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|. The Value of Stability




Result of Stability: Fall in Interest Rates

Real Interest Rate in Turkey*
(Interest on Benchmark Government Securities, Jan 2002 — Sept 2010,

percent)
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Pace of Economic Recovery

USA — GDP*
(2003 Q1- 2010 Q2, real, 2008 Q1= 100)
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Euro Area — GDP*
(2003 Q1- 2010 Q2, real, 2008 Q1= 100)
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Public Debt Forecasts of Emerging

G-20 Countries for 2010
(ratio to GDP, percent)
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Why did Turkey experience a positive decoupling?

« The fiscal program announced by Turkey (Medium Term

Program):

1. Preceding many countries (16 September 2009),
2. Medium-term,

3. Internally consistent,

4. Ambitious (decline in debt ratio as of 2010),

5. Strictly implemented (without compromise)

 Fiscal programs announced by developed economies:

1. G-20 Toronto Summit Declaration (27 July 2010),

2. Termination of the increase in debt ratios as of 2016
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CPI
(Feb 2001- Sept 2010, annual percent change)
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Ratio of Interest Expenses to GDP
(2002-2013, percent)
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Public Sector Education Expenditures Total Healthcare Expenditures Total R&D Expenditures
(2000-20009, ratio to GDP, percent) (2000-2007, ratio to GDP, percent) (2000-2008, ratio to GDP, percent)
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Il. How to Maintain Economic Stability




Basic Components of Economic Stabllity

« Achieving and sustaining price stability
« Strengthening financial stability

* Preserving and improving gains from public
finance
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Central Banks and Financial Stability

« Financial stability has come to the forefront on th

e agenda of

policymakers due to developments that took place du ring and

after the global financial crisis.

 In an economy, interest rate levels required for pr
financial stability are not always congruent with e

* In case of overheating, an interest rate policy tha
Inflation could fall short of preventing the emerge
risks.

* On the other hand, in case of a severe recession, a
level of interest rate may be required to restore f
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Central Banks and Financial Stability

Policy Rate

e > 1Tp
Emergence of
Financial Risks

A

Interest Rate Curve
4 for Financial Stability

___________ Interest Rate Curve
for Price Stability
(Taylor Rule)

»
»

0 Output Gap

Note: In cases where non-interest instruments are not used
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Central Banks and Financial Stability

 One of the primary factors leading to the global fi nancial crisis is
that central banks of developed countries ignored f inancial stability
while focusing on price stability.

 Forinstance, although the Federal Reserve kept inf  lation at low

levels with its monetary policy between 2003 and 200 7, it caused an
excessive increase in debt ratios and asset prices, contributing to
deterioration in financial stability.

 The prudent monetary and fiscal policies followed i n Turkey since
2002, and cautious policy implementations by the in stitutions
responsible for financial stability, primarily the Banking Supervision
and Regulation Agency (BRSA), coupled with the mone  tary
tightening implemented in the post-2006 period, and the cautious
monetary policy stance adopted thereafter have preven ted the
emergence of risks in our financial system.
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Interest Rate Curve

Policy Rate , for Financial Stability

Interest Rate Curve
for Price Stability
(Taylor Rule)

A

»
»

0 Output Gap

m TURKIYE CUMHURIYET
MERKEZ BANKASI




Policy Rate

Interest Rate Curve
for Financial Stability

Interest Rate Curve
for Price Stability
(Taylor Rule)
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Central Banks and Financial Stability

The additional measures we have taken recently shou Id
be considered preparation for the new conjuncture t hat
may affect the whole world in the upcoming period.

The main feature of this new outlook is the potenti al
risks of overheating, excessive credit growth and
emergence of asset bubbles as a result of increasin g
capital inflows towards reliable and dynamic emergi ng
market economies.
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Central Banks and Financial Stability

 “To take precautions for enhancing the stability | n the
financial system and to take regulatory measures wit h

respect to money and foreign exchange markets” (CBRT
Law, Article 4)

 As stipulated by its Law, the Central Bankisone o  fthe
Institutions responsible for financial stability in Turkey.

« Unlike other institutions in charge of supervision and
regulation, the Central Bank approaches financial
stability from a macro perspective.
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Financial Stability

Factors to be considered for financial stability

Debt Ratios: Use of more equity capital, more prudent

borrowing

. Borrowing maturities: _ Extending maturities of domestic and

foreign borrowing and deposits

. EX Positions:  Strengthening FX positions of public and private

sectors

. Risk management processes and method: More effective

management of exchange rate risk via instruments su ch as the
Turkish Derivatives Exchange
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In

Turkey, the ratio of bank loans and household li  abilities to national income is lower

compared to other countries. This ensured that Turke y was relatively less influenced by the
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global financial crisis.

Ratio of Loans to GDP* Ratio of Total Household Liabilities to GDP
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*Parallel to the data for the EU, non-performing loans and financial leasing receivables
are also included in the data for credits in Turkey. Source: ECB, TurkStat, CBT
Source: Eurostat, ECB, TurkStat, BRSA, CBT
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Financial Stability

Factors to be considered for financial stability

. Debt ratios: Use of more equity capital, more prudent borrowing

. Borrowing maturities: _ Extending maturities of domestic and

foreign borrowing and deposits

. EX positions: Strengthening FX positions of public and private

sectors

. Risk management processes and method: More effective

management of exchange rate risk via instruments su ch as the
Turkish Derivatives Exchange
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The long-term external borrowing of the private sec  tor is approximately USD 118

billion. More than half of this borrowing will be du e after 2013.

Maturity Composition of Firms’ Long-Term FX External Borrowings*
(Aug 2010, billion USD)

SOES
60 -
50
40
30
20.3
20
11.6
10
0 A
2010 2011 2012 2013+

* Days to maturity
Source: Central Bank

m TURKIYE CUMHURIYET
MERKEZ BANKASI




The maturity structure of bank deposits in Turkey is short and getting shorter. In this
respect, as a measure to strengthen financial stabi  lity, the required reserve ratios
applied to one-year or longer term deposits may be slightly reduced by the end of the

year.
Maturity Structure of Deposits
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Financial Stability

Factors to be considered for financial stability

1. Debt ratios: Use of more equity capital, more prudent borrowing

2. Borrowing maturities:  Extending maturities of domestic and

foreign borrowing and deposits

3. EX positions: Strengthening FX positions of the public and

private sectors

4. Risk management processes and method: More effective

management of exchange rate risk via instruments su ch as the
Turkish Derivatives Exchange
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Foreign Exchange Positions

Ratio of FX-Indexed Consumer Loans to Total FX Assets and Liabilities of Firms
Consumer Loans (2005 - 2010 Q3, billion USD)
(2003 — Sept 2010, percent)
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FX Buying Auctions In Turkey

In line with the aim of maintaining financial stabi lity, the CBT held FX selling auctions at times of
excessive volatility in exchange rates; and FX Buyin g Auctions at times of high FX liquidity.
Consequently, USD 0.9 billion foreign exchange was sold in the period of March-April 2009, and

approximately USD 15 billion has been bought since August 2009.

FX Buying Auctions in Exchange of TL and FX Central Bank’s FX Reserves*
Basket (Jan 2007 — Oct 2010, billion USD)
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FX Buying Interventions — Country Examples

The effect of countries’ massive foreign exchange pu rchases on their own currencies is

limited.
Japan Switzerland
(Value of the local currency in exchange of USD 1, (Value of the local currency in exchange of USD 1,
Jan 2005 — Sept 2010) Jan 2005 — Sept 2010)
1050 - 130 250 ~ - 1,4
FX
MESEEE Swiss Franc s
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Source: Bloomberg, CBT
Source: Bloomberg, CBT
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Financial Stability

Factors to be considered for financial stability

1. Debt Ratios: Use of more equity capital and more prudent

borrowing

2. Debt Maturities: Extending maturities of domestic and

foreign borrowing and deposits

3. EX Positions:  Strengthening FX positions of public and

private sectors

4. Risk management processes and methods: More effective

management of exchange rate risk via instruments su ch
as the Turkish Derivatives Exchange
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Forward Transactions to hedge against Exchange Rate

Exposure

While making their investment, production and emplo yment decisions, producers should refrain

from relying on one-way assumptions about the cours e of exchange rates in a certain country and

should utilize risk management instruments. Itis p ossible to manage foreign exchange positions

and risks in a more professional way by using the T urkish Derivatives Exchange (TurkDEX).
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Spot and Forward Transaction Prices for Turkish Lir a-us
Dollar on the Day of Presentation at the Turkish Exp  orters
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Recent Policy Actions of the CBT

1. Technical rate adjustment and corridor system for better
liquidity management (18 September 2010)

2. Rise inrequired reserve ratios (23 September 2010)

3. No interest payments on required reserves
(23 September 2010)

4. A more flexible mechanism for FX reserve accumula  tion
(4 October 2010)

5. End of 3-month repo auction facility (14 October 2010)

6. Reduction of CBT borrowing rate by 0.5 points
(14 October 2010)
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Technical Rate Cut

The Central Bank reduced borrowing and lending inte

and cut borrowing interest rates by 50 basis points

loosening in the monetary policy stance. The policy
taken connote implementation of the technical rate ad

Strategy” and aim to bolster the effective functioni

rest rates by 25 basis points on 16 September
on 14 October. These rate cuts do not indicate a
rate was maintained as 7 percent. The decisions
justment mentioned in the “Monetary Policy Exit

ng of money markets.
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The Central Bank has provided the banking system wi  th excess liquidity since the second

qguarter of 2008 and averted a possible liquidity sq  ueeze in the markets.

TL Liquidity
(Jan 2008 — Oct 2010, billion TL)
30
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I1l. Price Stabillity




In Turkey, both the current level of policy rates a
to those of other developing countries with inflation
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Core Inflation and Policy Rates

Developing Countries with Inflation-

nd inflation realizations have converged
targeting regimes. Nevertheless,

there is more to be done regarding price stability.

Core Inflation
(Jan 2004 — Sep 2010, percent)
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Inflation Developments

Annual consumer prices inflation became 9.24 percen  tin September. The core inflation
indicator (I index) of 3.01 percent, adjusted for temp  orary tax effects, was the lowest level
recorded since 2004.

Inflation Indicators
(Jan 2007 — Sep 2010, annual percentage change)
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Services and core goods inflation maintained their downward trend.

Goods and Services Inflation
(Jan 2004 — Sep 2010, annual percentage change)
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Inflation Developments

As of September 2010, the contribution of the food group to annual inflation reached 4.2
points.

Contribution to Annual CPI
(Jan 2005 — Sep 2010, percentage points)
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Food Prices

Due to supply-side shocks, inflation in the unproce

Meat Prices Inflation
(Aug 2010, annual percentage change)
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Inflation Expectations

Inflation expectations that increased in the first four months of the year due to the rise in
inflation were positively influenced by the gradual removal of temporary factors.

Inflation Expectations
(Jan 2007 — Sep 2010, annual percentage change)

14
12 -
10 -
«— CPI
8 —
24-Month
4— -
6 - Expectations
4 - <«—— | Index
2 -
0 I I I
2007 2008 2009 2010

Source: TurkStat, CBT

EB TURKIYE CUMHURIYET
MERKEZ BANKASI

44



Annual inflation is expected to overshoot the end-2

consistent with the end-2011 and 2012 targets of 5.

Baseline Scenario Assumptions:

2010 2011 2012
Oil Prices USD 80 | USD 85 | USD 90
Food Prices 10.5% 7% 7%

Inflation Forecasts :

2010 7.5%
2011 5.4%
2012 5.1%
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V. Financial Stability




Owing to its robust banking system and low debt rat
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Financial Stability in Turkey

than that of many other countries with  investment grade
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los, Turkey’s risk premium is lower

Greece 671
Portugal 343
Spain 204
ltaly 170
Turkey 137




Financial Stability in Turkey

Despite its historically high levels of volatility and extreme susceptibility to
global risk appetite, the relatively stable course of the Turkish lira during the
global crisis continued in 2010 as well.

FX Basket and EMBI+ Turkey Exchange Rate Volatility in Selected

Countries*
(Jun 2007 — Oct 2010)
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*Standard deviation of 50 days; Brazil, Chile, Czech Rep., Hungary, Mexico,
New Zealand, Poland, S. Africa, S. Korea (maximum and minimum values)
Source: Bloomberg, CBT

Source: Bloomberg, CBT
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Financial Stability in Turkey

Real market interest rates, which displayed a stead Yy decline on the back of CBT’s policy

rate cuts, did not turn upwards despite the recover y in economic activity and this

suggests that real interest rates are likely torem  ain low in the post-crisis period as well.

Real Interest Rates in Selected Countries
(Oct 2010, percent)

Source: Bloomberg, CBT
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Real Interest Rates in Turkey*
(Jan 2008 — Oct 2010, 2-year, percent)

20 -
: 2010 Inflation | Real Policy

Policy Rates Expectations Rates 18 1
Thailand 1.75 3.50 -1.69 16 -
Chile 2.75 3.50 0.72 14
Czech Rep. 0.75 1.50 -0.74
Korea 2.25 2.80 -0.54 12 1
Turkey 7.00 7.56 -0.52 10 -
Philippines 4.00 4.00 0.00 g
Mexico 4.50 4.30 0.19
Hungary 5.25 4.70 0.53 ®7
Malaysia 2.75 2.00 0.74 4 -
Poland 3.50 2.50 0.98 5 |
S. Africa 6.00 4.75 1.19
China 5.56 3.00 2.49 0 | ‘
Brazil 10.75 5.00 5.48 2008 2009 AU

* 2-year nominal interest rates generated by yield curve and inflation
expectations over 24 months have been used.

Source: CBT, TurkStat
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Financial Stability in Turkey

Compared to currencies of other developing countrie S, no significant change is observed
in the value of the Turkish lira.

Change in Local Currencies Against US Dollar Change in Local Currencies Against US Dollar
(Since Jan 20009, percentage change) (Since Jan 2010 percentage change)
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Source: Bloomberg, CBT Source: Bloomberg, CBT
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Exchange Rate Developments

Due to developing countries achieving macroeconomic stability, high economic growth
and productivity gains as well as following loose m onetary policies, the currencies of
developed economies depreciated against those of em erging ones.

Performance of TL and Emerging Market Currencies ag  ainst USD*
11 - (Jan 2010 — Sep 2010, Jan 2010=100)

%gg:g September 2010
102.5
! 19
109 1 ; 101.0
| 100.5
1000 —7L
I« \ 99.5 ) )
107 - ' i | ggg — Average of Developing Countries
a . b T T T T T T T T T
i 3338833338883 383
(] » 2885833238533 88KK
105 + A
I
1 . ;
103 + T | 4
101 | “ s I e
99 - RARE
97
—a—TL — Average of Developing Countries
95 T T T T T T T T

01-2010 02-2010  03-2010 04-2010 05-2010 06-2010 07-2010 08-2010 09-2010

*Average of emerging market currencies is computed as equally weighted average of the currencies of Brazil, Chile, Czech Republic, Hungary,
Mexico, Poland, S. Africa, S. Korea and Colombia against the US dollar. Decline means appreciation of the nominal exchange rate.
*Source: Bloomberg, CBT
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Exchange Rate Developments

The appreciation trend in Yuan, the local currency of China, which exhibits a higher growth
performance and higher productivity increase compar ed to developed countries, still
continues. The Yuan has appreciated by 25 percenta  gainst the US dollar since July 2005.

Chinese Yuan, Nominal Exchange Rate Developments

8.5 - (Jan 2005 — Oct 2010, value of local currency against US dollar)

Appreciation of Yuan by 25%

7.5 -

——

6 T T T T T
2005 2006 2007 2008 2009 2010

* Decline means appreciation of the nominal exchange rate.
Source: Bloomberg, CBT
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Exchange Rate Developments

In the same period, the Turkish lira followed a vol  atile, yet horizontal course.

Chinese Yuan and Turkish Lira Exchange Rate Develop  ments
(Jan 2005 — Oct 2010, value of local currency against US dollar)

1.8 - - 8.4
Turkish lira

1.7 - \\\\x - 80
1.6 -

- 7.6
1.5 -

- 7.2
1.4 -

13 '\ \

. . - 6.4
1.2 - Yuan (right axis)
11 T T T T T 60
2005 2006 2007 2008 2009 2010

* Decline means appreciation of the nominal exchange rate.
Source: Bloomberg, CBT
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Exchange Rate Developments

Adjusted for inflation differences, it is observed that the Yuan has appreciated more than
the Turkish lira during the last five years.

Real Effective Exchange Rates
(Jan 2005 — Sep 2010, CPI-based, 2005=100)

130 -
Yuan (right axis) ——
L 120 -
Appreciation of
local currency
110 -
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Source: Bloomberg, CBT
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Financial Stability in Turkey

Exchange Rate Developments in Selected Countries
(Jan 2009 — Oct 2010, value of local currency against US dollar,
Jan 2009=100)

150 -
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Source: Bloomberg, CBT
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Real Exchange Rate Index

The relatively stable course of the real exchange r  ate index, along with productivity gains,
has underpinned the maintenance of Turkey’s competit iveness in foreign trade.

Real Effective Exchange Rate Indices as per Productivity per Employee

Developed and Developing Countries s2008, 2003=100=
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150 - Korea |
Estonia |
13850 Czech Rlepublic ]
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140 - Developed Countries iceland ]
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Ireland |
110 - 106.64 United States |

OECD
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V WJ Germany |
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elgium |

90 - \ Portugal |

. . Spain
Developing Countries Mexico |
80 - Canada |
New Zealand |

Australia |
ltaly

70 A Denmark |
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100 105 110 115 120 125 130 135 140

Source: OECD, TurkStat, CBT

Source: BIS, CBT
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Capital Movements

The weak economic course in developed countries acc elerates capital flow to countries

with high growth potential like Turkey. This, in tur n, constitutes a risk factor with regard

-10 -

-15

-20 -
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to financial stability.

Balance of Payments Sub-ltems
(Jan 2008 — Jul 2010, 6 month-cumulative figures, billion USD)

30 -

25 -

20 ~

15 +

10 +
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Portfolio
Investments
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* When the effect of the amendment to Decree No. 32 is taken out

Source: TurkStat, CBT
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In this context, the current account deficit is one of the indicators that is closely monitored.

6 Current Account Balance
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Current Account Deficit

Current Account Balance
(Jan 2000 — Aug 2010, ratio to GDP, percent)

6 - Current Account Balance
Excluding Energy

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source. TurkStat, CBT
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Net Public Borrowing
(Budget Deficit)

4 Net Private Sector Borrowing

Current Account Deficit




Sources of Current Account Deficit

2002-2008 Period

Net Public Borrowing
(Budget Deficit)

4 Net Private Sector Borrowing

1

1

Current Account Deficit

|
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Sources of Current Account Deficit

2009

Net Public Borrowing T
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4 Net Private Sector Borrowing 1

: |

Current Account Deficit
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Sources of Current Account Deficit

2010-2013 Period

Net Public Borrowing
(Budget Deficit)

4 Net Private Sector Borrowing

! 3

1

Current Account Deficit

T
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V. Global Economic Outlook




Exit from the Global Crisis

The rebound in the global economy, which became pro nounced in the second half of
2009, continued through the first half of 2010. How  ever, recently there have been
signals of a recurring global slowdown.

Industrial Production in Developed and Purchasing Managers Index (PMI) in
Developing Countries Developed and Developing Countries
0 (Jan 2007 — Aug 2010, annual percentage change) (Jan 2007 — Sept 2010)
- 60 -

15

Developing Countries Developing Counries

10 \
5 |
50

oA

45 1

P /

Developed Countries
-15 A .
Developed Countries

-20 35 -
2007 2008 2009 2010 2007 2008 2009 2010

Source: Bloomberg, CBT Source: Bloomberg, CBT
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While risk indicators, which deteriorated in the sec

90 -
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40

30

20 |

10 -

0

Global Risks

ond quarter due to global risk factors,

remained unfavorable, the volatility index returned to historical averages.

Volatility Index
(Jan 2007 — Oct 2010)
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2009

2010

Global Risk Appetite Index
(Jan 2007 — Oct 2010)

6 | Excessive Optimism

Peak of Financial Turbulence

2007 2008 2009 2010

Source: Credit Suisse, CBT
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Global Risks — Public Finance

The ever-growing public debt stock driven by the ex pansionary fiscal policies adopted in
developed countries constitute an important risk fa ctor. Turkey stands out favorably, thanks
to its low public debt stock.

Public Debt Stock
(2000 - 2014, ratio to GDP)

120 - - 120
110 - _ - 110
Developed G-20 Countries
100 - - 100
90 - - 90
80 - - 80
70 - - 70
60 - - 60
50 - - 50
40 - 40
30 / - 30
Developing G-20 Countries
20 T T T T T T T T T T T T T T 20
2000 2002 2004 2006 2008 2010 2012 2014

*Medium-Term Program Targets (2010 -2013)
Source: IMF WEO Oct 2010, Treasury, BRSA, CBT
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Global Risks — Unemployment

Unemployment is still high in developed countries.

As for Turkey, the unemployment rate is

still above its pre-crisis level, though it continu es to decrease.

220 -
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Unemployment Rates in Turkey, USA and Euro area
(Jan 2005 — Sept 2010, March 2008 = 100)
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Source: Bloomberg, BRSA, CBT
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Global Risks — Loans

As problems in the banking systems of developed coun tries linger, no significant recovery
IS observed in credit volume. In Turkey, the rate 0  fincrease in credit volume has returned to
its average level prior to the crisis.

Credit Developments in USA, Euro area and

Turkey

20 - (Jan 2007 — Sept 2010, annual percentage change) e
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Source: Bloomberg, BRSA, CBT
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While economic activity in many developing countrie s including Turkey has displayed a
significant rebound, growth data in developed count ries and Eastern Europe remain
subdued.

Growth Prospects for 2010

Growth Rates in 2010 Q2
(annual percentage change)
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VI. Latest Developments in the Turkish
Economy




Gross National Product

The latest data suggest that the recovery in economi

Seasonally Adjusted GDP

returned to its pre-crisis level in the second quar

(2003 Q1 — 2010 Q2 constant prices, 2008 Q1 = 100)
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Private sector consumption and investment expenditu

Gross National Product

Private Sector Consumption Expenditures*
(2003 Q1 — 2010 Q2, constant prices, 2008 Q1=100)
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Gross National Product

While the value added of industrial and services se

first quarter, the steady recovery in the value add

Value Added of the Industrial Sector *
(2003 Q1 - 2010 Q2, constant prices, 2008 Q1=100)
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ctors posted rapid growth following the standstill in the
ed of the construction sector continued.
Value Added of the Services Sector*
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Production Developments

Industrial production has been rising since the sec ond quarter of 2009. However, lingering uncertainti
pertaining to external demand delays the return of industrial production to pre-crisis levels.
Seasonally Adjusted Seasonally Adjusted Capacity Utilization Rate
Industrial Production Index in Manufacturing Industry
(Jan 2005 — Aug 2010, March 2008=100) (Jan 2007 — Oct 2010, percent)
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Production Developments

The recovery in sectors manufacturing goods for dom estic markets is stronger than those
manufacturing goods for foreign markets

Industrial Production Indices of Firms Capacity Utilization Rates of Firms
Manufacturing Goods for Domestic and Foreign Manufacturing Goods for Domestic and Foreign
Markets Markets
110 - (Jan 2007 — Aug 2010, March 2008=100) 85 - (Jan 2007 — Sept 2010)
Firms Manufacturing Goods
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75 - \
90 - -5
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Orders

The limited decline in orders in the second quarter due to problems in European

economies poses downside risk to the pace of recovery not only in external demand but

also in domestic demand.

Domestic Orders*
(Jan 2008 — Sept 2010)
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Orders from Foreign Markets *
(Jan 2008 — Sept 2010)
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Foreign Demand

The relatively subdued growth expectations in Turke y's largest export market, the

European Union, poses a significant risk to foreign demand.
Turkey’s External Demand Index* Turkey’s Export Markets
(March 2006 — Dec 2011, March 2006=100) (Jan 2002 — Aug 2010, percent in total exports)
115 - 70 ~
113 1 Global Economic Activity Index
60 - 56,5
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101 A Turkey’s External Demand Index 30 - North Africa 337
99 | \
20 -
97 - 22,7
95 - 0
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«The shares of countries within the exports of Turkey and weighted GDP data are Source: TURKSTAT, CBRT

employed in the calculation of the external demand index of Turkey.
Source: Bloomberg, Consensus Forecasts, IMF WEO, TurkStat, CBT
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Foreign Trade

The gradual recovery in quantity indices of imports and exports in seasonally adjusted
terms has continued also recently.

Quantity Indices for Exports and Imports*
(Jan 2005 — Aug 2010, 2008 Q1=100))
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The moderate recovery in investment expenditures is

expected to continue in the

upcoming period as well.

Expectations for Fixed Capital Investment

Expenditures

0 (Feb 2007 — Oct 2010)
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Labor Market

Although recovery in labor conditions continues, une mployment rates still remain high.
Unemployment Rates* Non-Farm Unemployment*
(Jan 2007 —July 2010, percent) (Jan 2007 - July 2010, million people)
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Labor Market

Labor market indicators exhibit positive signals.

Employment in Manufacturing Industry and PMI

4 - Employment Index - 60
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Job Opportunities (In the next 6 months)
- (Jan 2007- Aug 2010)
90 -
85
80
75
70
65

60 ‘ \ \
2007 2008 2009 2010

Source: Consumer Confidence Index, CBT

@B

TURKIYE CUMHURIYET
MERKEZ BANKASI

Available Jobs in Private Sector*
50 - (Jan 2007 — Aug 2010, percent)

40 -
30 -
20 -

10 +

0

2007 2008 2009 2010

*The ratio of available jobs registered at the Turkish Employment Agency
(ISKUR) to the number of job seekers that have applied to the agency
Source: ISKUR, CBT

Applications for Unemployment Benefit

(Jan 2007 — Aug 2010, Thousand people)
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Source: ISKUR, CBT
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Real Wages

In line with the moderate recovery in economic acti vity, real wages started to rise again

underpinning recovery in private consumption expend itures.

Real Wages and Private Consumption Expenditures
(2005 Q1 — 2010 Q2, 1998 constant prices, billion TL)

14.0 - - 120

Real Wages*
(right axis) \ 115
13.5 -
+ 110
130 | /
Consumptien - 105
125 | Expenditures
+ 100
12.0 A
+ 95
11.5 90
12)salal2la]ala]alalala]als]ala]z]a]ala]2
2005 2006 2007 2008 2009 2010

*Calculated by the weighted average of total wages paid in industrial, construction, trade, restaurant and hotels sectors. Converted to real
wages by using the household consumption deflator.
Source: TurkStat, CBT.
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Expectations

The limited decline in Leading Indicators and the R eal Sector Confidence Index coupled
with the low level of the Consumer Confidence Index suggest that recovery in the
Turkish economy will be slow and gradual.

Real Sector and Consumer Confidence Indices Leading Indicators and Industrial Production
(Jan 2007 — Oct 2010) Index*
1307 200 - (Jan 2007 — Sept 2010) o=
1207 Real Sector Confidence Index 190 - Leading Indicators

- 120

110
180 -

100

- 115

170 -

207 L 110

160 -

80

150 - | 105

5

70

1489 Industrial
3 . - 100

60 - Consumer Confidence Index 150 Production

50 - - 95
120 |
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2007 2008 2009 2010 110 ‘ ; w 90
2007 2008 2009 2010
Source: CBT * Seasonally adjusted

Source: CBT
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Credit Developments

Bank loans, which displayed a rapid rise in the fir st half of 2010, are following a more stable
trend in the third quarter of the year.

Weekly Change in Total Credit Volume* Credits by Sectors
(Jan 2007 — Oct 2010, annualized 13-week moving (Jan 2007 — Aug 2010, Jan 2007 = 100)
average)
50 -
240
40
220 :
Services
30 - 200 \
20 | 180
160
10 4 \
140
0 Industry
120
-10 -
100 -
20~ 80 ‘ ‘ ‘
e AR AR el 2007 2008 2009 2010
* Total of deposit, development, investment and participation banks and consumer
financing companies, adjusted for exchange rates. Source: BRSA, CBT

Source: BRSA, CBT
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With the improvement in access to borrowing opportu

Corporate Loans

to SMEs, which were most severely affected by the cr  isis, displayed a significant rise.
Meanwhile, the Non-Performing Loan ratio of these fi  rms is also decreasing.

Loans Extended to Firms and SMEs

200 -
180 -
160 -
140 -

120

f

Corporate Loans
excluding SME Lo

(Jan 2008 — Aug 2010, Jan 2008=100)

7

100
SME Loans
80 | | | | |
01-2008 07-2008 01-2009 07-2009 01-2010 07-2010
- Corporate Loans

billion TL SME Loans excl. SME Loans
08/2009 79.6 166.9
08/2010 106.9 202.6

Source: BRSA, CBT
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NPL Ratio
(Jan 2008 — Aug 2010, percent)

SME Loans

N\

Corporate Loans
excluding SME
Loans

\

01-2008 07-2008 01-2009 07-2009 01-2010 07-2010

Percent SME Loans Cei)(()(r:?osrs/ltz LL(;‘;?]SS
08/2009 7.2 38
08/2010 5.6 3.2

Source: BRSA, CBT

nities, the volume of loans extended

85



Retall Loans

The improvement in retail loans continued in the th

ird quarter as well and Non-Performing

Loan ratios continued to decrease.

Sub-Categories of Retail Loans*
(Jan 2008 — Oct 2010, Jan 2008=100)

200 -

175 1 Housing

150 -

125 +

f

Consumer

/

Credit Cards

NPL Ratio in Retail Loans*
(Jan 2008 — Oct 2010, percent)

/ Loans
75 A
Auto
50 T T T T T
01-2008 07-2008 01-2009 07-2009 01-2010 07-2010
Billion TL
(monthy TOTAL Housing Auto  Consumer Cyedit Cards
average)
10/08 115.2 38.1 5.8 39.0 32.3
10/09 120.2 39.9 4.3 41.5 34.5
10/10 155.4 52.4 4.5 57.5 41.0

* Deposit Banks
Source: BRSA, CBT
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12 -
10 | Credit Cards
8 4
Housing
6
4 Consumer
Loans \
2 | —//m
0 T T T T T
01-2008 07-2008 01-2009 07-2009 01-2010 07-2010
percent TOTAL Housing Auto Consumer Credit Cards
10/08 1.6 0.9 4.5 2.2 6.0
10/09 3.2 2.1 10.4 5.3 10.4
10/10 3.6 1.5 7.7 4.2 8.8

* Deposit Banks
Source: BRSA, CBT
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Credit Conditions

Interest rates on loans are still low.

Interest Rates of Loans* Interest Rates of Consumer Loans*
(Jan 2008 — Oct 2010, annual percent) (Jan 2008 — Oct 2010, annual percent)
26 -
Interest Rates of 26 Consumer
,, | Retail Loans Loans
24 - \
22 1 \
22
20 -
20 -
18 |
18
16 -
16 -
14 A
12 | / LS Automobile /
Loans
10 Interest Rates of 12 1 Housing
Commercial Loans Loans
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S S8S5 3558283 88s 33 g g ¢ S 88838388888 3 3 3 35 32
N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N
5 88 58323885833 88¢5 3 g 885383384858 d¢2385 3
*2-week moving average * 2-week moving average
Source: BRSA, CBT Source: BRSA, CBT
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Credit Conditions

The results of the Loans Tendency Surveys suggest f  irms’ demand for credits is on the
rise. The tightness in lending conditions is now ov er.
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Demand for Commercial Loans

(2007 Q1 — 2010 Q3)
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Expectation
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2007 2008 2009
Source: CBT
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Credit Standards for Commercial Loans
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Source: CBT
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The number of bad cheques has displayed a significan

12.0

10.0

the number of new firms proves that economic activit

Commercial Activities

Ratio of the Number of Bad Cheques to

3-month moving average

Total Cheques
(Jan 2005 — Sept 2010, percent)

20 T T T T T
2005 2006 2007 2008 2009 2010
2008 2009 2010 2010-11 2010-111
5.60 7.66 4.82 3.87 3.63

Source: ICHC , CBT
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Number of New Firms and GDP
Manufacturing Industry
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Public Finance

While the rise in tax revenues continue due to the rebound in economic activity, primary
budget expenditures have displayed a relatively limi ted increase. Budget balances have
been improving significantly since the last quarter of 2009.

Central Government Tax Revenues and Primary Central Government Budget Balance

Expenditures 200 :
5 Q1 - 2010 Q3, ratio to GDP, percent
(2007 Q1 — 2010 Q3, annual percentage change) ( Q Q P )
35 - 0
30 | Primary expenditures N
= Tax revenues
25 -
-2
20 -
15 | <
10 - -4 |
5
-5 1
0
-6
-5
-10 A -7
I‘II‘III‘IV I‘II‘III‘IV I‘II‘III‘IV I‘II‘III I‘II‘III‘I\/I‘II‘III‘I\/I‘II‘III‘IVI‘II‘III‘IVI‘II‘III‘I\/I‘II‘III
2007 2008 2009 2010 2005 2006 2007 2008 2009 2010
Source: Ministry of Finance , CBT Source: Ministry of Finance, TurkStat, CBT
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Central Government Budget Deficit
(2001 — 2013, Ratio to GDP)
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Source: Ministry of Finance, Medium Term Program
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Public Debt Forecast for 2011 Budget Deficit Forecast for 2011

(Ratio to GDP, percent) (Ratio to GDP, percent)
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Evaluation

The most recent data suggest that the recovery in economic activity
continues.

Domestic demand displays a relatively strong outlook while
uncertainties pertaining to foreign demand linger.

It is envisaged that it will take time for capacity utilization to return to
pre-crisis levels.

Although the recovery in labor conditions continues, unemployment

rates still remain high.

Inflation is expected to head significantly downwards in the upcoming
months and core inflation indicators are expected to remain consistent

with the medium-term targets.
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