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Email: haluk.burumcekci@fortis.com.tr There were fairly striking capital movements in October-November period when

H. Erkin Isik, CFA (Manager) the global volatility reached its peak. We want to mention about the details of

Tel: +212 318 34 05 CBRT’s November balance of payments and the Bank’s studies about the

Email: erkin.isik@fortis.com.tr oversized “Net Errors and Omissions” item released in the preceding week.
Firstly, even if it was not the desirable aim, all these data and studies backed

Nilufer Sezgin (Assistant Manager) some urban legends rather than lifting the smoke screen on the noticeable fund
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L ) transfers in the related months. We will tell what these legends are but initially we
Email: nilufer.s@fortis.com.tr

want to remind the conditions of these months and the expected repercussions of

Email: research@fortis.com.tr these conditions on the external financing movements. In October the risk
Tel: 21227279 98 aversion was quiet high and there was a sharp sell-off in the emerging markets.
Fax: +212 27544 05 Accordingly, the credit flows were about to pause in this period. Under these

conditions, the markets mostly anticipated that there would be sizable portfolio
outflows and substantial decline in the official and banks’ FX reserves which
would reflect the gloom in the FX liquidity. Even though all these assumptions
came true, there was no decline in the total F/X reserves. Even, the banks added
some US$1.5bn to their portfolio. In these two months, there was US$5.6bn
outflow from the portfolio investments, with US$1.6bn and US$4.0bn portions
being from the equity portfolio and bond market, respectively. On the credits,
firms’ commercial loans and banks’ external loans decreased by US$3.0bn and
US$1.3bn, in the same order. Meanwhile the other loans of the firms posted
some US$1.0bn increase. US$9.8bn inflow in the “Net Errors and Omissions”
(NEO) item prevented this sizable total outflow to send the FX reserves down.
Especially, US$7.6bn NEO registered in October was the record high level of this
item. While the US$4.5bn inflow in the NEO registered in September 1998 was
the highest reading seen beforehand, it had been neutralized with U$4.8bn
outflow in the following month. Yet, the ongoing uptrend of NEO in November
and Central Bank’s disclosure that there will not be any revision in the net errors
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and omission item of October 2008 balance of payments added a new
perspective to the situation this time.

As a result of its studies, Central Bank determined that three noteworthy
developments explained below had some important effects on the Net Errors and
Omissions item.

1) Transactions carried out through Turkish lira currency with non-residents and
subject to the balance of payments statistics are followed with the changes in the
resident Banks’ related Turkish lira accounts with respect to previous month. In
October 2008, the change of foreign exchange value of New Turkish Lira against
US Dollar was in the direction of continuous and significant depreciation. As a
result, the calculated value of the change in US Dollar equivalent of New Turkish
Lira accounts by using average foreign exchange rate and converting US Dollar
equivalent of corresponding foreign exchange accounts with foreign exchange
rate prevailing at the time of the transaction causes discrepancy between US
Dollar equivalents of the corresponding records of the same transaction because
of applying different foreign exchange rates.

2) It was observed that there was a substantial increase in volume of sales of
foreign currency from foreign exchange saving accounts of residents to banks,
opened with the funds transferred from saving accounts abroad, which are not
recorded in Turkish balance of payments.

3) In October 2008, there was a significant increase in sales of foreign exchange
cash, from savings, which are held outside of the banking system by residents, to
resident banks in exchange for New Turkish Lira.

We reckon, the first disclosure refers to the movements emanated from the
non-residents’ transactions in TRY-denominated bonds (GDDI). The GDDI
flows and the tendency of the NEO are like the reflections on the mirror.
The certain thing is that these instruments were both faced a significant sell-off in
October-November period. Yet, two different choices; keeping TRY deposits at
home or changing it to the FX deposit and send to the external arena, cause
significant differences in terms of balance of payments. Moreover, if the TRY
deposit is originated by the swap transactions, it will be much more difficult to
follow the movements and reflect them correctly to the balance of payments.
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(*) The positive/negative values of the “Net Errors and Omission” item pointed to the F/X inflows/outflows in terms of the balance of payments

The second disclosure may be taken as a favorable contribution of the law
put into force on November 22"" The aim of this law was to let the savings
of residents abroad to flow into economy. This would be done by giving
waiver to past legal duties for these savings abroad. Yet, the effective date
of the law and the anecdotal knowledge did not approve a significant inflow
yet. Under this scene, the second disclosure may be referring to the movements
in the resident non-banks’ FX deposits which can not be followed through the
Bank of International Settlement (BIS) data. According to the International
Investment Position data, the related assets of firms and individuals were
US$32.2bn in the October-end and there was no change vs. the preceding
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month. The third development, namely effective-TRY transformation, is observed
frequently in such fluctuations. Accordingly, in the lack of any persuasive
explanation it is hard to prove or disprove any claim. Indeed, it is the situation
which cushioned the urban legends that we mentioned above.

If we accept that the FX assets are higher than reflected by Bank of International
Settlement (BIS) data, the reliability of CBRT’s and our estimates for the FX open
positions of the firms can be interrogated, as well. In this case, the change of the
open position vs. the previous period (tendency) will be on the fore front rather
than the size of it.

In conclusion, the current account deficit registered in October-November period
accompanied with the weakening portfolio and credit flows, creating a substantial
financing need. Yet, the jitters regarding FX reserves did not come true. On the
other hand, the capital movements that cover the deficit could not be followed by
the most widely-known channels. Therefore, the unprecedented inflows were
seen in “Net Errors and Omissions” item. While this situation created an
appropriate atmosphere for the urban legends, it also made the data such as the
International Investment Position and firms’ open position questionable.
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Economic and Political Agenda

= The domestic agenda will be very quiet this week. The sole data of the week
will be the Central Bank’s second Expectation Survey for January. Meanwhile,
the Treasur¥ will not hold any auctions ahead of its TRY 1bn redemption on
January 21%. Most of the redemption will be TRY-denominated.

» Glancing at external arena, U.S. housing data and Eurozone flash PMIs will
be important. Meanwhile BoJ rate decision will be eyed within the week.
Separately, the U.S. markets will be closed on January 19",

Data issuances at Home

Importance Indicator Unit Date of issuance Fortis (Consensus)
High CB’s Expectation Survey, Jan. Il - Jan 22M -
Importance Country Indicator Unit Date of Issuance  Consensus
Medium Germany ZEW Index, Jan. - Jan. 20", 10:00 GMT -41.0
High Japan BoJ Rate Decision % Jan. 22 -
High uU.S. Building Permits, Dec. mn Jan. 22" 13:30 GMT 0.61
High uU.s. Housing Starts, Dec. mn Jan. 22™, 13:30 GMT 0.61
Medium Eurozone Services Flash PMI, Jan. - Jan.23",9:00 GMT 41.3
Medium Eurozone Manufacturing Flash PMI, Jan. - Jan.23™,9:00 GMT 33.3

Macro-Economic and Financial Forecasts

Macro Economic Outlook of 2007-2010

2007 2008f 2009f 2010f
GDP (TRY - mn) 853.7 971.7 981.6 1,076.9
GDP (US$ - bn) 658.8 747.5 609.7 694.8
GDP Growth (yly % chg) 46 1.0 -1.0 4.0
PPI (yly % chg) 5.9 8.1 6.0 5.0
CPI (yly % chg) 8.4 10.1 6.5 6.0
Trade Balance (US$ - mn) -62.8 -69.6 -36.2 -45.4
Exports (FOB, excl. luggage trade) 107.3 131.5 118.4 130.2
Imports (CIF, incl. gold) 170.1 2011 154.6 175.6
Current Account Balance (US$ - mn) -38.2 -42.1 -10.1 -17.2
Current Account Balance / GDP (%) -5.8 -5.6 -1.7 -2.5
Financial Indicators Forecasts
Jan. 16" 1M 3M 6M 12M 2009 2010
US$/TRY 1.6115 1.6000 1.7000 1.6000 1.6000 1.6000 1.5000
EUR/TRY 2.1229 2.1120 2.2100 2.0800 2.0800 2.0800 1.9800
FX Basket 3.7344 3.7120 3.9100 3.6800 3.6800 3.7166 3.5800
EUR/US$ 1.3173 1.3200 1.3000 1.3000 1.3000 1.3000 1.3000
O/N 13.00% 12.00% 12.00% 12.00% 12.50%  12.00% 14.00%

Benchmark Bond 14.90% 13.20% 15.20% 14.20% 14.30% 13.70% 16.00%
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