Repurchase agreements

· Risk management,

· Accounting and auditing

· Supervisory activities of BRSA

· Resolution of Savings Deposit Insurance Fund (SDIF) banks

· Strengthening the institutional capacity of BRSA and SDIF

November 2001

· Transfer of Toprakbank A.Ş. to the SDIF 

Upon the decision of No: 538 of the Banking Regulation and Supervision Board (BRSB) dated 30.11.2001, the management and supervision of Toprakbank A.Ş. have been transferred to the Savings Deposit Insurance Fund (SDIF) according to Article 14 paragraphs (3) and (4) of the Banks’ Act No: 4389, due to the fact that it did not take the measures instructed according to the main provisions of the Banks’ Act, that it has transferred its funds to the capital group comprised of its shareholders thus endangering the bank’s sound functioning, that its losses have exceeded its own funds thus endangering external resources and that its financial weakness was threatening depositors’ rights as well as the safety and soundness of the financial system. 

December 2001

· Decision of BRSB about İktisat Bankası A.Ş.

With the decision of the Banking Regulation and Supervisory Board No: 527, the banking license of İktisat Bankası A.Ş. will be removed as from 07.12.2001 in view of the fact that there is no possibility that this banks can be sold.

· Decision of BRSB about Etibank and Kentbank 

As it is known, with the decisions dated 27.10.2000 No: 86 and dated 09.07.2001 No: 382 of the Banking Regulation and Supervision Board the partnership rights, except dividend rights, as well as the management and supervision of Etibank A.Ş. and Kentbank A.Ş. had been transfered to the Savings Deposit Insurance Fund according to Article 14 paragraphs (3) and (4) of the Banks’ Act No: 4389. 

With a view to ensuring the sustainability of the financial system’s reliability and stability, the Banking Regulation and Supervision Board, with its decisions No: 552 and No: 554 dated 13.12.2001, has decided to withdraw the authorization of both Kentbank A.Ş. and Etibank A.Ş. to accept deposits and carry out banking operations as of 28.12.2001.

· Decision of BRSB about the Sale of Sitebank 
Novabank S.A.’s bid concerning Sitebank A.Ş., which is currently under the management of the Savings Deposit Insurance Fund and the shares of which have been offered to sale, has been submitted to the Savings Deposit Insurance Fund on 26.10.2001. Upon evaluation thereof, it has been decided that the negotiations on a share transfer agreement with NovaBank S.A. for the sale of the shares of Sitebank A.Ş. are going to start. As a result of these negotiations, a share transfer agreement has been signed with NovaBank S.A. on 21.12.2001, thus initiating the activities necessary for the accomplishment of the share transfer by 11.01.2001.

· Auction Concerning the Transfer of’ Deposits in Banks Under SDIF 
As it is known, within the framework of basic principles to follow concerning the transfer of deposits in banks under the management of the Savings Deposit Insurance Fund stipulated in decision No: 334 of the Savings Deposit Insurance Fund’s Board of Directors dated 20.11.2001 to other commercial banks through an auction procedure, the bids received according to the announcement published in the Official Gazette No: 24618 dated 22.12.2001 have been evaluated and the best offers have been selected. Thus, upon negotiations with banks submitting the best offers, the aforementioned deposits will be transferred to the bank in question as of 28.12.2001.

· Decission of BRSA About EGS Bank A.Ş.

As it is known, both Bayındırbank A.Ş. and Ege Giyim Sanayicileri Bankası A.Ş have been transferred to the Savings Deposit Insurance Fund (SDIF) upon the decisions dated 09.07.2001 No: 383 and No: 384 of the Banking Regulation and Supervision Board.

The sale process of the Bayındırbank A.Ş., which was initiated as of 27.11.2001, could not be finalized due to the fact that the investor who applied to buy the bank did not offer a bid. Impossible to be sold with its existing financial structure, The Banking Regulation and Supervision Board has decided with its decision No: 562 dated 26.12.2001, to transfer Ege Giyim Sanayicileri Bankası A.Ş to Bayındırbank A.Ş. of which the sale process has not been accomplished. It has been further decided that above mentioned merger and transfer process is going to be finalized as of 18.01.2002 and the license of Ege Giyim Sanayicileri Bankası A.Ş. to accept deposits and to carry out banking operations is going to be withdrawn on the same date.

· Liquidation of Rabobank

Upon the demand of Rabobank International based in Utrecht, Netherlands dated 27.12.2001, it has been deemed appropriate with decision Nr. 571 of the Banking Regulation and Supervision Board dated 04.01.2002 that the Head office of the Bank in Turkey starts with its voluntary liquidation operations according to Article 18 paragraph (2) of the Banks’ Act Nr: 4389. 
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