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OutlineOutline

�� StructureStructure of of thethe bankingbanking sectorsector andand thethe impactimpact of of thethe crisiscrisis

�� RestructuringRestructuring strategystrategy andand resultsresults

�� RestructuringRestructuring of of thethe statestate banksbanks

�� ResolutionResolution of of thethe SDIF SDIF banksbanks

�� StrengtheningStrengthening of of thethe privateprivate banksbanks

�� ImprovingImproving thethe regulatoryregulatory andand supervisorysupervisory frameworkframework

�� A A comparisoncomparison of of thethe TurkishTurkish andand EU EU banksbanks

�� ForeignForeign bank bank entryentry andand impactimpact on on competitioncompetition

�� ComplianceCompliance withwith thethe EU EU BankingBanking LegislationLegislation
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PrePre--crisiscrisis structuralstructural problemsproblems

�� SmallSmall scalescale andand segmentedsegmented market market structurestructure
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LargeLarge FX FX openopen positionspositions of of privateprivate banksbanks
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CrowdingCrowding outout byby governmentgovernment

Note: 2001 and 2002 data reflect the results of the three-stage audit process and are inflation-adjusted.
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SummingSumming upup: : PrePre--crisiscrisis conditionsconditions
�� BanksBanks

�� LiquidityLiquidity problemsproblems

�� StateState banksbanks withwith overover--nightnight liabilitiesliabilities of $14 of $14 billionbillion

�� LargeLarge openopen positionspositions of of thethe privateprivate banksbanks

�� SignificantSignificant shareshare of of holdingsholdings of of governmentgovernment debtdebt

�� LowLow assetasset qualityquality

�� InadequateInadequate risk risk assessmentassessment andand managementmanagement systemssystems

�� LackLack of of goodgood corporatecorporate governancegovernance

�� OperatingOperating EnvironmentEnvironment

�� MajorMajor macroeconomicmacroeconomic instabilityinstability

�� HighHigh publicpublic sectorsector deficitdeficit

�� SystemicSystemic distortionsdistortions createdcreated byby statestate andand weakweak banksbanks
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BankingBanking andand CurrencyCurrency CrisesCrises

��SharpSharp increaseincrease in in interestinterest

ratesrates

��SharpSharp depreciationdepreciation of of thethe

TurkishTurkish LiraLira

��ContractionContraction in in economiceconomic

activityactivity

�� MaturityMaturity mismatchmismatch��������
fundingfunding losseslosses

�� DeclineDecline in in thethe valuevalue of of 
securitiessecurities portfolioportfolio

�� ShortShort--positionspositions��������FX FX losseslosses

�� AssetAsset QualityQuality��������

�� CreditCredit RiskRisk��������

ResultResult::

ErosionErosion in in CapitalCapital BaseBase

Macroeconomic Shocks Impact on the
Banking Sector
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�� BankingBanking SystemSystem RestructuringRestructuring ProgramProgram

announcedannounced on May 15, 2001on May 15, 2001

�� ObjectiveObjective is is toto eeliminateliminate distortions in distortions in thethe

financial sector and adopt regulations financial sector and adopt regulations toto

ppromotromotee an efficient, globally competitive and an efficient, globally competitive and 

sound banking sectorsound banking sector

��RRestructuringestructuring of  the state banksof  the state banks
��Resolution of Resolution of thethe SDIF banksSDIF banks
��SStrengtheningtrengthening of of tthe private bankshe private banks
�� ImprovingImproving thethe regulatory regulatory andand supervisorysupervisory
frameworkframework

�� 4 4 MainMain PillarsPillars

But But crisescrises alsoalso provideprovide opportunitiesopportunities

forfor majormajor restructuringrestructuring



Banking Sector

Restructuring

Program

State Bank Reform

Strong Capital Base

Cost Efficiency

•Structural Reform
•Macroeconomic Stability

•Decline in Public Deficit

Efficient

Supervision

Market Discipline

and Transparency

SoundSound BankingBanking

↓↓↓↓↓↓↓↓

StrongStrong EconomyEconomy

andand SustainableSustainable

GrowthGrowth

EnvironmentEnvironment

Corporate

Restructuring

GoalGoal: : SoundSound bankingbanking--strongstrong economyeconomy
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�� ConsolidationConsolidation in in thethe bankingbanking sectorsector

NumberNumber of of banksbanks declineddeclined fromfrom 81 in 1990 81 in 1990 toto 53 as of 53 as of 
April 2003April 2003

�� DeclineDecline in in thethe shareshare of of thethe StateState andand thethe SDIF SDIF 
banksbanks

During 2000-2002 the share of these banks in total 
loans and deposits from 34.2% to 18% and 53.3% to
39.3%, respectively.

�� IncreaseIncrease in in mergersmergers andand acquisitionsacquisitions

Total Total assetasset size of size of thethe mergersmergers andand acquisitionsacquisitions thatthat
tooktook placeplace in in thethe sectorsector is is aroundaround $26.5 $26.5 billionbillion

ResultsResults of of operationaloperational rrestructuringestructuring
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ResultsResults of of financialfinancial rrestructuringestructuring

�� ReductionReduction of of financialfinancial risksrisks toto manageablemanageable levelslevels..

�� ImprovedImproved transparencytransparency

�� ImprovedImproved profitabilityprofitability

In 2002 private banks generated a profit of $1.5 

billion, state banks generated a profit of $646 

million

�� StrengthenedStrengthened capitalcapital structurestructure

CAR rose to 27.1% in December 2002 from 9.3% in 

December 2000.
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MovingMoving towardstowards internationalinternational standardsstandards

�� RegulationsRegulations on on capitalcapital

�� RegulationsRegulations on risk on risk managementmanagement

�� RRegulationsegulations on credit and subsidiarieson credit and subsidiaries’’ limits and limits and 

loan loss provisioningloan loss provisioning

�� AAccountingccounting standards and independent auditingstandards and independent auditing

�� RegulationsRegulations on on facilitatingfacilitating mergersmergers andand acquisitionsacquisitions

�� RegulationsRegulations on on specialspecial financefinance houseshouses

�� MoUsMoUs withwith otherother countriescountries supervisorysupervisory authoritiesauthorities

ImprovingImproving thethe regulatoryregulatory andand

supervisorysupervisory frameworkframework
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20.020.019901990--JapanJapan

16.816.819771977--19851985SpainSpain

13.713.7--26.526.519991999--20022002TurkeyTurkey

15.015.0--20.020.019941994--9696BrazilBrazil

55.355.319801980--8282ArgentinaArgentina

20.020.019951995MexicoMexico

26.526.519971997--S. S. KoreaKorea

20.520.519971997--MalaysiaMalaysia

50.050.019971997--IndonesiaIndonesia

Total Total CostCost/GDP (%)/GDP (%)CrisisCrisis PeriodPeriodCountryCountry

TurkeyTurkey is not is not thethe firstfirst nornor thethe lastlast countrycountry

toto experienceexperience a a financialfinancial crisiscrisis
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TheThe initialinitial fiscalfiscal costscosts of of thethe TurkishTurkish

crisiscrisis havehave beenbeen highhigh

InIn additionaddition, , privateprivate banksbanks raisedraised $2.4 $2.4 billionbillion of of capitalcapital fromfrom ownown

resourcesresources..

ThusThus, , muchmuch of of thethe costscosts of of adoptingadopting internationalinternational standardsstandards havehave

alreadyalready beenbeen borneborne.  .  AnnualizedAnnualized costscosts of $4bn of $4bn havehave beenbeen incurredincurred

whichwhich can be can be thoughtthought of of harmonizationharmonization costscosts..

4.74.7

17.017.0

21.721.7

2.92.9

19.019.0

BillionUSDBillionUSD RatioRatio toto GDP (%)GDP (%)

11.711.7--PublicPublic ResourcesResources

3.23.2--PrivatePrivate ResourcesResources

14.914.9ResolutionResolution of SDIF of SDIF banksbanks

2.02.0CapitalCapital SupportSupport toto StateState BanksBanks

12.812.8StateState BanksBanks DutyDuty LossesLosses
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TurkishTurkish banksbanks havehave similarsimilar
concentrationconcentration ratiosratios toto EU EU averageaverage

Graph 1: Concentration Ratio of 5 Largest Banks (%)
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WhileWhile thethe shareshare of of thethe statestate banksbanks
remainremain veryvery highhigh in in TurkeyTurkey

Graph 2: Public Share (%)
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AlthoughAlthough capitalcapital adequacyadequacy is is highhigh, , 
freefree capitalcapital remainsremains limitedlimited

Graph 3: CAR
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BlanketBlanket guaranteeguarantee introducedintroduced
duringduring thethe crisiscrisis in in TurkeyTurkey

Graph 4: Deposit Insurance
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LowLow financialfinancial intermediationintermediation byby
TurkishTurkish banksbanks

Graph 8: Financial intermediation indicators
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Size of Size of thethe bankingbanking sectorsector is is smallsmall

Graph 5: Average Bank Size (Total Assets / # of banks)
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OverOver--branchedbranched bankingbanking networknetwork

Graph 6: Number of Branches per Bank
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GovernmentGovernment crowdingcrowding--outout

Graph 16: Debt Securities / Total Assets 
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LiteratureLiterature on on foreignforeign bank bank entryentry

Features that attract foreign banks:

� liberalization of financial markets

� degree of economic integration between host and parent 

countries

� support of the client base (“follow the client”) 

(Konopielko,1999; Clarke at al, 2001). 

� profit opportunities, low taxes (Claessens et al., 2001; 
Clarke at al, 2001)

� fewer regulatory restrictions for investment (Clarke at al,
2001).
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EExpectedxpected benefits benefits of of foreign bank entryforeign bank entry

ClaessensClaessens et al.et al., 2001; , 2001; KonopielkoKonopielko, 1999, 1999

�� iincreasencrease inin efficiency and better resource allocation efficiency and better resource allocation 

�� iincreasencrease inin competition competition 

�� broad application of modern banking technology broad application of modern banking technology 

�� increased access to international capital marketsincreased access to international capital markets

�� stimulate development of supervisory and regulatory stimulate development of supervisory and regulatory 

practices practices 
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PotentialPotential disadvantagesdisadvantages of of 

foreign bank entryforeign bank entry

Crystal Crystal et al et al (2002) and (2002) and StiglitzStiglitz (1993)(1993)

�� difficulties to compete with large international banksdifficulties to compete with large international banks

�� lower lower accessaccess toto financialfinancial servicesservices byby domesticdomestics as s as 

foreign banks generally serve to multinational firmsforeign banks generally serve to multinational firms

�� less sensitivity to host countryless sensitivity to host country’’s government s government policiespolicies

�� vulnerability vulnerability toto economic conditioneconomic conditionss in the home in the home 

country country 
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MarketMarket share of share of foreignforeign banksbanks

Source: Bankscope; IMF, 2000.
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TurkishTurkish experienceexperience
DespiteDespite......

�� a a long history of liberalization policies long history of liberalization policies andand practicespractices

�� advancedadvanced technological facilitiestechnological facilities

�� qualified human capital in banking sectorqualified human capital in banking sector

......foreignforeign bank presence has bank presence has beenbeen limitedlimited duedue toto::

�� persistent macroeconomic instability persistent macroeconomic instability ((highhigh andand volatilevolatile inflationinflation))

�� low volume of foreign direct investment low volume of foreign direct investment 

�� delays in taking necessary steps for financial sector reforms delays in taking necessary steps for financial sector reforms 
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RecentRecent increasedincreased interestinterest

�� IIncreasedncreased interestinterest in in the aftermath of the bank the aftermath of the bank 

restructuring programrestructuring program

UnicreditoUnicredito 49% of 49% of KocbankKocbank sharesshares

HSBC HSBC acquiredacquired DemirbankDemirbank

�� HoweverHowever furtherfurther measuresmeasures areare necessarynecessary toto attractattract

foreignforeign investorsinvestors
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NeedNeed toto reducereduce intermediationintermediation costscosts

25,0 

30,0 

35,0 

40,0 

45,0 

50,0 

55,0 

60,0 

Net interest rate

Withholding tax, special 
transaction tax

Liq. requirements, dep.ins. 
premiums

Banking and insurance transaction 
tax, stamp duties, premiums

% 37,9

  % 46,0

% 48,6

% 56,1

From TL deposits to TL corporate credits



29
““Strong Banking Sector, Strong EconomyStrong Banking Sector, Strong Economy””

NeedNeed toto reducereduce intermediationintermediation costscosts
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NeedNeed toto overhauloverhaul blanketblanket guaranteeguarantee

�� BRSA/SDIF is BRSA/SDIF is workingworking on a on a depositdeposit insuranceinsurance schemescheme

�� Elimination of blanket guaranteeElimination of blanket guarantee

�� AAdoptiondoption of a limited guarantee scheme in of a limited guarantee scheme in 
accordance with EU standards (20,000 Euro) accordance with EU standards (20,000 Euro) withwith a a 
oneone--year transition periodyear transition period

�� Redefining protection coverage in favor of domestic Redefining protection coverage in favor of domestic 
currency.currency.

�� Transition to a rTransition to a riskisk basedbased premium structure in premium structure in 
which risk is fairly priced.which risk is fairly priced.

�� Application of coApplication of co--insurance in order to limit insurance in order to limit 
potential claims on the insurance system.potential claims on the insurance system.
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QuantitativeQuantitative ImpactImpact StudyStudy (QIS)(QIS)
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SummarySummary QISQIS--2 2 ResultsResults


