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I. Basic Macroeconomic Indicators
Table 1: Basic Macro-economic Indicators

	     Key Indicators: Turkey 2006-2010
	2006
	2007
	2008
	2009
	2010

	Population (mid-year; million [mln])
	69.4
	70.2
	71.1
	72.1
	73.0

	Average exchange rate (Turkish Lira,TL/ USD)
	1.43
	1.30
	1.29
	1.55
	1.50

	Inflation rate (CPI average; %) 
	9.6
	8.8
	10.4
	6.3
	8.6

	GDP at current prices (local cur. billion,bln)
	758
	843
	951
	953
	   1,105 

	GDP at current prices (USD bln)
	526
	649
	742
	617
	736

	GDP / capita (in cur. prices; USD) 
	7,583
	9,234
	10,440
	8,578
	10,079

	Real GDP growth (%) 
	6.9
	4.7
	0.7
	-4.7
	8.9

	Unemployment rate (ILO definition; eop; %) 
	10.4
	10.4
	11.1
	14.2
	12.1

	Industrial output growth (%) 
	8.3
	5.8
	0.3
	-6.9
	12.9

	Agricultural output growth (%)
	1.4
	-6.7
	4.3
	3.6
	1.6

	Services output growth (%)
	7.3
	6.0
	0.4
	-4.7
	7.8

	Direct foreign investment (USD bln) 
	20.2
	22.0
	19.5
	8.4
	9.1

	Central Gov. Budget balance /GDP (%) 
	-0.6
	-1.6
	-1.8
	-5.5
	-3.7

	Gross government debt (USD bln) 
	260.3
	305.2
	269.9
	309.2
	321.3

	Gross government debt / GDP (%)
	48.2
	42.2
	42.9
	48.9
	45.0

	EU Defined General Government Nominal Debt/GDP (%)
	46.1
	39.4
	39.5
	45.5
	42.3

	Export (fob, USD bln)
	85.5
	107.3
	132.0
	102.1
	114

	Import (fob, USD bln)
	139.6
	170.0
	201.9
	140.9
	185.5

	Trade balance (exp. fob. - imp.fob.; USD bln)
	-54.0
	-62.8
	-69.9
	-38.8
	-71.5

	Current account balance (USD bln) 
	-32.2
	-38.4
	-41.9
	-14.0
	-48.5

	Current account / GDP (%) 
	-6.1
	-5.9
	-5.7
	-2.3
	-6.6

	Foreign reserves (excl. gold; eop; USD bln)
	58.3
	71.6
	69.7
	70.7
	80.7

	Sources:

(1) Central Bank of Turkey

(2) Turkish Statistical Institute


	
	
	
	
	


II.
Economic Overview and Outlook
Real Sector 

The overall macroeconomic policy has accommodated measures to mitigate the impact of the global economic crisis. The government’s response to the economic downturn has combined monetary easing with foreign exchange liquidity and confidence-building actions in the financial sector, some employment measures, and temporary tax cuts.

The country’s stand-by arrangement with the IMF was completed in May 2008. The economy managed to perform well with fiscal and monetary discipline continuing to be the main economic pillars establishing confidence among investors. In September 2009, the Medium Term Program was announced and this program outlined a fiscal plan to decrease budget deficits and control public debt to GDP ratio. The Medium Term Program has been updated in October 2010 to include the year 2013. This program reinforced the predictability of policies and enhanced confidence. Having seen one of the deepest economic contractions in Europe in 2009, industrial production and exports posted double-digit growth in 2010.
Coming out of recession in the final quarter of 2009, the Turkish economy displayed a remarkable comeback in 2010 as its real Gross Domestic Product (GDP) expanded by 11.8% in Q1, 10.2% in Q2 and 5.5% in Q3 annually. 
With the final quarter of 2010 posting another strong performance, the Turkish economy recorded an 8.9% real economic growth for 2010 after contracting 4.7% in 2009. As a result, the economy has returned back to its pre-crisis output levels in 2010 as the overall nominal GDP is passed TL 1 trillion for the first time in history. 
External Sector 

Turkish exports contracted by nearly a third in 2009 compared to a year earlier, as Turkey’s main export markets in Europe experienced a severe recession. Due to the contraction of world trade, the trade and current account deficits of the country had dropped to their lowest levels since 2004.

But due to the fast economic recovery in 2010, the current account and trade deficits soared in the country and became an important concern for policy makers.  The January-December 2010 current account deficit hit USD 48.6 billion (bln) which is 247.1% higher compared to the same period of 2009. This is the highest level in the last 27 months only USD 603 million lower than the August 2008 peak of USD 49.2 bln, despite the oil price being more than 30% lower. 
The trade balance continued to widen every month in 2010 and posted a deficit of USD 8.7 bln in December. With December print, annualized foreign trade deficit concluded 2010 at USD 71.5 bln, the highest level seen since 2008.
Exports increased by 18% annually to reach USD 11.9 bln in December 2010 which is the strongest performance since May 2010. On the other hand, imports hit USD 20.6 bln and topped the USD 20 bln mark for the second time in history as it surged 37% annually. 
Cumulatively, annual 2010 exports recorded USD 114 bln, while imports came at 185.5 bln. The ratio of exports to imports dropped significantly from 72% in 2009 to 61% in 2010 which is a concern together with deterioration in the current account balance.

The general balance of payments outlook confirms that domestic demand has a greater impact than exports. Within this context, current account deficit to GDP ratio shall stand close to 6.7%.
Turkey maintains its policy of the diversification of its trade partners. In 2010, the proportion of EU countries in Turkey's exports increased only slightly by 0.2 percentage points (pps) to 46.2%, thus EU is continuing to be the main trading partner for Turkey.
The effect of the global crisis on Turkey’s trade with ETDB member states is asymmetrical as seen in Table 2 and 3 below. The trade with Pakistan didn’t get affected during the global crisis years and is approaching USD 1 bln mark while trade volume of Turkey with Iran is still behind its pre-crisis levels despite strong recovery in 2010.

	
	

	Table 2. Turkey-Pakistan Foreign Trade Figures (USD, Mln)
	

	
	2005
	2006
	2007
	2008
	2009
	2010*
	

	Trade from Turkey to Pakistan
	188
	130
	157
	155
	163
	248
	

	Trade from Pakistan to Turkey
	315
	380
	531
	586
	619
	750
	

	Source: Turkish Statistical Institute
	
	
	
	
	


	Table 3. Turkey-Iran Foreign Trade Figures (USD, Mln)

	 
	2005
	2006
	2007
	2008
	2009
	2010*

	Trade from Turkey to Iran

	913
	     1,067 
	      1,441 
	      2,029 
	      2,024 
	      3,042 

	Trade from Iran to Turkey

	3,470 
	     5,627 
	      6,615 
	      8,200 
	      3,406 
	      7,645 

	Source: Turkish Statistical Institute
	
	
	
	

	*Jan-Dec. 2010
	
	
	
	
	
	


The exports are still behind their pre-crisis historic high level but are on a healthy recovery in 2010 as they hit USD 114 bln. The fastest growing industrial sectors have been the automotive sector, metal products, refined petroleum products, radio/TV/communications, and electrical machinery.
The rise in commodity prices and steady growth in domestic consumption demand is likely to fuel the current account deficit further in the coming years. Financing of current account deficit will not be a concern as major developed country central banks continue to pump liquidity into global markets.
Fiscal Outlook
The general fiscal outlook is favorable as the government committed to fiscal discipline in 2010 without an IMF programme and fiscal rule. Central government budget deficit was recorded as USD 26.4 bln (TL 39.6 bln), down by 25% compared to 2009. Similarly, primary surplus generation reached USD 5.8 bln (TL 8.7 bln). Overall in 2010, the central government revenue increased by 17.9%, well above the 9.5% increase in the total spending and the 14.1% jump in non-interest expenditures.
The tax collection increased in line with improved economic performance and helped the budget performance to exceed expectations in 2010. On the other hand, spending remained subdued in a year running up to elections, showing improved fiscal discipline. The central government budget deficit is expected to fall to 3.6% of GDP in 2010, down from 5.5% in 2009.
The government announced a 2011-2013 medium-term program that sets ambitious fiscal targets assuring that the government is committed to fiscal consolidation. The program envisages central government budget deficit to GDP ratios of 2.8% in 2011 followed by 2.4% in 2012 and 1.6% in 2013. The medium-term program sets targets of -2.1% of GDP in 2011, -1.8% in 2012, and -1.1% in 2013 for the general government budget balance. 
As a result, general government debt stock to GDP (EU defined) is expected to decline from 42.3% in 2010 to 40.6% in 2011, 38.8% in 2012 and 36.8% in 2013. Commitment to fiscal discipline was one of the key parameters that were perceived as an obstacle to a rating upgrade. A program that clearly supports the view that the government will not derail from fiscal consolidation in an election year strengthens the investment case.
Inflation Dynamics

CPI inflation decelerated to 6.4% on an annual basis in December 2010, down from 7.3% a month ago. CPI is currently at its lowest level since November 2009 and below the official 6.5% target set during 2010. Core CPI which excludes food, energy, alcohol, tobacco and gold reached 2.99% at the end of the year while PPI inflation came at 8.9%.
The favorable annual performance in inflation was possible by the downward correction in food prices, low commodity prices and significant fall in the services prices. The Central Bank is comfortable with the trend of inflation. The Bank expects the inflation rate to be between 4.5% and 7.3% with a midpoint of 5.9% for the end of 2011, while inflation is expected to further decline to 5.1% by the end of 2012. 

Monetary Policy 

The Central Bank of Turkey maintained price and currency stability by actively intervening in the markets in 2010. The Bank reduced the benchmark one-week repo rate by 50 basis points to 6.5% for the first time in more than a year in the final month of 2010. The Bank’s motivation for the cuts was its concerns for current account deficit, credit loan growth, and hot money inflows. 

The Central Bank made an aggressive sharp 400 percentage points cut in the overnight borrowing rate in November 2010 bringing the rate to a record low of 1.75% and also reduced the late liquidity borrowing rate to 0%. These moves were aimed to stimulate interbank lending and thus to address the excess liquidity, related to high capital inflows. 

Central Bank of Turkey also asked the banking sector to improve its maturity structure in the liability side and take additional steps to increase maturity in Lira deposits. The Bank raised its lira reserve requirement ratio (RRR) to 10% from 8% for deposits of up to one month maturity. The RRR for deposits up to 6 months maturity has been set at 7%, 6% for up to one year maturity and 5% for one year and longer. 
The Central Bank is likely to continue to take the necessary measures to prevent the adverse developments in food and energy prices and is expected to hold the rates steady till the last quarter of 2011 to contain the inflationary pressure and expectations.

Labor market 

As a result of the strong economic recovery, the labor market outlook improved in the post-crisis year of 2010. According to the most recent data, the unemployment rate has dropped by 2.1 pps annually to 11% in November 2010. During the month the non-institutional working age population has increased by 855,000 and has reached 52.78 million. Number of employed persons increased by 1,113,000 compared to 2009 and has reached 22.854 million in period of November 2010. Agricultural employment increased by 354,000 while non-agricultural employment increased by 759,000 during this period.

The number of unemployed continued to drop throughout 2010 and has decreased by 459,000 in November compared to the same period of the previous year and has reached 2.8 million. During the global crisis years of 2008-09, the number of unemployed reached as high as 3.5 million, thus there is a huge improvement in employment figures. But the number of unemployed is still higher than its pre-crisis figure of 2.4 million and is likely to remain this way for several years to come.
Future Outlook 
The economy is likely to be supported in the coming period by foreign capital inflows and strong domestic demand. Following the realized growth of 8.9% in 2010, the Turkish economic growth is expected to continue with another significant performance of 5.5% in 2011 and 2012.

The global crisis provided an opportunity for Turkey to show that its fundamentals are much stronger than acknowledged by investors. Turkish economy has been moving closer to the Investment Grade league after successive rate hikes by the international rating agencies over the past two years, building up hopes for an upgrade to investment grade right around elections in mid-2011.
Apart from its sovereign rating, the Turkish banking sector is also improving its rating conditions a result of improved capital and liquidity position of the sector as well as the healthy economic outlook. In the final quarter of 2010, credit rating agency Moody's lifted its outlook for the Turkish banking sector to stable from negative/stable. Similarly, the French export credit agency, Coface, raised Turkish private sector to investment grade for the first time in history.
The government is expected to continue pursuing prudent fiscal policy in the coming years. For 2011, the government is preparing a scheme for restructuring of its tax receivables. According to market expectations, this legislation is expected to generate USD 33.3 bln (TL 50 bln) of additional tax revenue for the budget. The revenues would be used to reduce the government debt or finance infrastructure projects, which suggest that, if successful, the plan could result in a lower-than-planned deficit in 2011.

The GDP growth in 2010 was driven mainly by consumption which ended up with widening current account deficits. The government is aware that there is no quick way to reduce current account deficits to a sustainable level in the short-run. Thus, the main issue for the policy makers in the coming period will be to contain the current account deficit and improve the quality of its financing. 
III. Review of Operations Under 2008-10 CPS
During 2008-10 period, the Bank’s operations in Turkey were concentrated across two categories i.e. lending through financial intermediaries and corporate finance loans.

Lending through Financial Intermediaries
In this category, the Bank offered financing facilities under the framework of SME Development Loans (SDL) and Short Term Trade Finance (STTF) loans. In case of SDL, the Bank approved financing facilities of USD 15 million each for Turkiye Halk Bankasi, Is Financial Kiralama AS, and Ziraat Financial Kiralama AS. All the three banks have fully utilized their credit limits with the Bank and it would be fair to assume that through them the Bank has been successful in extending loans amounting to USD 45 million to a number of SMEs in Turkey. From the data sent in by these Banks the SMEs benefiting from SDL funds come from a diverse group of sectors which includes agribusiness and farming, manufacturing, healthcare, tourism, and trading.
As regards STTF, the Bank approved financing of USD 20 million revolving facility for two banks i.e. Turkiye Vakif Bankasi AS and Turkiye Is Bankasi AS. Both banks have been making full use of these facilities and have helped a number of businessmen in Turkey in trade transactions within and outside of the region. Since this is a revolving facility, therefore, the partnering financial institution is allowed to repay part of its facility and reuse it at a later date. Seen in this context, ETDB has provided a total of USD 54.8 million to the two banks to support trading operations of businessmen in the country.

Although the Bank’s FI operations in Turkey have been the most successful within its portfolio, however, these are not devoid of their own peculiar challenges. With Turkish economy recovering strongly from the impact of the recession with a healthy growth rate, the financial sector is attracting significant interest from international financial institutions. This has increased competition in the sector with lending rates going down in the Turkish market. These rates have come to such a level that the Bank’s pricing could become unattractive to leading financial institutions in the Turkish financial sector. Secondly, the success of Turkish operations also means that, as per the Bank’s financial policy, there is no further financial cushion available for lending to Turkish financial institutions even if there is demand and need. 

Corporate and Project Finance

A total of 12 project proposals for corporate and project finance facilities were evaluated in the Bank in the last two years. The sectoral distribution of these projects was that there were 4 each in energy/power and transport sectors; and 2 each in oil and gas and manufacturing sectors. Out of 12, 9 were from the private sector and the other 3 were from the public sector.

Three projects were presented before and got approved from the Board of Directors and a total amount of USD 55 million was disbursed to two companies i.e. Turkish Refining and Petrochemical Company and Istanbul Metropolitan Municipality. The former used the loan proceeds to import oil and the latter purchased subway rolling stock for Taksim–Yenikapi Metro Line.

Major challenges being faced with regard to Turkish operations is that strong economic growth and favourable forecasts for the future have made the country an attractive investment destination with considerable foreign capital coming in search of profitable investment opportunities. This has made the market place very competitive adding pressure on the Bank in terms of its loan pricing and terms and conditions related to collaterals and security. Limited capital base of the Bank also puts a constraint on the Bank to finance just a few projects. It is hoped that in near future the Bank would be able to raise money in the capital markets thus augmenting its resources to serve the growing needs of Turkish industry and commerce.

The Bank intends to work more closely with related government agencies and private sector clients in order to keep on exploring further opportunities for investment in growing Turkish sectors.

Loans and Repayments
During the last two years the total amount of loans extended to entities in Turkey amounted to around USD 155.3 million. And total repayments during the same period were estimated at USD 62.2 million.

IV. Review of Key Sectors and Investment Opportunities
Before the financial crisis that griped the global economies in 2009-10, Turkish economy had witnessed impressive growth rates over several years. Tourism sector recorded huge visitor numbers, exports surged, and foreign direct investment touched record levels. All this came to an abrupt slow down as the affects of the global financial and economic crisis engulfed Turkey which resulted in shrinking exports, lower FDI, and high employment. However, the resilience of Turkish banking sector and an impressive rebound in exports and manufacturing have highlighted the inherent strength of the Turkish economy that has been built in the pre-crisis era. Although FDI has not yet returned to its historical high levels but capacity utilization in manufacturing sector, low inflation, and increasing exports have brought back the growth momentum to the Turkish economy. In terms of sectors, energy, transport / infrastructure, manufacturing, and agriculture remain the top priority sectors for the Bank in terms of its lending focus. However, the Bank would also explore appropriate investment opportunities in tourism, telecom, and retail sectors.
i) Energy

Turkey has no large oil or gas reserves and heavily relies on fossil fuels to support its energy needs. In 2010, the total primary energy consumption of the country increased by 4.5% and reached 108 million Ton Equivalent Petroleum (TEP). Domestic production which was 30.5 million TEP in 2009 has increased to 30.8 million TEP in 2010. The import dependency of Turkey in primary energy consumption has reached 71.5% in 2009. Parallel to the population increase and continuing growth, the demand for energy is projected to grow. In 2011 the primary energy consumption and production are expected to grow by 5.6% and 2.6% respectively. The country registered the fastest increase in energy demand, in respect of demand for electricity and natural gas, among the OECD countries and second-largest increase in electricity and gas demand in the world after China during the last decade. The country’s reliance on imports comes to around 91% for oil and 98% for natural gas. The total energy imports of the country amounted to USD 29.9 bln in 2009 and expected to reach USD 38.5 bln in 2010. 

The total installed electric power production capacity, which was 44,761 Mega Watts (MW) in 2009 increased to 50,004 MW by the end of 2010 through an investment of approximately USD 5 bln. The total electricity production of Turkey in 2009 amounted to 194.813 Giga Watt Hours (GWh) while electricity consumption was 194.079 GWh. The electricity production using the domestic resources particularly lignite coal amounted to 39.089  GWh in 2009, while domestic coal including hard coal and asphalite 42.872 GWh which totally reached 55.685 GWh with the addition of import coal. The current lignite reserves estimated to be about 11.5 bln tons of which 37% of the potential has been used. Therefore, greater importance is now being given for electric generation through use of appropriate technologies with low emissions. The hydro electric power potential is 140 bln kwh per year and about 40% of it has been utilized with around 15% of the potential is currently under construction. Efforts are being made to benefit from this potential through promotion of private investment to realize new hydroelectric energy projects including small hydro power plants. Privatization bids of all distribution regions in Turkey have been completed in 2010, aiming for a more efficient and higher quality service. The privatization of electricity distribution assets since 2008 to the end of 2010 is envisaged to provide the government with USD 16 bln of resources. Privatization process of the bulk of the publicly owned thermal power plants will be initiated in 2011.

Overall, the Turkish energy sector needs a total estimated investment of USD 128.5 bln by 2020, with USD 104.7 bln needed for power generation, USD 16 bln for oil & gas, USD 5.1 bln for coal and USD 2.7 bln for the expansion of the Turkish natural gas grid. 

The general approach in energy policy is to ensure efficient, effective safe and environmentally sound use of energy and natural resources in a way to reduce external dependency. In this context, great importance is being given to the diversification of resources, utilization of indigenous resources and improvement of technologies and infrastructure. For this reason, the oil and natural gas exploration operations both at home and abroad have been intensified and investment in exploration projects for oil and natural gas in North and Southeast regions is being persued. These efforts amount to an investment of about USD 4 bln. For testing the haydro carbon potential of the Black Sea, TPAO (Turkish Petroleum Corporation) will continue its deep sea drillling investments in 2011. 
In addition, the country has launched comprehensive incentive programmes to tap massive renewable energy sources including wind, solar, bio-mass, hydro and geothermal sources. Turkey is offering incentives, such as land grants and tax exemptions to companies investing in renewable energy sources. Only about 1% of renewable energy, from wind, geothermal, biomass, biogas, and waste-to-energy sources, has been installed out of the 110 GWh potential. The target is to generate at least 30% of total electricity production from renewable sources by 2030.
The installed capacity in wind energy has reached 1,265 MW by the end of 2010. The installed geothermal energy capacity was 94.2 MW in 2009. The Governments plans to increase installed geothermal energy capacity to 600 MW and wind energy installed capacity to 20,000 MW by the end of 2023. Turkey is also considering integration of nuclear energy into its energy mix. By 2020 with a total generating capacity of 4,800 MW, Turkey plans to produce 5% of its electricity from nuclear plants and increase that amount to 20% by 2020. 

The country is also an important energy transit terminal and corridor. In this regard, Baku–Tbilisi–Ceyhan, Samsun-Ceyhan, Iraq-Turkey oil pipelines and Bakü-Tiflis-Erzurum, Turkey-Greece-Italy, Iraq-Turkey, Iran-Turkey, Nabucco and Arab natural gas pipelines are among the important projects being persued by Turkey. Turkey currently has the capacity to transport 121 million tons of oil to the world markets per annum. Once the ongoing projects are completed, the annual transit capacity will increase to 201 million tons of oil and 43 bln cubic meters of natural gas. 

The Bank shares the country’s priorities to reduce energy dependency on foreign sources and greater focus on renewable sources. The Bank will look into opportunities to finance investments in mid-size sustainable energy projects particularly those of wind, geothermal, and hydro sources. Turkey has recently ratified the Kyoto protocol, therefore, energy efficiency should be improved through reduction of heating losses, improvements in industries and the residential sector and reduction in losses of the national power transmission and distribution systems. The Bank would also play a role to support investments in both generation and distribution area. The Bank would also support projects designed to improve transportation and distribution of natural gas and oil, and rehabilitation of gas/oil processing and storage facilities. The Bank would cooperate and participate in co-financing arrangements with other development partners in selected projects.
ii) Transportation

The country’s natural bridge position between Europe to Asia makes transportation infrastructure an attractive investment area. The objective is to develop relevant infrastructure for different modes of transportation where operations are conducted safely, economically and in conformity with international standards. During 2003-2010, the amount of investment in transport and communication sectors totaled around TL 92 bln (about USD 65 bln). About 15% of the said investment was realized through BOT (Build Operate and Transfer) and PPP (Public Private Partnership) arrangements. The total cost of transport and related infrastructure projects to be implemented until 2023 is estimated to be around USD 175 bln and share of the BOT and PPP arrangements is planned to be around 28%. 

Continued development in the railway sector enabled the country to reach 11.405 km network by the end of 2010. The network is owned and operated by the state railways company, TCDD. Main strategy is to increase the role and competitiveness of the sector. In this context, reorganization of TCDD, modernization of train sets and construction/rehabilitation of railway lines across the country is being pursued. The target is to have by 2023, a 25,511 km long railway network with an investment of USD 60 bln. The first high-speed train operations are being conducted between Ankara-Eskişehir since March 2009 and construction of other lines such as Ankara-Konya, Eskişehir-Istanbul, Ankara-Sivas, Ankara-İzmir, Bursa-Bilecik, Ankara–Kayseri and Halkalı- Kapıkule are under implementation. Investments in this sector are expected to improve the share of the railway sector in passenger transport from 2% to 10% and in freight from 5% to 20%. By completion of Marmaray underwater tunnel project (Istanbul Strait) in 2013, the railway network will be connected to the Europe without any interruption.
Compared to other modes of transport the road network is the most developed sector in Turkey. Turkish international highway transportation sector has the largest and the most modern fleet in Europe, which carries about 43% of Turkey's exports to the world markets. Turkey ranks third in the international land transport business after Russia and Germany. The road surfaces have been improved and more than 13,000 km of roads have been converted into dual carriageways over the past decade. Turkey has completed the legal infrastructure regarding privatization of highways and bridges under the privatization program. Within the framework of development of international land transport corridors such as Trans Turkey Highway (TTH) and Trans European South-North Motorway Project (TEM), Gebze-Orhangazi-Izmir motorway has been contracted in 2010 and expected to be finalized within 5 year. The 3,000-meter-long suspension bridge to be built as a part of this project on the Izmit Gulf would be the second longest suspension bridge in the world.

The number of airlines in Turkey has risen to 16 during the last five years. However, the Turkish Airlines is the major national carrier which dominates domestic air transport in Turkey. As the passenger and freight traffic is increasing, the government puts utmost importance to build new airports and improve the infrastructure capacities of the airports under operation. The Turkish aviation market saw a 20% increase in the number of domestic and international passengers in 2010 compared to previous year. There are 46 airports in the country and there are plans for constructing new ones at Zafer and Çukurova as BOT project. Superstructure of Hakkari, Iğdır, Bingöl, Şırnak and Elazig airports are under construction. Private sector has been inducted in operations of main airports e.g. Istanbul, Ankara and Izmir and it is expected to be extended to new airports as well. The government plans to realize an increase in current passenger carrying volume from 102.8 million to 350 million and fleet numbers from 332 to 750 planes by 2023. 

Although Turkey is surrounded by seas on its three fronts but this advantage has not been fully exploited. The government is now placing great emphasis on sea transport including port development. The concessions for the management of state-owned ports and establishment of private ports has reduced overcrowding and inefficiencies in this area. Samsun, Bandirma and Mersin ports have been privatized.The privatization procedures of İzmir and, İzmit ports have been cancelled whereas the privatization process of İskenderun port is still continuing. As regards maritime safety, Turkish flag has been moved to the white list of the Paris MoU since 2009. 
In shipbuilding, with 70 shipyards operational the current capacity of the country is about 3.55 Million Deadweight Ton (DWT). With the completion of under construction shipyard projects the capacity is expected to reach 7.3 million DWT. Turkey ranks fifth place in world in terms of yacht building. The export volume of the sector in 2010 was USD 1.06 bln. 
More than 60% of Turkey’s logistics activity is operated from Istanbul but other cities are also emerging to be among main logistic centres of Turkey.

The Bank would support projects that contribute to development of transportation and communication networks. This includes development and modernization of relevant infrastructure including shipyards, marinas, custom points, ports and logistics centers preferably through the participation of the private sector. The Bank shall also support road and railway projects aimed at revitalization of Silk Road and running of block trains within the ECO region.
iii) Agri-business

With its favourable climate and geographical conditions, rich soil sources and biological diversity, agriculture is one of the leading sectors in the Turkish economy. The strategy of the government in the sector is to establish an organized and competitive production structure to ensure food security and reliability while sustaining the efficient use of natural resources. The total land utilized for agriculture in Turkey is 39.1 million hectares. The share of agricultural production in Turkey’s GDP was 8.3% in 2009. However, the country is still the 7th largest agricultural economy in the world. The sector continues to employ about 24.7% of the total work force. The country is the world leader in the production of dried figs, hazelnuts, sultanas/raisins and dried apricots. It has the largest milk and dairy production in its region.

During the last decade, Turkey experienced a continuation in its economic transformation from agriculture towards industry and the services sector. The agriculture sector in Turkey registered a growth rate of 4.3% in 2008 and 3.5% in 2009. The level of agricultural production reached to USD 51 bln in 2009. The export of agricultural products is estimated to be around USD 11.3 bln in 2010, while the imports are expected to reach the mark of USD 6.7 bln.

Competitiveness and sustainability have now become the key factors in the agriculture sector. Climate change, increase in food prices, population pressure, and role of international organizations are the basic determinants shaping the sector.

The volume of agricultural loans was about USD 9 bln in 2010. The total budget of state support for the sector was about USD 3.8 bln in 2010. It is estimated to be USD 4 bln in 2011.

Turkey is of increasing importance as an investment destination for agri-business, particularly in relation to livestock, equine, crop development, fisheries, postharvest technology, and research and development. Recent investment in the food processing industry is seeing increased production in a number of areas such as frozen food products and ready meals. Significant opportunities exist for joint ventures and developing or manufacturing innovative food products under license as well as in production of specialist machinery and equipment in Turkey. Moreover, investment opportunities are available in biodiversity, protection and remediation of soil quality, environment-enhancing management practices, developing parental plant breeding material and food supply chain technologies.

Turkey is rapidly developing in seed production and organic agriculture. In 2009, the total area of organic farm lands has reached 325,831 hectares, while the total production increased to 983,715 metric tonnes in Turkey. Accordingly, export of organic agricultural products has increased slightly from USD 27.3 million in 2008 to USD 27.5 million in 2009. The Bank may also develop operations in these sub-sectors.

The Bank shall support investments in agri-business sector. Priority would be given to initiatives aimed at strengthening the food chain (primary agriculture, storage, packing and processing), export linkages, and quality standards. The Bank shall seek opportunities in irrigation and agricultural machinery sector as well. Significant investments opportunities may be available in the GAP which is scheduled for completion in 2012. Projects in other similar area development schemes would also be considered for financing.
iv) Manufacturing Industry

The manufacturing industry was among the sectors in Turkey which were hit hard by the global economic crisis. The production in manufacturing industry contracted in 2008 and 2009 by 1.5% and 11.3% respectively. However, since December 2009 significant improvements in terms of production and employment were observed in the sector. The manufacturing production index in December 2010 increased by 16.9 % compared to same month in previous year. In addition, the manufacturing sector turnover index increased by 29.3% in December 2010 compared with same month of the previous year. The sectors such as textile, leather, chemical products, rubber and plastic, metal goods, computer-electronics and optical products, transport equipment, electrical equipment, machinery and automotive recorded the highest production increase during 2010. The capacity utilization rate of manufacturing industry which was 65.2% in 2009 improved to 72.6% in 2010. Overall the industry has a 19% share in Turkey’s GDP.

The automotive, textile, food, beverages, chemicals, electronics, home appliances and tobacco are among the leading sectors in the manufacturing industry. Particularly, the Turkish automotive industry with a total of 1,094,557 units of production (excluding tractors) showed a 26% increase in 2010 compared to previous year. The motor vehicles, parts, and accessories sector became the leader of export with 17.4 bln USD and had 15.6% share in the country’s overall exports in 2010. The sector targets to make USD 18 bln of export in 2011. In 2010, total automotive exports comprised 754,469 units showing an increase of 20%. Domestic sales attained a figure of 793,000 units, posting an annual 38% hike in 2010. 

Majority (about 89%) of companies in the sector are small and medium sized enterprises (SMEs) with up to 10 employees. The SMEs employ 76.7% of the available workforce and produce 37.7% of the total added value of the overall economy. The strategy for development of SMEs includes measures to increase value-addition, promote competitiveness, create brands and support export-oriented production. In order to support SMEs, Turkey has decreased the employer's share of Social Security Institution (SGK) premiums and in some cases pays SGK premiums from the unemployment fund. In addition corporate income tax rates were decreased and most importantly, SMEs are allowed to deduct research and development expenses from their taxable income. Turkey also encourages clustering and partnership. SMEs are encouraged to consolidate their resources and further reduce their costs. Interest-free loans are provided to the small businesses if they merge with others. In the event of mergers within a predetermined period tax exemptions for one or two years following their merger will be provided.

The government intends to accelerate the structural transformation process of the manufacturing industry in order to improve competitiveness and share in the world trade with production of high value-added goods. Turkey has started to implement industrial strategy and sectoral strategies to become a manufacturing center for specific sectors.  The Industry Strategy Document announced by Turkey in January 2011 covers the period from 2011 to 2014 and describes 72 actions to improve industry, trade and service sectors. The basic goal of the Document is to increase the country's competitive position and productivity as well as add momentum to Turkey's transformation into an industrial center where high-technology products are manufactured by a qualified labor force. This would include improving cooperation between public and the private sectors; supporting high value and well-known Turkish brands; and improving access to finance for SMEs looking for new international markets. In this context, loan mechanisms and procedures for accessing Credit Guarantee Fund (KGF) and ‘Istanbul Venture Capital Fund’ would be improved. Improvement of skills and human resources would also be given priority. The private sector would be supported in establishing vocational schools and technical training courses. The Industry-University Project (SAN-TEZ), which aims to support cooperation between universities and sectors, would be strengthened. This document would be complemented by Sector Specific Strategy Papers such as automotive sector, iron and steel sector, machinery, etc. to be prepared in future. Meanwhile, greater emphasis would be laid in reducing the greenhouse effect. In order to improve the investment and business environment of Turkey, a new Turkish Trade Act has been enacted in February 2011. 

	


The rapid growth rates in manufacturing sector offers wide financing opportunities for the Bank. As a priority, funding for SMEs would be supported. The Bank would give due consideration to the priorities determined in the Industry Strategy Document and would look on opportunities to provide financial support for development of industrial zones, small industrial sites, techno-parks, innovation transfer centers and enterprise incubators. Through its Trade Finance Program, the Bank shall also continue its efforts for promoting foreign trade. 

v) Municipal Infrastructure

Municipalities are responsible for transportation and the delivery of civil services in urban areas. Urbanization rates in Turkey are relatively high. Migration from rural to urban areas has further increased the pressure on municipalities to provide safe and reliable municipal services. Municipalities and their utilities have depended on the central government to subsidize investment and operations. Municipalities receive only 15% share in the state's budget. For water, wastewater, and solid waste services, small municipalities with limited resources struggle to cover on-going asset maintenance and investment projects. In urban transport services, it is necessary to enhance the efficiency of private sector operators. Greater use of Public-Private Partnerships (PPPs) to operate publicly owned systems (with appropriate fiscal monitoring and risk management) and improvement of governance at the municipal and central government levels are being considered as key objectives. Government provides significant support for the inner-city mass transportation projects like metro and light rail transit systems of municipalities. Several municipalities have built or are building metro and light rail transit systems. Given such support, the Bank participated in the financing of metro infrastructure of the city of Istanbul. The Bank would put further efforts to raise resources for municipal infrastructure projects. Development of municipal water/wastewater treatment systems would also be supported. Cooperation with İller Bankasi, which is the biggest domestic financial source for municipalities, would be explored. 
vi) Tourism

Turkey is increasingly regarded as one of the most popular global tourist destinations. Availability of excellent coastlines, wide range of natural attractions, unique historical and archaeological sites and a suitable climate ranks the country 7th in terms of visitor numbers and 9th by sector income in the world. Turkey’s tourism sector grew by 12.5% over the last three years. The number of visitors was about 28.6 million in 2010 registering an increase of 3.2% compared to previous year. Growth in tourism receipts continued to lag somewhat behind that of arrivals during 2010, as is the global trend observed during periods of economic recovery. The tourism revenues comparing to previous year slightly decreased by 2% and amounted to USD 20.8 bln in 2010. The total tourism revenues are expected to reach USD 23.8 bln in 2011. In terms of world tourism market the country attracts about 3.5% of tourist inflows and has a share of about 2.5% in tourism revenues.
The 2023 target in this sector is to be among the top five countries in the world in terms number of visitors and revenue. In this context, the main strategy of the country is to improve products, facilities, service quality and marketing channels while preserving the natural capital and comparative advantage. In addition the government plans to develop the cities having cultural, social and natural potentials and make them brand cities for tourism across the world. By implementation of several projects in different tourism models, including coastal, health, winter, thermal, cultural, congress and sportive tourism the country is expected to increase tourism revenues to USD 28 bln by 2013. The Bank shall contribute to feasible investments particularly in development of service quality creation/expansion of facilities.

vii) Financial Sector

The Turkish banks have been less affected by the current global recession compared to many European banks as a result of the sound banking system that was strengthened and improved after the 2001 crisis. By the end of 2010, there were 49 banks in Turkey comprising 32 commercial banks, 13 development and investment banks and 4 participation banks with a total employment of 191,180 people and 10,066 branches (plus 9,972 on-line branches). There are 5 state-owned banks (3 commercial banks and 2 development and investment banks), 11 privately-owned banks and 17 foreign banks. The project “Istanbul International Financial Center” is accorded top priority and importance by the government. In the framework of the Medium Term Programme of 2009-2011, steps are being taken to implement this project. The headquarters of Central Bank, 4 state-owned banks (Ziraat, Vakıf, Kalkinma Bank and Halk Bank) and other public financial institutions like the Banking Regulation and Supervision Agency (BDDK) and Capital Markets Board (SPK) are considering to move to Istanbul. It’s a longer term project with significant benefits for Turkey and the region.

As of December 2010, the total asset size of the banking sector which was TL 834.014 bln (USD 540 bln) in 2009 increased to TL 1,006.955 bln (USD 672 bln) and net profit increased by TL 1.949 bln (USD 1.165 bln) and reached TL 22.132 bln (USD 14.4 bln). It is expected that the size of the assets in the total banking sector would hit TL 1,500 bln (approximately USD 893 bln) in about four years. Deposits remain the main funding source for the banking industry. The total volume of deposits grew by 16.5% during December 2009-December 2010 and reached TL 617.037 bln (USD 402.4 bln). The ratio of NPLs to gross loans had increased from 3.7% in 2008 to 5.3% in 2009, however, by the end of 2010, this ratio declined to around 3.7%. The capital adequacy ratio of the sector which was 20.6% in 2009 was recorded at 19% by the end of December 2010. This is safely above most European countries and the recommended minimum level under Basel II norms. 

Total credits which amounted to TL 525.905 bln (USD 343 bln) in 2010 registered an increase of 33.9% compared to 2009. Demand for lending is expected to continue increasing due to a recovery in GDP growth, declining interest rates and inflation. These assumptions lead to an expected compound annual growth rate of 18% from 2009 to 2014. The increase in personal loans and housing credits are expected to be an important factor for future growth. Turkey has become the third largest credit card market in Europe. SME loans contracted by 1.2% in 2009 compared to 2008, due to the tighter credit conditions and lower demand. However, as the economy turned around in 2010, the loans to SMEs increased by 52% totaling TL 125.448 bln (USD 82 bln). The SME loans which stood around 9% of the GDP in 2009 are expected to improve to 13% by the end of 2010. 

Banking regulation and supervision have greatly improved since the 2001 crisis with the establishment of the Banking Regulation and Supervision Agency (BRSA). The BRSA aligned Turkish banking regulations with international regulations on transparency of balance sheets and compliance with international financial reporting standards. 

There are 47 leasing companies operating in Turkey with 1,316 employees as of December 2009. The net profits of financial leasing companies soared by 74.4% in the first nine months of 2010 over the same period last year to reach TL 373 million (USD 248 mln), while factoring firms posted TL 295 million (USD 196 mln) in total net profits in the same period, registering an 18.5% increase over the same period of the previous year. The asset size of the financial leasing sector, however, suffered a slight decline in the same period, falling 1.8% from TL 14.64 bln (USD 9.7 bln) to TL 14.38 bln (USD 9.4 bln). 
During the last five years there has been a major FDI inflow into the Turkish finance industry, largely in banks. This inflow is expected to continue in other fields of the industry, such as leasing, factoring, asset management, etc. In addition, privatization of the three state banks Vakifbank, Halkbank and Ziraat Bank is on the medium or long-term agenda. 
The Banks operations in the financial institutions sector will focus on improving the role of banking and non-banking financial services in supporting economic growth. This would include improving access to long-term funding for small and medium sized enterprises (SME) especially those located in identified regions / sectors and possessing strong export potential. The trade finance programme of the Bank shall complement such efforts by extending short-term financing facilities through reputable local banks. In addition, support for energy efficiency initiatives may be advanced through tailored financial intermediary support. The Bank shall continue to provide support to leasing industry which is a good conduit for SME finance and holds significant potential for helping agribusiness activities. 

viii) Telecom and IT

The young, well educated and IT-familiar population of Turkey provides a strong foundation for the development of Information and Communication Technologies (ICT) sector.  The telecommunications sector in Turkey has grown rapidly in recent years as a result of increase in the disposable income level and government support for liberalization and privatization of telecommunications sector. The ICT Authority exercises regulatory functions in the telecommunications sector. As per Turkish Informatics Industry Association, Turkey’s technology sector grew to USD 27.3 bln in 2010 and the communications sector had the largest proportion with 73%. While in 2009 the main driving force for sectoral growth was 3G investments, in 2010 this position was taken over by software and services. The software developers are benefiting from significant tax and investment incentives provided by the government in The Technology Development Zones (“TDZ”). The Government has also implemented new legal frameworks to encourage R&D and IT spending, which supports the growth of the sector. Income earned as a result of R&D activities by companies located in TDZs is exempt from tax. Additional incentives include contributions to the social security premiums of R&D staff. Accordingly, the growing demand for IT services and infrastructure, are expected to increase total IT spending to a level of USD 10.5 bln in 2014 from USD 7.2 bln in 2009. In addition, the software sector registered 4.1% growth in 2010, reaching USD 753 million, and is expected to grow 7.4% in 2011. 

In 2009, export and import volumes in the ICT sector reached levels of USD 3.27 bln and USD 9.05 bln respectively. Turkey’s fixed line operator is Turk Telekom which was privatized through a 55% shareholding being sold to Oger Telekomunikasyon (a consortium led by Saudi Oger and Telecom Italia). In 2010, number of fixed-line telephone subscribers was 16.2 million. On the other hand, the outlook for mobile subscriptions is expected to increase significantly in the next five years. Mobile penetration rate was 85% at the end of 2010 and the number is expected to reach 113% in 2014. 

Mobile communications is the most competitive sub-sector of the Turkish telecommunications market. As of 2010, there were 61.8 million registered mobile subscribers in Turkey. There are currently three licensed mobile operators, namely, Turkcell, Vodafone and Avea. 3G mobile services commenced in 2009 by all these operators. Average mobile penetration rate for EU countries was 125% as of October 2009 whereas Turkey’s penetration rate is 85% as of December 2010. 

Turkey still has low internet and broadband penetration rates compared to its European peers. The number of total internet subscribers rose to a level of 8.6 million in 2010 from 1.59 million in 2005. The ratio of internet users in Turkey per 100 people increased significantly from 14.7% in 2005 to 42% by the end of 2009. The stock of PCs increased with an annual growth rate of 33% between 2004 and 2009 and reached 18.4m in 2009. The number of PCs per 100 persons is expected to rise to 38 by the end of 2014.

Total telecommunications revenue in Turkey, comprising both fixed line and mobile, was reported at USD 14 bln in 2010. In 2010, 37.5% of total revenue consisted of fixed line revenues whereas 62.5% was mobile revenues. Total investments for fixed and mobile operators reached USD 3.7 bln in 2009 with an increase of 46% compared to the previous year. Mobile sector investments amounted to 79% of the total investment in the sector in 2009. Total invetsments in telecommunications infrastructure was realized as USD 2.3 bln in 2010.
The Bank shall consider opportunities to support up-gradation and extension of communications infrastructure. Projects involving IT, software development and hardware assembly, and development of technology parks would also be explored by the Bank.
ix) Real Estate & Construction

Construction is one of the key sectors in Turkey. It is one of the main drivers of economic growth (about 5,6% share in GDP growth in 2010), employment, exports and private and public investments. Although the sector suffered a contraction in 2009 but a significant boom was recorded in the third quarter of 2010. The sector enjoyed a greater jump than other major sectors during the period, recording an increase of 24.6%. Overall a growth rate of 15.1% is expected in the sector for 2010. The total value added generated by the construction sector would reach USD 59.3 bln by the end of 2010. The target is to reach a total value of USD 100 bln by 2023. This surge was reflected in the number of construction permits given by the municipalities for buildings during January-September 2010, which increased by 30% compared to the same period of 2009. The total area of construction permits for residential buildings reached 63,504 meter square in January-September 2010 period, an increase of 27.9 % compared to the same period of the previous year. Moreover, large-scale infrastructure projects such as Southeast Anatolia Project (GAP) in the Southeastern Anatolia region are continuing. The investment figures announced by the Turkish government regarding this project from 2008 to 2012 are expected to exceed USD 25 bln, indicating the sector’s enormous growth potential. 

Advanced technology, on time delivery, quick response, high quality, use of reasonably priced Turkish labour and goods, equipment and building materials at international standards have enabled the Turkish construction and building materials sectors to compete throughout the world. During 2002-2010 periods the total value of the projects undertaken by Turkish contractors abroad reached USD 135 bln. The value of contracts which reached to a level of USD 25 bln in recent years is expected to increase to USD 50 bln by 2015. Currently the Turkish construction companies have a share of 2% in the global construction market. In addition, Turkey is a major producer of basic construction materials such as cement, marble, building steel, pipes, timber, bricks, plastic and aluminum profiles, paints, coatings, glass, ceramic tiles, sanitary ware, building hardware and products. The total production volume of construction materials is around USD 45.4 bln and net exports a figure of USD 11.5 bln in 2010.
Increase in population, migration from rural to urban areas, renewal of existing housing units as well as development of housing finance triggered rapid growth in construction of residential complexes, business centers and shopping malls. Considering the recent developments in housing market and the potential of the sector, it can be expected that the Turkish property market will enter another growth phase after the full recovery of the economy. The Bank shall consider opportunities where it may provide financing to local companies in executing housing, commercial and infrastructure projects having development impact.

x) Retail Business

On the back of increasing purchasing power, the retail business has gained great significance in recent years with the increasing number of organized retailers (shopping centres and malls). In terms of revenues, the percentage share of organized retailers in the total whole sale and retail market has increased from 28% to 38% between 2002 and 2008. At the end of 2008, the total retail market had revenues of USD 650 bln. As opposed to the office market, the retail property market is spread all over the country, not limited to the biggest cities. There are currently a total of 263 modern shopping centres in Turkey. The gross leasable area (GLA) of the shopping centre market has reached 6.5 million square meters at the end of 2010. Turkey occupies the leading position in development of the sector due to its increasing population and geographical location.  Institutional investors with access to financial and management capacities are expected to make use of emerging opportunities in this sector in the coming years. Other than Istanbul, Ankara, and Izmir other urban centers like cities in the tourism region and near to border area are emerging as attractive centers for retail business and development of shopping malls. The Bank shall support enterprises to expand operations in the retail sector of the country. 
V. Conclusion
From the above, it could be concluded that Turkey has rebounded in a very short time from the economic down turn brought about by global recession. Its strong growth in the post-crisis period demonstrates the strength of key sectors that include manufacturing, tourism, and agriculture. Lower than expected inflation also depicts strong productivity profile of key segments of the economy. These indicators add to the expectations that Turkish economy would enjoy healthy growth rates in the medium term. However, these growth expectations also bring into focus challenges that the economy might face in order to support stronger growth over an extended period. These are:
· There is huge dependence on imported sources of energy. With higher growth rates and a higher standard of living, the need for energy is bound to go up with ever more reliance on imported sources. The imported sources would prove to be expensive and may be unsustainable. The Bank would support efforts to promote renewable energy sources including hydel power, wind, and geothermal.
· Growth of cities owing to population growth as well as rural-urban migration is putting their existing infrastructure under strain. Transportation and intra-city commuting are key areas where investments are required to cater for increasing population. The Bank would like to build on its current engagement with Istanbul Metropolitan Corporation to undertake similar projects across the country.
· Manufacturing sector, particularly, automobiles and textiles have shown impressive growth rates. The country is now well on its way to diversify its export markets by focusing on Africa, Middle East, and East Asia. This would open up possibilities for expansion and up-gradation of production facilities. The Bank would look to finance suitable projects in the manufacturing sector as well as support SMEs through FIs in their production and trading operations.
· Well developed agriculture infrastructure and supply chain linkages provide a sound base for the agriculture sector to grow further and serve the growing food requirements of Middle Eastern and Asian countries. The GAP project being undertaken in Southeast and Eastern regions would offer investment opportunities in the agriculture and agribusiness sectors. The Bank would seek to engage in initiatives to boast value addition in the agribusiness sectors. 
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