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Global Economy

Rising tensions in Iraq led to deterioration of global risk
perception while concerns over global oil supply
heightened.

According to the latest revision, the U.S. economy
contracted by 2.9% in the first quarter of the year,
the worst quarterly performance since the first
quarter of 2009. On the other hand, economic activity
continued to exhibit a positive outlook in the second
quarter of the year.

At its meeting held on June 18", the U.S. Federal Reserve
(Fed) decided to reduce the amount of monthly asset
purchase program by 10 billion USD in line with the
expectations. Fed Chairman Yellen stated again that the
timing of interest rate hikes would be depended on the
course of economic recovery and there was no
mechanical formula for this process.

Economic activity across Eurozone continued to recover
gradually, while the annual CPI increase was realized as
0.5% in June, far below the target.

At its meeting held in July, ECB announced details of
targeted long-term refinancing operations program.
Accordingly, total amount of the financing operations
could reach as much as 1 trillion Euro.

In Japan, core inflation increased by 3.4% yoy in May and
reached its highest level since April 1982. Excluding the
effect of the higher tax on prices, core inflation was
realized as 1.4%.

China manufacturing Purchasing Managers' Index (PMI)
was realized as 50.7 in June, above the threshold for the
first time since December 2013.

Turkish Economy

Turkish economy registered a real growth rate of 4.3%
yoy, parallel to the expectations in the first quarter of
2014,

After having displayed a better than expected
performance in the first quarter, industrial production
kept its strength in April. According to the calendar
adjusted figures, the industrial production index
increased by 4.6% yoy in April.

Consumer and real sector confidence indices
deteriorated in June. According to Markit, manufacturing
PMI fell to 48.8 in June, indicating a contraction in the
manufacturing industry.

In the first five months of 2014 foreign trade deficit
contracted significantly. In this period, exports
increased by 7.4% yoy while imports decreased by 5.6%
yoy. During the same period, foreign trade deficit
narrowed by 24.9% and became 31.6 billion USD.

Current account deficit continued to narrow in April and
came in parallel with the market expectations at 4.8
billion USD. The cumulative current account deficit in the
first four months of 2014 reached 16.4 billion USD which
was significantly lower than the deficit recorded in the
same period of the previous year (24.7 billion USD).

The annual increase in CPI, which followed a steady
upward trend over the last 6 months approaching
double-digit levels, lost momentum in June and
decreased t0 9.16%.

At its meeting held on June 24th, CBRT cut the one-week
repo rate by 75 basis points to 8.75%, while keeping O/N
borrowing rate and O/N lending rate unchanged at 8%
and 12%, respectively.
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Volatility in domestic financial markets... Risk Indicators

After the measures taken by ECB at its June meeting, the 430 1 oy

. L ) . o . -Year (DS Spreads
risk appetite in domestic markets increased significantly in 400 4 EMBI-TR

line with the global markets. In addition, Turkey's GDP 359 . EMBI+

growth and current account deficit figures were welcomed 300 |

by the markets. However, the positive market sentiment
turned negative in the second week of June due to the 20 i
conflicts in Irag. Owing to the increasing geopolitical risks in 200 -
the region, Turkish Lira depreciated and the stock market

150 -
dropped.
100 ;
Risk premium of Turkish Eurobonds, which increased to 234 s s X s s s,
basis points in the last week of May, receded to 201 basis 5, ® = s g El
points after the ECB's June meeting, the lowest level in
almost a year. In the following days, however, risk premiums Foreign Exchange Rates
increased again due to the concerns over Iraq and reached 24 USD/TRY r 33
P th 2.4 -
222 basis points as of June 30", . EUR/TRY (right axis) | 32

USD/TRY increased due to the developments in Iraq.

TRY appreciated against USD in the beginning of June due to
the measures taken by ECB and the latest data releases
pointing a favorable domestic economic outlook. However,
escalating tensions in Iraq led to a depreciation in the TRY.
As of June 30th, USD/TRY was realized as 2.1179. EUR/TRY 2.1 1
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Turkish economy grew in line with the expectations
in the first quarter of the year.

Turkish economy registered a real growth rate of 4.3% yoy,
parallel to the expectations. Turkstat did not make updates
to the previous growth figures.

Analyzing the calendar adjusted figures, it was seen that
GDP increased by 4.4% yoy in the first quarter of 2014.
Seasonal and calendar adjusted GDP growth, on the other
hand, was realized as 1.7% qoq.

GDP (1998 Prices)
Period Calendar Adjusted GDP*  Seasonally and Calendar
(%) Adjusted GDP** (%)

201101 12.6 2.6

2011Q2 9.3 0.4

201103 8.7 1.2

2011Q4 5.2 0.9

201201 2.5 -0.1

2012Q2 31 0.9

201203 17 0.2

201204 13 0.4
201301 3.5 19

2013Q2 41 14

201303 41 0.4

2013 Q4 4.5 0.9

201401 4.4 17

*Change compared to the same period of previous year

**Quarter over quarter change

Domestic demand decelerated in the first quarter.

Domestic consumption, which exhibited a moderate course
in 2013, decelerated in the first quarter of 2014 due to the
measures taken by BRSA and CBRT. Private domestic
consumption expenditures grew by 2.9% yoy and

contributed to growth by 2.1 points. On the other hand,
public consumption expenditures which rose by 8.6%, the
highest increase of the last 10 quarters thanks to the base
effect, made a limited contribution to growth by 0.2 point.
Thus, with losing momentum in the first quarter of the year
compared to 2013, the contribution of total consumption
expenditures to growth was realized as 2.9 points.

Analyzing the seasonally and calendar adjusted figures, it
was noteworthy that the final consumption expenditure of
resident households declined by 0.5% qog. On the other
hand, public consumption expenditures increased by 4.4%
goq before local elections. Thus, total consumption
expenditures registered a limited increase of 0.8% and
pointed out the downward pressure on domestic demand.

Private investment expenditures declined.

Private investment expenditures which positively
contributed to the growth in the last two quarters of 2013,
contracted by 1.3% yoy in the first quarter of 2014 owing to
the heightened political uncertainty. Thus, private
investment expenditures limited growth by 0.3 point. On
the other hand, public investment expenditure grew by
4.1% in the same period, while annual growth rate was
realized as 22.9% in 2013. Hence, together with the decline
in private investment expenditures total investment
expenditures limited growth by 0.1 point in the first quarter
of the year.

Net exports had a positive impact on growth.

Exports which displayed a downward trend in the second
half of 2013, had a positive impact on growth with
increasing by 11.4% yoy in the first quarter of the year.
Thus, net exports contributed to growth by 2.7 points also
thanks to the limited increase inimports in the same period.

It was seen that the composition of growth changed in the
first quarter of 2014 compared to the 2013. In fact,

Eernditure AEEroach - Contribution to GDP (1998 Prices) (%, points)
2012 2013 2014

Q1L Q2 03 Q4Annual Q1 Q2 03 Q3Annual Q1

Consumption 02 -04 0.4 0.9 03 31 4.1 3.2 4.4 3.7 2.9
Private -0.3 -0.8 -0.1 -0.1 -03 2.4 3.3 3.1 3.5 3.1 21
Public 0.5 0.4 0.5 1.0 0.6 0.7 0.8 0.2 0.9 0.6 0.9
Investment -04 -12 -08 -04 -0.7 04 09 13 1.6 11 -0.1
Private -04 -1.4 -1.1 -1.5 -1.1 -1.0 -0.2 0.7 0.9 0.1 -0.3
Public 0.0 0.2 0.3 11 0.4 1.4 11 0.7 0.6 0.9 0.2
Change in Stock 23 -16 -08 -14 -15 0.1 2.9 1.9 14 1.6 -1.2
Net Exports 55 5.9 2.6 2.3 4.0 -07 -34 22 -30 -23 2.7
Exports 2.8 5.4 3.4 4.0 3.9 1.3 0.0 -0.6 -0.4 0.0 2.9
Imports 2.7 05 -08 -1.7 0.1 -2.0 -3.4 -1.5 -2.6 -2.4 -0.2
GDP 31 2.7 15 13 2.1 2.9 4.5 4.3 4.4 4.0 4.3

Numbers may not add to total due to rounding
Source: Calculated from Turkstat figures.

Source: Turkstat,CBRT
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investment expenditures had an adverse impact growth,
the contribution of consumption expenditures decreased
and the positive impact of net exports on growth became
evident. Thus, Turkey's economy exhibited a more balanced
growth composition.

Services sector grew by 5.7% yoy in the first quarter
of the year.

GDP figures by production approach revealed that services
sector, which have the highest share, grew by 5.7% yoy in
the first quarter of the year. The highest contribution to the
GDP growth was originated from the services sector, while
contributions of both agriculture and construction sectors
were limited in the first quarter of the year. Construction
sector lost momentum and grew by 5.6% yoy, while
industrial sector displayed the strongest growth
performance for the last 9 quarters, rising by 4.9% yoy.

We expect around 4% GDP growth in 2014.

CBRT's monetary tightening and BRSA's measures to slow
down the growth in consumer loans and credit cards were
influential on the domestic demand in the first quarter of
2014, albeit at a slower pace. The leading indicators for the
second quarter of 2014 also show that moderate course in
the domestic demand has been kept in parallel to these
measures. On the other hand, in addition to the downward
trend in imports stemming from slowdown domestic
demand, the anticipated recovery in Turkey's main trading
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partners, especially in the EU is also expected to support the
growth via net exports in the second half of 2014.

Monetary policy easing actions taken by the European
Central Bank (ECB) in June is anticipated to be influential on
domestic demand by easing financial conditions in the
second half of the year. Moreover, in line with the
improvement in the domestic financial markets, probable
interest rate cuts by CBRT's will be decisive on the course of
domestic demand. In addition, the contribution of net
exports to growth may increase in the forthcoming period in
parallel to the recovery in domestic demand in the Euro Area
countries thanks to the ECB's actions. In this context, we
anticipate that the Turkish economy will grow by around
4%in 2014.

Source: Turkstat,CBRT
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Industrial production kept its strength in April.

After having displayed a better than expected performance
in the first quarter, industrial production kept its strength in
April. According to the calendar adjusted figures, the
industrial production index increased by 4.6% yoy in April.
Seasonal and calendar adjusted industrial production index
increased by 1% mom.

Among the main industry groups, the highest seasonal and
calendar adjusted increase was registered in capital goods
production in April. This points out that the investment
expenditures, which were relatively weak in the first
quarter, has started to recover in the second quarter of the
year. The rise in intermediate goods showed that export
oriented sectors kept their favorable performances while
the decline in durable goods production was evaluated as an
indication of the continued pressure on consumption
expenditures.

According to Markit, manufacturing PMI fell to 48.8 in June,
indicating a contraction in the manufacturing industry. This
is the lowest level since August 2013 and mainly stemmed
from the deterioration in output, new orders, exports and
purchasing activity conditions.

Real sector
declined.

and consumer confidence indices

Real Sector Confidence Index declined by 1.1 points yoy in
June and was realized as 110.7. The seasonally adjusted
index also decreased by 0.7 point mom. The seasonally
adjusted Capacity Utilization Rate (CUR), however,
increased by 0.5 points mom in June and was realized as
74.8%.

According to Turkstat, the Consumer Confidence Index
continued to decline in June after having declined in May.
The index, which reached its year-high level in April 2014,
decreased to 76 in May and further declined to 73.7 in June.
Especially, the decline in the consumers’ possibility of saving
in the next 12 months index was noteworthy.

Unemployment rateis at 9.7%.

According to the Household Labor Force Survey, the
unemployment rate increased from 9.4% in March 2013 to
9.7% in March 2014. The seasonally adjusted
unemployment rate also increased from 9% in February to
9.1% in March.

The non-agricultural  unemployment and  youth
unemployment rates were realized as 11.6% and 16.7%,
respectively as of March.
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Foreign trade deficit came in 7.1 billion USD in May,
lower than expectations.

In May, Turkey's exports were realized as 13.8 billion USD
(up 3.6% yoy) while imports came in 20.9 billion USD (down
10.3% yoy). Having fallen for the fifth consecutive month,
foreign trade deficit decreased by 28.7% yoy in May and
became 7.1 billion USD. The import coverage ratio increased
by 8.8 points yoy and reached 65.9%.

According to seasonally and calendar adjusted figures,

course of gold imports in 2013, the decline in gold imports
was influential on the contraction of the foreign trade
deficitin the first five months of the year.

Indeed, foreign trade figures excluding gold trade revealed
that the annual increase in exports declined to 7.1% while
the contraction in imports was 0.3% in the first five months
of the year. In this period, foreign trade deficit narrowed by
12.3% yoy.

exports exhibited a flat course while imports rose slightly in 30 Gold Trade
May. Adjusted data revealed that exports rose by 0.3% mExports (billion USD)
. o Emports
mom and imports expanded by 2.9% mom. 25 A
2.0 -
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=TIz S TInCPzo Lz <3 1.7 billion USD and ranked first in total exports. Machinery
In the first five months of 2014 foreign trade deficit and equipment followed motor vehicles with a 1.2 billion

narrowed by 24.9% yoy.

In the first five months of 2014 foreign trade deficit
contracted significantly. In this period exports increased by
7.4% yoy while imports decreased by 5.6% yoy. During the
same period, foreign trade deficit narrowed by 24.9% and

USD exports volume. Iron and steel, ranked third in total
exports, decreased by 3.5% yoy.

Foreign Trade in Leading Exporting Sectors
(May 2014, billion USD)

became 31.6 billion USD.

- - - Motor Vehicles ® Exports
Gold imports rose to their highest level in 2014. m Imports
Having become a net importer of gold in the previous year Machineryand Equipment
with a volume of 11.8 billion USD, Turkey became a net Iron and Steel
exporter of gold (719 million USD) in the first five months of
2014 thanks to the 1.5 billion USD gold exports registered in  <MttedandCrocheted Goods
March. Electrical Machinery
Gold exports, on the other hand, were realized as 44 million Articles of Iron and Steel
USD in May, while gold imports were 665 million USD, the
highest level of 2014. However, taking into account the 0 ! ¢ 3
Foreign Trade Balance (USD billion)
May Change January-May Change
2013 2014 (%) 2013 2014 (%)
Exports 13.3 13.8 3.6 62.7 67.4 7.4
Imports 23.2 20.9 -10.3 104.8 99.0 -5.6
Foreign Trade Balance -10.0 -7.1 -28.7 -42.1 -31.6 -24.9
Import Coverage Ratio (%) 57.1 65.9 59.8 68.1

Source: Turkstat
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Foreign Trade in Leading Importing Sectors
(May 2014, billion USD)

m Exports
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Mineral Fuels and Oils

0 2 4
Energy imports were 4.4 billion USD in May.
Despite narrowing by 11.2% yoy in May, mineral fuels and
mineral oil imports continued to have the largest share in
total imports volume. During the same period, the
expansion in iron and steel imports by 10.1% yoy was
noteworthy .

The annual decrease in intermediate goods imports
was realized as 11.5%.

Intermediate goods imports covering nearly three-fourths
of total imports decreased by 11.5% yoy, in May. 18.8%
contraction in imports of processed materials was
influential on the decline of intermediate goods imports.
Consumption goods imports decreased by 7.6% yoy in May
due to the measures taken in order to slow down domestic
demand. In May, automobiles imports declined by 23.9%
yoy and the annual contraction reached 24.9% in the first
five months of the year. Capital goods imports having
registered a decrease of 5.5% yoy in May, exhibited a flat
course during the first five months of 2014.

Imports by Classification of Broad Economic
Categories
25 A (@annual % change)
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The share of European Union in total exports was
43.8%.

The share of exports to the European Union in total exports,
which was 39.1% in May 2013, was realized as 41.3% in
May 2014. The share of exports to Near and Middle Eastern
countries in total exports, on the other hand, continued to
decline in May and was realized as 23.4%.

According to Turkey's exports by countries, Germany ranked
first in May with 1.4 billion USD. Irak followed Germany with
1.1 billion USD. Regarding imports, China ranked first with
2.1 billion USD and was followed by Russia and Germany,
respectively.

The share of high-tech products in exports of
manufacturing industries was 3.3%

The ratio of high-technology products in exports of
manufacturing industries decreased yoy to some extent and
was realized as 3.3% in May. The ratio of medium-high-
technology products in manufacturing industries, on the
other hand, increased by 1.8 points to 33.4%. The ratio of
high-technology products in imports of manufacturing
industries’ products rose by 2.9 points and was realized as
14% in the same period.

Expectations...

The recovery in the Euro Area which is the biggest export
market of Turkey is anticipated to continue thanks to the
expansionary monetary policies. In this context, the positive
outlook in Turkey's exports is expected to continue in the
rest of the year. On the other hand, recent developments in
Irag is likely to affect adversely Turkey's exports
performance. Considering the importance of Iraq as an
exports market and a transit trade route, foreign trade
deficit is anticipated to remain under pressure in the
forthcoming period.

Source: Turkstat
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Current account deficit continued to narrow.

Current account deficit continued to narrow in April and
came in parallel with the market expectations at 4.8 billion
USD. The cumulative current account deficit in the first four
months of 2014 reached 16.4 billion USD which is
significantly lower than the deficit recorded in the same
period of the previous year (24.7 billion USD). The decline in
foreign trade deficit and the rise in services balance surplus
compared to the previous year played role in the narrowing
of the current account deficit. In fact, the first quarter GDP
figures of Turkey also confirmed the deceleration in
domestic consumption expenditures as a result of the
measures taken by the CBRT and BRSA while they showed
that net exports continued to increase. The 12-month
cumulative current account deficit declined to 56.8 billion
USD, the lowest level observed since June 2013.

Increase in FDI

Despite the low share of FDI in the financing of the current
account deficit, the rate of increase in FDI during the first
four months of 2014 was noteworthy. The sustained
increase in FDI despite the elevated uncertainties and
tighter global financial conditions was evaluated as a quite
positive development. In fact, net FDI inflows increased by
48% yoy in the first four months of the year and reached
3.8 billion USD. According to the 12-month cumulative
figures, net FDI inflows reached 11.1 billion USD as of April
2014.

Portfolio inflows reached one-year high in April.

Portfolio investments recorded the highest monthly capital
inflow in the last one-year period with 4.2 billion USD in
April after having registered 2.5 billion USD capital outflow
in the first quarter of the year as a result of the volatile
course of risk perception towards emerging markets and the
increased uncertainties in the domestic markets ahead of
the local elections. Analyzing the details of the portfolio
investments in April, non-residents’ net equity purchases

Current Account Deficit
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was realized as 579 million USD and their net government
domestic debt securities purchases reached 4.1 billion USD.
Both the general government, the banking sector and non-
bank sectors benefited from the decline in domestic
uncertainties and the positive sentiment towards emerging
markets throughout April and weighed on bond issues in
international markets. In fact, general government, banks
and non-bank sectors borrowed 1.4 billion USD, 1.8 billion
USD and 500 million USD, respectively from international
markets via bond issues in April.

Other investments

Capital inflow recorded under the other investment account
reached 3.5 billion USD in April. It was noteworthy that both
the banking sector and non-bank sectors did not face any
difficulty regarding raising long-term loans from abroad. In
fact, long-term loans raised from abroad in the first four
months of 2014 by banks and non-bank sectors amounted
to 2.3 billion USD and 2.7 billion USD, respectively. During
the same period, banks' and other sectors’ long-term debt
roll-over ratios were 198% and 143%, respectively.

It was also worth noting that the deposits of non-resident
banks’ held within domestic banks increased by 1.2 billion
USD in April after having declined by 2 billion USD in the first
quarter of the year.

Increase in reserve assets

The high amount of capital inflow recorded under portfolio
investments and other investments enabled the CBRT to
increase its reserve assets by 2.7 billion USD in April. The net
errors and omissions account recorded 873 million USD
outflow in April after having recorded 6.7 billion USD capital
inflow in the first quarter of 2014.

Expectations

The narrowing of the current account deficit has been
continuing as we have envisaged before. The deceleration
in domestic consumption expenditures and the sustained
rise in exports have supported the narrowing of the deficit.

Financing of Current Account Deficit
(12 month cumulative, USD billion)

Otherlnvestments
Portfolio Investments
- s Direct Investments
e Current Account Deficit
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We think that the current account deficit will continue to
narrow in the coming months and the deficit to GDP ratio,
which was 7.9% at the end of 2013, will decrease to around
5.5% as of end-2014.

Regarding the financing of the deficit, the cloudy outlook
that was observed in the first quarter have disappeared to a
large extent as of April. Portfolio investments were very
strong while banks and non-banks sector continued to
borrow from abroad without facing a major problem. We
think that possible resurgence of politic risk in the coming
months might lead to short-term fluctuations in capital

inflows but they will not create long-lasting difficulty in the
financing of the current account deficit.

Current Account Balance (USD million)
April January-April % 12 Month

2014 2013 2014 Change Cumulative

Current Account Balance -4,788 -24,655 -16,372 -33.6 -56,790
Foreign Trade Balance -5,374 -25,541 -17,402 -31.9 -71,887
Services Balance 1,361 3,369 3,990 18.4 23,743
Tourism Revenues (net) 1,411 4,110 4,178 1.7 23,248
Income Balance -816 -2,774 -3,132 129 -9,708
Current Transfers 41 291 172 -40.9 1,062
Capital and Financial Accounts 5,661 28,924 10,584 -63.4 44,273
Direct Investments (net) 668 2,586 3,832 48.2 11,055
Portfolio Investments (net) 4,174 17,462 1,700 -90.3 7,929
Assets -459 1,107 -729 - 765
Liabilities 4,633 16,355 2,429 -85.1 7,164
Equity Securities 579 526 987 87.6 1,302
Debt Securities 4,054 15,829 1,442 -90.9 5,862
Other Investments (net) 3,541 23,196 2,910 -87.5 18,830
Assets 467 1,031 1,349 30.8 2,682
Currency and Deposits -313 1,496 1,579 55 4,645
Liabilities 3,074 22,165 1,561 -93.0 16,148
Trade Credits 258 5,592 -2,024 - -2,013
Loans 689 9,077 3,800 -58.1 16,658
Banking Sector -128 7,986 1,272 -84.1 14,860
Non-bank Sectors 1,040 1,604 3,033 89.1 2,660
Deposits 2,044 7,446 -374 - 813
Foreign Banks 1,181 6,540 -855 - -169
Foreign Exchange 1,363 5,688 -8 - 678
Turkish Lira -182 852 -847 - -847
Non-residents 1,017 1,240 989 -20.2 3,156
Reserve Assets (net) -2,722 -14,297 2,158 - 6,544
Net Errors and Omissions -873 -4,269 5,788 - 12,517

Source: CBRT
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Central government budget posted a surplus of 1.5
billion TL in May.

According to data announced by the Ministry of Finance,
budget expenditures increased by 18.9% yoy while budget
revenues increased by 7.6% yoy in May. Thus, central
government budget, which posted 4.6 billion TL surplus in
May 2013, gave a surplus of 1.5 billion TL in the same month
of 2014.

Regarding the first five months of the year, after having
posted a 4.3 billion TL surplus in 2013, the budget gave a
deficit of 2.8 billion TL in 2014. In the same period, primary
surplus decreased by 15% yoy and was realized as 22.1
billion TL.

Corporation Tax revenues supported the budget
revenues.

Tax revenues continued to lose momentum also in May and
rose by only 7.3% yoy. In this period, the deceleration in
domestic consumption led to a deterioration in tax
revenues. In fact, Domestic Value Added Tax (VAT)
increased by 0.4% yoy in May, while Special Consumption
Tax and VAT on Imports decreased by 1.1% and 2.1%,
respectively. The revenues collected from Corporation Tax
and Income Tax, on the other hand, increased by 28.4% yoy
and 11.7% yoy, respectively and limited the loss of
momentum in tax revenues. Regarding non-tax revenues,
2.9 billion TL revenue obtained from interest, shares and
fines in May supported the budget revenues.

During January-May, the total budget revenues increased by
10.3% yoy and reached 43.6% of the 2014 year-end target.

Rapid increase in interest expenditures...

Regarding budget expenditures, it was seen that total
expenditures increased by 18.9% yoy in May. During this
period, interest expenditures increased significantly to 7.1
billion TL. According to the Ministry of Finance's statement,
the cyclicality in the maturity composition of the debt stock

O R N W H» U1 OO N @
PR

m May 2013
Tax Revenues m May 2014
(TRY billion)
l T l T T I T l
IncomeTax Corporation Domestic VAT Special VAT on
Tax Consumption Imports
Tax

was effective in this development. Non-interest

expenditures registered a relatively moderate increase and
rose to 29 billion TL.

In January-May period, interest expenditures increased by
14.4% yoy and non-interest expenditures increased by
15.2% yoy. In this period, current transfers, which have the
highest share among non-interest expenditures, increased
by 12.1% yoy, while the increase in the personal
expenditures, the second biggest account, was 16.6%

Expectations...

Central government budget figures for the first five months
of 2014 pointed out that the tax revenues followed a
relatively weak course, while non-interest expenditures
rose significantly. However, budget realizations are still in
line with the year-end targets. In the second half of the
year, the enlivening in the domestic demand is expected to
support the budget revenues via indirect taxes.

Central Government Budget (TRY billion)
May % January-May % 2014 Budget Real./

2013 2014 Change 2013 2014 Change Target Target (%)

Expenditures 30.3 36.1 189 155.3 178.7 15.1 436.4 409
Interest Expenditures 3.5 7.1 99.9 21.8 24.9 14.4 52.0 47.9

Non-interest Expenditures 26.8 29.0 8.2 1335 153.8 15.2 384.4 40.0

Revenues 34.9 37.6 7.6 159.5 175.9 10.3 403.2 43.6
Tax Revenues 30.2 32.4 7.3 131.7 143.3 8.9 348.4 411

Other Revenues 4.7 5.2 9.5 27.9 326 16.9 54.8 59.4

Budget Balance 4.6 15 -67.7 43 -2.8 - -33.3 8.3
Primary Balance 8.1 8.6 5.5 26.0 22.1 -15.0 18.7 118.1

Numbers may not add up to total due to rounding

Source: Finance Ministry
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CPlinflation came above the expectations in June. Annual Inflation
14 4

In June, CPI and Domestic PPI (D-PPI) increased by 0.31% (%)
and 0.06% mom, respectively. According to the Reuters’ 12
survey, monthly CPl was expected to remain unchanged. 10 -
According to the CBRT's survey, on the other hand, markets’ g | 9.16

9.75
=(E 8.56

. . (E) 8.61
monthly CPl expectation was 0.22% in June. .
The annual inflation in CPl was realized as 9.16%. 4]
The annual increase in CPI, which followed a steady upward | D-PPI
trend over the last 6 months approaching double-digit o CPI
levels, lost momentum in June and decreased to 9.16%. In m M mom oM om oY oY ¥ ¥ ' < v 3
this period, the annual increase in the D-PPI was 9.75% as z 9 o g 2 § £ 2 & 5 » £ =
the base effect became more evident on the D-PPI figures. < v = ° -ow = ==

(E) Estimate

In June, food and non-alcoholic beverages prices
were influential on the course of inflation. Contributions to the Monthly CPI by Subgroups

The monthly CPI inflation, which exhibits downward trend

R i Food And Non-Alcoholic Beverages
during summer months thanks to the seasonal factors in

Transport
food prices, increased above the expectations in June 2014 Hotels, Cafes And Restaurants
due to the Ramadan's impact on this group. Food and Housing

Education

non-alcoholic beverages group recorded a monthly increase

, - . . Furnishings, Household Equi
of 0.36% and made the highest contribution to the inflation unisngs, Housenold Eauipment

Miscellaneous Goods And Services

by 9 basis points. In the same period, transportation prices Health
also increased owing to the rise in oil prices stemmed from Recreation And Culture
geopolitical uncertainties and the depreciation in Turkish Communications

. . . . Alcoholic Beverages And Tobacco
Lira. The rise in inflation, on the other hand, was limited by Clothing And Footwear (% points)

the 1.25% seasonal decline in clothing and footwear prices. _0'10 0'10

Core inflation indicators remained flat.
Special CPI Aggregates

The core inflation figures, representing the main trend of 11 4 (annual % change) 10.17
inflation, pointed out that June figures were mostly shaped ,; |

by the decline in the prices of seasonal products. In this

period, CBRT's favorite core indices denominated by Hand I~ ° 7 .65
remained flat. In June, the annual inflation in those indices, g

were realized as 10.17% and 9.65%, respectively. ,

The D-PPl was flat in June. .

The monthly D-PPI figures showed a flat reading in June, —_n |

while the highest monthly price increase was registered in =~ > m m T m ' m R - e < ' - '
the manufacture of the coke and refined petroleum = 9 o & 3 g E % L > <
products. The 1.72% increase in mentioned sub-group R
made the highest contribution to inflation by 7 basis points. IF—)ir:OC;LIJ?écEI‘%%ir;glLér?processed food products, energy, alcoholic beverages, tobacco
On the other hand, ha\/ing decreased for the Sth consecutive I: Excluding energy, food and non-alcoholic beverages, alcoholic beverages, tobacco

month, the electricity and gas production and distribution
prices limited the rise in inflation.

Expectations...

In July, we expect that the clothing and footwear prices will
continue to fall thanks to the seasonal factors, while the
upward pressure on the food prices is anticipated to persist
due to the Ramadan. In this context, we expect CPI and
D-PPI to decrease by 0.2% and 0.1% mom, respectively.

Source: Turkstat
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CBRT cut the policy rate in June. CBRT Interest Rates

At its meeting held on June 24", CBRT cut the one-week (%)
repo rate by 75 basis points to 8.75%, while keeping O/N
borrowing and O/N lending rates unchanged at 8% and 10 e
12%, respectively. The required reserve ratios and reserve g
option coefficients were also left unchanged. CBRT stated
that the ongoing improvement in the global liquidity

conditions also helped to bring the policy rate down. Hence, 4 -

12 -

CBRT cut the policy rate for a second consecutive meeting. InterestRate Coridor
] 2 | =1 Week RepoRate

CBRT declared that the loan growth continued at reasonable 0 —— Weighted Average Cost of CBRT Funding
levels in response to the tight monetary policy stance and m M m m m m o< o+ < < <« <

. . . . — — — — — — — — — — —
macroprudential measures. It was stated that in line with S 9 ¢ ¢ 3 § £ £ 5 5 7 ¢

. . . - o - =
these developments, modest course in private final < W 7 hted AZ ° Cost fu(EBR1z'F 2_ =
domestic demand continued and exports contributed eighte "e’aS!e osto unding
12 4 and Compound Yield of Benchmark Bond

positively to economic growth with the help of the recovery
in foreign demand. CBRT forecasts that such a demand
composition will lead to a significant improvement in the 10 1
current account balance in 2014. CBRT expects the annual
inflation to decline markedly starting from June thanks to g -
diminishing impact of exchange rate developments and the
contribution of base effects.

6 -
CBRT WACF
BenchmarkBond
m m m m m m <t < < < < < <
% <4 = A4 4 =4 o9 o4 = 9 o & o
= (=] a + > = c o = = > c =
=X o o ] © =8 © =]
Z & o z a & ¢ = < £ =

Source: CBRT, Borsa Istanbul
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Deposit volume continued to follow a weak trend.

As of June 20, total deposit volume increased by 1.6% ytd
and was realized as 1,031 billion TRY. The annual growth in
deposits was realized as 16.5% and continued to maintain
its low level.

Analyzing the deposit growth according to the ownership of
banks, public banks performed weakly compared to private
and foreign banks. As of June 20, deposit volume held by
public banks remained flat while private and foreign banks'
deposit volumes increased by 2.0% ytd and 4.8% ytd,
respectively.

Annual credit growth was 21.8%.

As of June 20, loan volume grew by 5.5% ytd and reached
1,123 billion TRY. Having declined to 21.8% as of June 20,
the deceleration in the annual growth rate of loan volume
continued. In the same period, annual growth rate in retail
loans became 12.3% and that of commercial loans was
realized as 26.3%.

Securities portfolio...

Securities portfolio of the banking sector rose by 1.6% ytd
as of June 20. During this period, public and foreign banks’
portfolios continued to decrease while private banks'
portfolio increased by 5.0%.

Securities held in custody accounts...

In nominal terms, securities held in custody accounts
recorded a rise of 2.8% ytd as of June 20. In this period,
residents’ portfolio rose by 6.5% while non-residents’
portfolio decreased by 0.7%. Besides, an upward trend in
non-residents’ portfolio since mid-May was noteworthy.

Net FX position...

As of June 20, banks' on-balance sheet FX position was
(-) 40,011 million USD while off-balance sheet FX position
was (+) 41,943 million USD. Hence, banks' net FX position
was realized as (+) 1,932 million USD.

Deposit Volume
(ytd change, %)
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Fed's statement that the current stance in monetary policy
will be kept until the desired improvement in economy is
achieved following its monetary policy meeting in June,
created a positive sentiment in global markets. Besides, the
downward revision in the US' first quarter GDP growth also
pointed out that the Fed will continue to support economy.
In this context, there has been no change in market's
expectations that the Fed will start cutting the rates in mid-
2015 and this affected the risk perception towards
emerging markets positively. In addition to that, ECB's
decision regarding lowering the deposit rates to negative
territory and new refinancing operation are expected to
channel funds to real economy and thus stimulate economic
activity.

Regarding domestic economy, the first quarter GDP growth
came in higher than the market's expectations made in the
beginning of the year thanks to net exports and public
sector consumption expenditures. This development led to
an upward revision in 2014 growth forecasts. The
expectation that the recovery in Turkey's biggest trading
partner, the Euro Area, will support the Turkish economy via
foreign trade channel was also influential in the upward
revisions. On the other hand, the positive sentiment in
domestic markets that had been observed since the local
elections turned somewhat negative recently. The rising
geopolitical risks originating from the developments in Iraq,
Turkey's second biggest export market after Germany, the
increasing tendency in oil prices and the upcoming elections
were responsible for this negative sentiment. In this
context, we expect that the magnitude of the volatility in
domestic markets might be higher in the coming period.

Forecasts (%) 2013 (R) 2014
Growth 4.0 4.0
CA Deficit/GDP 7.9 5.5
Inflation 7.4 8.0
GDDI Interest* 7.7 11.0

(*) Annual compound average interest rate in treasury auctions
(R) Realization
Interest and inflation are year-end forecasts

Ourreports are available on our website http://research.isbank.com.tr
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Growth
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Labor Market
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Bond-Bill Market

Average Compound Yields in Treasury
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Growth 2009 2010 2011 2012 2013 14-Q1 14-Q2 14-Q3
GDP (USD Billion) 616.7 7316 774.0 786.3 820.0
GDP Growth Rate (%) -4.8 9.2 8.8 21 4.0 - - -
Inflation (%) Apr-14 May-14 Jun-14
CPI (@annual) 6.5 6.4 104 6.2 7.4 9.4 9.7 9.2
PPI (@annual) 59 8.9 133 25 7.0 130 113 9.8
Seasonally Adjusted Labor Market Figures Jan-14 Feb-14 Mar-14
Unemployment Rate (%) 119 10.0 8.5 8.8 9.1 9.2 9.0 9.1
Employment (thousand persons) 21,413 22,631 23,506 24,499 24,891 25,440 25,861 26,010
FX Rates Apr-14 May-14 Jun-14
CPI Based Real Effective Exchange Rate 116.8 1258 1096 118.2 107.0 1079 110.2
USD/TRY 1.5057 1.5460 1.9065 1.7826 21343 21180 2.0922 21234
EUR/TRY 21603 2.0491 24592 23517 29365 2.9350 2.8476 2.8919
Currency Basket (0.5*EUR+0.5*USD) 1.8330 1.7976 21829 2.0672 2.5354 2.5265 24699 25077
Foreign Trade Balance'™ (usb billion) Mar-14 Apr-14 May-14
Exports 1021 1139 1349 1525 151.8 155.0 156.0 156.5
Imports 140.9 185.5 240.8 236.5 251.7 250.4 248.2 2458
Foreign Trade Balance -38.8 -71.7 -105.9 -84.1 -99.9 -95.4 -92.2 -89.4
Import Coverage Ratio (%) 725 61.4 56.0 64.5 60.3 61.9 62.8 63.6
Current Account Balance'® (usp billion) Feb-14 Mar-14 Apr-14
Current Account Balance -12.2 -45.4 -75.1 -48.5 -65.1 -62.5 -60.1 -56.8
Capital and Financial Accounts 9.3 44.0 65.7 47.3 62.6 53.9 47.3 44.3
Direct Investments (net) 71 76 137 8.9 9.8 10.7 10.9 111
Portfolio Investments (net) 0.2 16.1 22.0 40.8 237 18.0 131 79
Other Investments (net) 21 33.2 28.2 18.4 39.1 26.4 215 18.8
Reserve Assets (net) -01 -12.8 18 -20.8 -99 -1.2 2.0 6.5
Net Errors and Omissions 2.9 1.4 9.4 1.2 2.5 8.6 12.8 12.5
Current Account Deficit/GDP 2.0 -6.2 9.7 -6.2 7.9 - - -
Budget®®) (TRy billion) Mar-14 Apr-14 May-14
Expenditures 268.2 294.4 314.6 360.5 407.9 105.8 142.6 178.7
Interest Expenditures 532 48.3 422 48.4 50.0 14.0 17.8 24.9
Non-interest Expenditures 215.0 2461 2724 3121 3579 918 124.8 1538
Revenues 215.5 254.3 296.8 331.7 389.4 104.3 138.4 175.9
Tax Revenues 172.4 210.6 253.8 278.8 326.1 85.1 111.0 1433
Budget Balance -52.8 -40.1 -17.8 -29.4 -18.4 -1.5 -4.2 -2.8
Primary Balance 0.4 8.2 24.4 19.6 31.5 12.5 13.6 22.1
Budget Balance/GDP -5.5 -3.6 -1.4 2.1 -1.2 - - -
Central Government Debt Stock (TRY billion) Mar-14 Apr-14 May-14
Domestic Debt Stock 330.0 352.8 368.8 386.5 403.0 409.0 409.4 4124
External Debt Stock 1115 120.7 149.6 145.7 182.8 189.3 186.0 1823
Total 441.5 473.6 518.4 532.2 585.8 598.3 595.4 594.7

(1) 12 month cumulative
(2) Year-to-date cumulative
(3) According to Central Government Budget

Source: Turkstat, CBRT, Treasury, Ministry of Finance, Reuters

July 2014 17



Banking Sector Outlook TURKivE$BANKAs-

BANKINGSECTOR ACCORDINGTO BRSA's MONTHLY BULLETIN FIGURES

(TRY billion) 2009 2010 2011 2012 2013 Mar-14 Apr-14 Change®
TOTALASSETS 834.0 1006.7 1217.7 1370.7 1732.4 1797.3 1792.9 3.5
Loans 392.6 525.9 682.9 794.8 1047.4 1082.9 1086.1 3.7
TRY Loans 288.2 383.8 484.8 588.4 752.7 780.4 7871 4.6
Share (%) 734 730 710 74.0 719 721 725 -
FX Loans 104.4 1421 198.1 206.4 294.7 3025 299.1 15
Share (%) 26.6 27.0 29.0 26.0 281 279 27.5 -
Non-performing Loans 219 20.0 19.0 234 29.6 313 316 6.6
Non-performing Loan Rate (%) 53 37 2.7 29 2.8 2.8 2.8 -
Securities 262.9 287.9 285.0 270.0 286.7 296.6 295.5 3.0
TOTAL LIABILITIES 834.0 1006.7 1217.7 1370.7 1732.4 17973 1792.9 35
Deposits 514.6 617.0 695.5 772.2 945.8 959.5 967.3 2.3
TRY Deposits 341.4 4335 460.0 520.4 594.1 577.7 587.1 -1.2
Share (%) 66.3 70.3 66.1 67.4 62.8 60.2 60.7 -
FX Deposits 1732 1835 2355 251.8 351.7 381.8 380.1 8.1
Share (%) 33.7 29.7 339 326 37.2 39.8 39.3 -
Securities Issued 0.1 3.1 18.4 37.9 60.6 61.6 65.0 7.2
Payables to Banks 86.1 122.4 167.4 173.4 254.2 257.9 257.3 1.2
Funds from Repo Transactions 60.7 57.5 97.0 79.9 119.1 139.6 121.1 1.7
TOTALSHAREHOLDERS' EQUITY 110.9 1345 1446 181.9 193.7 202.0 206.9 6.8
Profit (Loss) of the Period 20.2 221 198 235 24.7 58 76 -
RATIOS (%)
Loans/Assets 47.1 52.2 56.1 58.0 60.5 60.2 60.6 -
Securities/Assets 315 28.6 234 19.7 16.6 165 165 -
Deposits/Liabilities 617 613 571 56.3 54.6 534 539 -
Deposits/Loans 1311 1173 1018 97.2 90.3 88.6 89.1 B
Capital Adequacy (%) 20.6 19.0 16.6 17.9 15.3 15.7 16.1 -

(1) Year-to-date % change
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or sale of any financial instrument or the provision of an offer to provide investment services.
The views, opinions and analyses expressed do not represent the official standing of Tiirkiye is
Bankasi A.S. and are personal views and opinions of the analysts and economists who prepare
the report. No representation or warranty, express or implied, is made as to the accuracy or
completeness of the information contained in this report. Allinformation contained in this report
is subject to change without notice, Tiirkiye is Bankasi A,S, accepts no liability whatsoever for
any direct or consequential loss arising from any use of this report or its contents.

This report is copyright-protected. Reproducing, publishing and/or distributing this report in
whole orin part is therefore prohibited. All rights reserved.




