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A EUROPEAN MUSICAL VOYAGE IN ORIENT

Throughout the following pages you will find illustrations, which reflect the Ottoman court’s passion for the music
of Europe in the 19th century. A passion which was triggered by ground-breaking reforms of Sultan Mahmud II
(1808-39), who ordered pianofortes from Vienna for the ladies of his harem and invited Giuseppe Donizetti, the
elder brother of the famous opera composer, to become his Maestro di Musica. The celebrated Rossini was so
impressed by his successor, Sultan Abdiilmecid (1839-61) - a great admirer of his operas - that a new Marcia
Militare arrived from Italy with a royal dedication. Further dedications followed like Stephen Glover’s Turkish
March published in London. Keen virtuosi of the period, great names like Franz Liszt, Leopold de Meyer and Parish
Alvars also flocked to the Ottoman capital for recitals.

Although the Ottoman Empire caught up with the music of Europe in latter years, Europe had well adapted its
musical timbre to accommodate for the Ottoman-influenced melodies and musical instruments of the percussion
group, which came from the mighty bands of the janissaries, the mehter.

In all these original examples, East and West meet in unity and harmony of music.

TEB takes pride in having sponsored Dr. Emre Aract’s research in this topic at Cambridge University between 1999
and 2002, which also resulted in a CD entitled European Music at the Ottoman Court. He is a distinguished scholar

and researcher in Turkish and European music.

We would like to thank Dr. Emre Araci who has provided us these valuable materials to be used in this year’s
annual report.
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Through its subsidiaries, making up the TEB
Financial Services Group, TEB also offers its
customers leasing, factoring, non-life insurance,
asset management and investment brokerage
services.

BANK PROFILE

Originally established in 1927 as a small-scale regional bank, Tiirk Ekonomi Bankas: (TEB)’s services were
expanded gradually over the years to cover all geographical regions of the country where economic and
industrial activity are vibrant. TEB offers corporate, commercial, retail and private banking customers a
wide range of contemporary banking services and products. Currently, TEB is operating through a
geographically and economically well-chosen network of 76 branch locations in Turkey, an offshore branch

in Bahrain and a wholly-owned Dutch subsidiary bank.

Through its subsidiaries, making up the TEB Financial Services Group, TEB also offers its customers

leasing, factoring, non-life insurance, asset management and investment brokerage services.

Thanks to the flexibility of TEB’s balance sheet and its strong financial position, 2003 has been another
year of successful financial and operational results. The strong performance and the synergy between the
Bank and the subsidiaries, as well as the expansion of its distribution network, have underpinned TEB’s

reputation as one of Turkey’s most successful and well-integrated banking and financial services groups.

TEB owes much of this success to its experienced management who comply fully with international
standards, corporate governance principles and ethical values of the banking profession. Senior staff
regularly review strategic goals and decisions, analysing the risks related to financial markets, lending and
liquidity as well as managerial and implementation issues. TEB and its subsidiaries have been able to
distance themselves from the economic difficulties affecting the Turkish financial services industry. This was
accomplished thanks to a prudent approach and conservative policies, closely monitoring asset growth and

inherent risks, emphasising high liquidity and maintaining the quality of its client-base.
TEB is a listed company on the Istanbul Stock Exchange where approximately 20% of its shares are

currently being traded. Similarly, TEB shares are listed and traded as GDRs on the London Stock Exchange
since 2000.
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FINANCIAL HIGHLIGHTS®

(in TL billions)
2003 2002 2001
Total Assets 2,812,148 2,681,692 2,480,206
Marketable Securities 114,399 97,235 234,476
Loans, net 1,168,150 920,351 687,258
Total Deposits 2,005,934 1,960,460 1,594,178
Shareholders’ Equity 323,666 285,835 265,414
Interest Income 324,814 370,409 541,378
Interest Expense 190,629 193,337 416,674
Net Income/Loss 54,158 20,425 (18,517)
Consolidated Net Income/(Loss) 54,533 26,830 (58,179)
Ratios and Key Operational Indicators
2003 2002 2001
Capital Adequacy Ratio 14.88% 15.40% 13.26%
ROE 17.77% 7.15% (6.96)%
ROA 1.97% 0.76% (0.71)%
Number of Staff 1,849 1,673 1,262
Number of Branches 77 74 71

* All figures are expressed in the equivalent purchasing power of the Turkish lira on December 31, 2003, and

are extracted from audited bank-only financial statements based on IAS.




Thanks to the flexibility of TEB’s balance sheet and
its strong financial position, 2003 has been another
year of successful financial and operational results.

TEB’s Ratings from Major Rating Agencies*

Moody’s Investors Service

Banking Financial Strength Foreign Currency Bank Deposit
D+ (D+) B3 (B3)

FitchRatings
LC Long-term FC Long-term Individual National
B+ (B+) B+ (B+) C/D A (tur)
LC Short-term FC Short-term Support
B (B) B (B) S

Note: Country ceilings are given in brackets.

* As of May 2004
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In a marketplace where inflation and interest rates have

decreased, profit margins have narrowed considerably
and where competition is running at full pace, TEB
succeeded to close the year successfully.

Marche du Sultan - The Sultan’s March [Marcia Militare] by Rossini,
published by Schott in Mayence. There are also other editions, one
including Cramer, Beale & Co, London (1853).



REPORT OF THE BOARD OF DIRECTORS

It was a relief in 2003 to leave behind some of the adversities encountered when starting the new
millennium. The consecutive crises we experienced in 2000 and 2001 and some volatility in 2002 were
finally over at the beginning of the new year. Markets are now expecting fundamental political and
economical solutions to long-pending issues from the single-party government that came to power at the
end of 2002. Throughout the year, all economic players were watchful of the economic and political

developments.

The year started with growing concerns over the upcoming war in Iraq and the uncertainties around the
newly elected Turkish government. However, worry did not turn into difficulty and the war in Iraq was
much shorter than most analysts predicted. The new government displayed a rather resolute attitude
toward the implementation of the IMF-sponsored economic programme and the structural reforms initiated
by the previous government. With these events taking place on political and economical grounds, major
economic indicators signalled a gradual improvement in the second half of the year.

Positive market expectations grew as budgetary discipline was attained, efforts were directed toward
achieving macro-economic balances and the fight against inflation; as a result, fiscal stability was
maintained. Further consequences were observed in the inflation rate decreasing even beyond targeted
levels, interest rates dropping significantly and the Turkish lira appreciating against major foreign
currencies, making investments in Turkish lira denominated securities worthwhile again. Despite a widening
gap in the current account, a foreign currency shortage was not experienced thanks to the inflow of capital
and short-term so-called ‘hot money.” Indeed the Central Bank’s foreign currency deposits recorded
increases much more that anticipated. With these promising developments taking place, economic activity
had an upsurge, demand for financial services increased, especially for commercial and consumer credits

and foreign trade volume started to record favourable growth.

There was a further decrease in the number of active banks, from 54 to 50 by the end of the year, due to
SDIF’s take-overs and closures. However, total assets of the banking industry showed gradual growth
especially in the second half of the year. The reasons why improvement was confined to trivial percentages
were that banks’ balance sheets were still dominated by foreign currency liabilities and the appreciation of
the Turkish lira. According to inflation-adjusted balance sheets of banks as of the end of the third quarter
of 2003, the banking industry had:

e Total assets of TL 225.1 quadrillion,

e Total deposits of TL 141.9 quadrillion,

e Total investment securities portfolio of TL 96.1 quadrillion, and
e Total credits of TL 61.6 quadrillion.
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REPORT OF THE BOARD OF DIRECTORS cosmue

These figures show that credits make up only 27% of total assets and investment securities portfolio make
up 43% of total assets. Looking at these figures from another angle, we see that the banks finance the
Turkish Treasury 1.7 times more than they finance their customers. Considering that the WPI has been
realised at 13.9% in 2003, the banking industry’s total assets and deposits have actually decreased in
nominal terms while Treasury securities portfolio and credits have increased.

In a marketplace where inflation and interest rates have decreased, profit margins have narrowed
considerably and where competition is running at full pace, TEB succeeded to close the year with

TL 80,641 billion in gross profit and TL 54,158 billion in net profit. Compared to last year’s figures, we
achieved a 87% increase in gross profit and a 165% increase in net profit in real terms.

A short assessment of our 2003 year-end inflation-adjusted financial results shows that:

e Total assets have grown by 4.9%,

e Shareholders’ equity has reached TL 324 trillion,

e Share of deposits in total assets is 71%,

o Share of investment securities portfolio in total assets is limited to only 4%,

e Total credits have expanded by 27% over the previous year and reached 42% of total assets,

e Credits/Deposits ratio of 58% shows that for every TL 100 in deposits, TEB is transferring TL 58 as
credits to the customers,

e The NPL ratio of 2.5% in 2002 has decreased to 2.1% in 2003 and the free capital ratio of 42.5% in
2002 has increased to 47.2% in 2003,

e Capital adequacy ratio is 14.9%,

e Return on assets is 1.9%,

e Return on shareholders’ equity is 17.8 %, and

e Cost/Income ratio of 57.6% in 2002 has decreased to 54.6% in 2003 indicating a positive trend.

The fact that in our balance sheet we possess one of the smallest percentages of Treasury securities in total
assets is a clear indication that our profits have been generated out of real banking activities and not from
Government securities. This is a unique position in the Turkish banking industry and makes up one of the
strengths TEB has in Turkey’s highly competitive banking environment.

We continued delivering top-notch corporate banking services to a top-tier clientele supported by IT-based
cash management products through specifically designated ten branch offices in major commercial and

industrial hubs of the country. TEB has played a pioneering role in corporate banking services.




Although newly regulated by the Capital Markets
Board in Turkey in July 2003, TEB has been a
long-time proponent of good corporate governance
principles, always emphasising transparency,

professionalism and ethical values in business

conduct.

Commercial banking activities are geared to medium and small-size companies and incorporate numerous

products and services designed to meet the financial needs of this business segment. With the expansion of
our branch network, the scope and geographical coverage of our commercial banking services expanded in
2003. We deliver commercial banking services through 52 branch offices, located mostly in Istanbul. We

shall continue emphasising commercial banking services in 2004, enlarging our customer base.

In its retail banking activities, TEB continued targeting low risk individuals and aimed to position its credit
cards as their first choice. As a reflection of our emphasis on service quality, we defined a new retail
customer segment, TEB Elit, and developed a set of services geared to the specific needs of this group of
individuals. Consumer credits increased without compromising on the careful credit evaluation process to
which TEB adheres. The share of consumer credits in total credits rose to 6.5% in 2003. The Bank will
continue adding new services to its alternative delivery channels in an effort to attract more retail clients.

This year TEB has emphasised the sales of mutual funds. Total funds under management by eight TEB
mutual funds and two private-label funds increased by 80% in 2003 reaching the equivalent of US$ 360
million; the customer portfolio increased by 40% for the same period. TEB achieved a 3% market share in
mutual funds and ranked third for the bank with the highest mutual fund sales in 2003. TEB’s mutual
funds are also marketed by Citibank branches and in 2003, TEB began marketing ABN Amro Bank N.V.’s
mutual funds in Turkey.

As the first bank to initiate private banking services, we continued enhancing our wealth management
services delivered by all branches and coordinated from the centralised marketing unit in Istanbul. The
number of branches increased to 77 at the end of 2003, up from 74 at the end of the previous year. TEB
plans to open 10 or 15 additional branches in 2004, as economic conditions permit.

Pursuing a customer-focused approach and providing swift services and competitive prices, we succeeded in
increasing the share of foreign trade transactions TEB has in Turkey’s international trade volume. While
processing a significant amount of foreign currency transfers, TEB handles 5.5% of Turkey’s international
trade - 6.7% of exports and 4.7% of imports. The amount of import and export transactions processes by
TEB reached US$ 3,163 million and US$ 3,247 million, respectively at the end of 2003, recording a 93%
increase in exports and 45% in imports.

Risk awareness and management have always been important elements of TEB’s vision. Risk management

processes at TEB, defined in line with the requirements of BRSA’s regulations concerning the internal audit

of banks and their risk management systems, have been carried out most effectively by the Risk

Annual Report 2003

06-07
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Management Group. We are pleased to point out that our organisational set up and the action we have
taken in this direction have placed the Bank in a pioneering position in Turkey in terms of achieving risk-
control effectiveness required by the supervisory authority.

As part of our business continuity plan, work on the Disaster Recovery Plan initiated in 2002 was
completed in 2003; the Disaster Recovery Centre, capable of handling all transactions uninterruptedly in

case of a system failure or natural disaster, became operational in Izmir.

In 2003, TEB continued to receive the highest ratings in Turkey from international rating agencies. We take
particular pride in being one of the highest-rated Turkish banks in our peer group, having been assigned
‘D+’ and ‘B3’ ratings by Moody’s and ‘A (tur) National’ and ‘C/D Individual’ ratings by FitchRatings.

TEB Financial Services Group, where TEB is the controlling shareowner, was set up to provide customers
with financial services in addition to the already existing banking products. The Group as a whole, enjoyed
a successful year during 2003, thanks to the synergy that exists. TEB does not have any investments outside
the TEB Financial Services Group companies. Our equity investments comprise leasing, factoring,
investment and brokerage, insurance and asset management companies as well as a bank incorporated
under Dutch laws in Amsterdam, TEB N.V.. These financial institutions provide cross-selling opportunities
within the entire group and their products and services complement TEB’s banking activities. Observed
strictly as a matter of policy, TEB’s cash and non-cash credits to its subsidiary companies are a mere 0.65%
of its total credits portfolio.

In 2003, we began negotiations to merge TEB Portféy Yonetimi A.S., our asset management subsidiary,
with ABN Amro Portfoy Yonetimi A.S.. The negotiations were concluded in early 2004 and the merger was
registered at the Trade Registrar’s Office on January 12, 2004. TEB’s share in the newly formed company is
46.77%.

We increased our paid-in capital from TL 55,125 billion to TL 57,800 billion following Capital Markets
Board approval on February 26, 2004. This increase was realised with the addition to capital of TL
2,675 billion arising as the profit from the sales of 50% of our share in the Bank’s headquarters building to
TEB Insurance in December 2003. The amount corresponding to the capital increase will be distributed to
our shareholders as bonus shares.




Risk management processes at TEB have been
carried out most effectively by the Risk
Management Group. We are pleased to point out
that our organisational set up and the action we
have taken in this direction have placed the Bank in

a pioneering position in Turkey in terms of

achieving risk-control effectiveness.

Although newly regulated in Turkey by the Capital Markets Board in July 2003, TEB has been a long-time
proponent of good corporate governance principles, always emphasising transparency, professionalism and
ethical values in business conduct. We believe this issue will gain further importance among publicly-traded
companies. Indeed, in the near future, assessments regarding the implementation of good corporate

governance principles will be as important as the credit rating obtained by a company.

TEB takes pride in being one of the two banks to announce its dividend policy to the public in 2003. This
policy basically states that: provided there are no major changes in domestic or global economic conditions
and that the Bank’s capital adequacy ratio is at targeted levels, TEB envisages a 30% cash dividend
distribution to its shareholders out of distributable profit every year as stipulated in its Articles of
Association.

TEB undertakes to inform the investor community and its shareholders in a timely and accurate manner
within the guidelines of prevailing regulations about corporate actions as well as any other data that may
affect their investment decisions. TEB adheres fully to the Turkish Bankers Association’s Rules of Ethics
published in 2001.

To oversee compliance to good corporate governance, we have set up two committees in the Bank. The
Corporate Governance Committee and the Audit Committee have started to function in 2003. During
2003, the Investors Relations Unit, established in addition to the Shareholders Unit, to inform our domestic
and international shareholders on our operational and financial results, has participated in numerous road

shows, tele-conferences and analysts meetings organised locally and abroad by international investment

banks.

Aware of its responsibilities as a corporate citizen, TEB has donated TL 59.5 billion to various
philanthropic institutions in 2003.

We would like to thank each one of our employees for their diligent efforts toward achieving successful

results again this year. Our special thanks are also due to our shareholders for their continuous support.
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Ample global liquidity helped bring interest rates
down and together with very tight monetary
policies in Turkey caused the Turkish lira to
strengthen. Turkey enjoyed a virtuous cycle of
improving macro fundamentals and consumer and
business sentiment.

TURKISH ECONOMY IN 2003

The Turkish economy sustained its recovery in 2003 following the dual crisis of November 2000 and
February 2001. The renewed IMF programmes, much-improved international conjuncture, as well as the
confidence instilled by the single-party government appear to have pulled Turkey out of the depths of its
recession, which had been exacerbated by the financial distress experienced following 9/11.

The early enthusiasm that greeted the victory of the AKP Government in the November 2002 elections
somewhat faded when the markets were disappointed by the result of the EU Copenhagen summit in
December 2002, where Turkey’s EU accession decision was postponed to end-2004 and jitters began to set
in regarding possible US action against neighbouring Iraq. The delay in the conclusion of the IMF review
until April 2003 did not help the sentiment either.

The markets stabilised somewhat as the Government announced the first of several fiscal austerity packages
in early 2003. Turkey negotiated with the US regarding the stationing and transit of US troops through
Turkish soil in the war on Iraq, where US offered concessional loans of up to US$ 24 billion. The
Government finally agreed to the plan, which was rejected by the Turkish Parliament on March 1st. This
represented the start of a very volatile month in the markets that saw the yield of the benchmark bond
climb above 70% on March 24th.

The Government immediately introduced fiscal measures following the failure of the US troop resolution in
the Parliament to contain the market reaction and with the approval of the 2003 budget as late as in April,
the relations with the IMF appeared to be back on track. The US prevailed quickly in the war and President
Bush proposed including US$ 1 billion in the war budget for Turkey’s cooperation, which was viewed as an
important signal of patching up of relations. Meanwhile, AKP leader Tayyip Erdogan had been elected to
the Parliament in by-elections, allowing him to head the Government.

Although Turkey did sign an agreement to draw on the US$ 1 billion grant through a US$ 8.5 billion
concessional loan, the political and economic conditions attached to the loan created a debate and Turkey
has not as of yet actually utilized this credit line. The loan proposal nevertheless proved instrumental in
restoring market confidence.

There were other developments that shook the confidence of the financial markets, yet the recoveries were
usually swift. The detention of Turkish troops in Northern Iraq by US troops created a stir, but markets
normalised quickly. Indeed, starting in April, the disinflation process together with the confidence boosting
effect of a single-party government ensured the yields declined, while the equities surged continuously,
notwithstanding some minor fluctuations. The mood further improved following the restructuring of IMF
repayments in early August. The deeply tragic bombings in November caused horrific human damage.
Ample global liquidity helped bring interest rates down and together with very tight monetary policies in
Turkey caused the Turkish lira to strengthen. Turkey enjoyed a virtuous cycle of improving macro
fundamentals and consumer and business sentiment.
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TURKISH ECONOMY IN 2003 cosmeo

ANNUAL INFLATION (%)

1997 1998 1999 2000 2001 2002 2003
Wholesale 91.0 54.3 62.9 32.7 88.6 30.8 13.9
Consumer 99.1 69.7 68.8 39.0 68.5 29.7 18.4

Source: State Institute of Statistics (SIS)

Turkey has undertaken a massive effort to get rid of the high levels of inflation that have plagued the
economy for most of the past three decades. The independence of the Central Bank, curtailed demand due to
high unemployment and credit crunch until mid-2003, and the international disinflationary, even
deflationary, trends have all helped achieve, and undershoot, targets in inflation in both 2002 and 2003.

As part of the economic programme, the Central Bank (CBRT) was made independent of political influences.
Following the February 2001 crisis, a floating exchange rate regime was adopted instead of the crawling peg
and the short-term interest rates were adopted as the primary instrument for conducting monetary policy by
the CBRT. Although the CBRT delayed the move to an explicit inflation-targeting regime in 2003, the
implicit targeting with the monetary base as the nominal anchor seems to have gotten results.

CENTRAL BANK BALANCE SHEET: SELECTED ITEMS (US$ billion)

Dec 02 Mar 03 Jun 03 Sep 03 Dec 03
Foreign Assets 31.1 31.2 32.8 38.1 37.8
Domestic Assets 14.4 14.5 16.2 16.9 16.9
Foreign Exchange Liabilities 32.7 32.1 34.2 352 37.4
Central Bank Money 12.5 13.6 14.8 19.9 17.2
Reserve Money 6.5 7.2 9.1 10.2 10.7
Liabilities from OMO 5.8 5.7 4.5 8.6 5.9
Foreign Exchange Position (1.5) (0.9) (1.4) 2.9 0.4
Net Domestic Assets 19.5 20.8 20.2 15.9 18.5

Source: Central Bank of the Republic of Turkey

In setting monetary policy, the CBRT has opted to err on the side of caution, particularly in the second
quarter of 2003. The effects of the previous Government’s spending spree before the November 2002
elections, incoming Government establishing relations with the IMF and the delays in the budget-making
process (2003 budget was published in April), skyrocketing agricultural prices, Iraq uncertainty weakening
the Turkish lira and pushing oil prices higher all combined to induce a very tight monetary policy stance.
The CBRT kept O/N rates steady from November 2002 to April 2003.




The independence of the Central Bank, curtailed
demand due to bigh unemployment and credit
crunch until mid-2003, and the international
disinflationary, even deflationary, trends have all

belped achieve, and undershoot, targets in inflation
in both 2002 and 2003.

MONETARY AGGREGATES (US$ billion)

Dec 02 Mar 03 Jun 03 Sep 03 Dec 03
Foreign Assets
Currency in Circulation 4.4 4.6 6.0 7.1 7.2
M1 8.7 8.6 11.9 14.0 15.3
M2 37.5 37.1 47.8 54.7 57.5
Repo Transactions 1.7 2.3 1.7 2.2 2.2
Foreign Currency Deposits 44.3 41.4 44.5 46.3 48.8
M2YR 83.4 80.8 94.0 103.2 108.5

Source: Central Bank of the Republic of Turkey

In fact the monetary policy remained tight until several expansionary measures were enacted on July 16th

despite successive rate cuts. The improved sentiment related to security, tourism, foreign trade issues and
lower inflation expectations, together with high interest rate policy of the CBRT, resulted in Turkish lira
strength that matched the pre-crisis levels of 2001. In 2000, the booming economy did not lend support to
the disinflation process, whereas in 2003, unemployment was higher and incomes lower, making incomes
"policy," together with the plummeting US dollar, the main drivers behind the two programmes’ diverging

fortunes.

BANK DEPOSITS AND LOANS (US$ billion)

Dec 02 Mar 03 Jun 03 Sep 03 Dec 03
TL Deposits 34.2 34.5 44.5 51.3 54.0
FX Deposits 451 42.0 45.5 47.9 50.7
Loans by Deposit Banks 19.5 22.5 27.2 31.1 35.4

Source: Central Bank of the Republic of Turkey

After mid-September, however, the CBRT appeared to grow confident regarding the disinflation process,
enacting two more rate cuts by October 15th and increasing the daily FX buy auctions to US$ 120 million
per day. Some volatility in the FX markets followed the expansionary stance, but the CBRT helped the
markets cool down by not enacting any further rate cuts for five months and giving a 3-month break to
daily FX purchases.

With the FX rates acting as a de facto anchor, the CPI inflation undershot targets for 2002 and 2003, with

29.7% and 18.4% figures below the targets of 35% and 20 %, respectively. WPI inflation similarly
registered 13.9% in 2003, compared to the 17.4% original government target.
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Debt sustainability lost its pivotal status in debates on

Turkey, as the global liquidity conditions, the strong
Turkish lira, relative improvement in fiscal
performance, and the confidence in the strong single-
party government alleviated worries.

.. STEPHEN GLOVER ..

LoWBON, CJEFFERYE, 21 S0M0 SQUARL.
Pldsier & s Jllents lesd ek Ghove Boanes
fhs Bocsar dawwiry iawbemmry. B b s

Stephen Glover’s Turkish March, published in England by C. Jeffery
(circa 1854).



TURKISH ECONOMY IN 2003 cosmeo

CONSOLIDATED BUDGET (January-December, US$ billion)

2002 2003 Chg. (%) Real Chg. TL terms (%)

Revenue 50.7 67.2 32.6 4.7
Tax Revenue 39.6 56.5 42.9 12.9
Non-Tax Revenue 10.7 10.7 (4.1) (24.3)
Expenditure 76.6 93.9 22.6 (3.2)
Non-Interest 42.2 54.6 29.4 2.2
Personnel 15.4 20.2 31.8 4.1
Other Recurrent 5.2 5.5 5.3 (16.9)
Investment 4.6 4.8 5.2 (17.0)
Transfer 17.0 24.0 41.2 11.5
Interest Payments 34.4 39.3 14.2 (9.8)
Primary Balance 8.5 12.6 48.6 17.3
Budget Balance (25.9) (26.7) 3.0 (18.7)

Source: Ministry of Finance

The previous Government undertook considerable election spending and the primary surplus of the
consolidated government sector undershot the 6.5% target, registering 3.9% in 2002. Furthermore, the civil
servants (and pensions of civil service retirees) were raised substantially before the 2002 elections. This
forced the incoming AKP Government to enact a significant raise for other social security institutions (SSK
and Bag-Kur, for workers and self-employed, respectively). The Government still hoped that it could
finance the expansionary stance (both inherited and self-initiated) through the promised US$ 24 billion in
subsidised loans from the US in return for extensive cooperation in Iraq, including use of Turkey as a base
for attacks on Iraq. However, the Parliament rejected this resolution to allow the stationing of US troops in
Turkey on March 1st, forcing the Government to revise its fiscal plan. The Government introduced two
fiscal packages worth 4.4% of GNP, with majority of measures announced in the wake of the rejection of
the motion.

OUTSTANDING EXTERNAL DEBT (US$ million)

1997 1998 1999 2000 2001 2002 2003

Total 84,235 96,411 102,975 118,685 113,811 130,928 147,264
Medium and Long-Term 66,545 75,637 80,054 90,384 97,570 114,504 124,342
Public Sector 49,733 51,956 52,687 61,232 70,082 84,268 91,824
Private Sector 16,812 23,680 27,367 29,153 27,488 30,236 32,518
Short-Term 17,691 20,774 22,921 28,301 16,241 16,424 22,922

Source: Treasury Undersecretariat
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A further fiscal austerity package worth 0.7% of GNP was introduced in July after the IMF staff pointed
out the ongoing shortfall. Although long-term structural issues remain in the social security system and the
poor tax system, the fiscal measures are likely to bring the year-end primary surplus of the consolidated
government sector to within 0.5% of the 6.5% of GNP target. (The year-end realizations for the overall
public sector are not available as of yet.)

The 12.9% real rise in tax revenues was achieved through these measures, although some of the measures

such as the tax reconciliation project are temporary in nature. Under transfer payments, the social security
deficits continued to rise steadily.

COMPONENTS OF OUTSTANDING DOMESTIC DEBT (US$ billion)

1997 1998 1999 2000 2001 2002 2003
Total 30.6 37.0 42.4 54.2 84.5 91.4 139.5
G-Bonds 17.4 18.4 36.4 51.2 70.6 68.8 121.2
T-Bills 11.6 18.6 6.0 3.1 13.8 22.6 18.3
CB Advance Payments 1.7 0 0 0 0 0 0

Source: Treasury Undersecretariat

Debt sustainability lost its pivotal status in debates on Turkey, as the global liquidity conditions, the strong
Turkish lira, relative improvement in fiscal performance, and the confidence in the strong single-party
government alleviated worries. The weakening of the US dollar played a significant role in domestic debt
stock rising rapidly in US dollar terms. The annual real Turkish lira rise was more subdued at 9.5%.
Indeed, net debt stock of the public sector is estimated to have declined to around 70% of GNP by end-
2003, from a high of 92% at end-2001. The crucial issue here is that, including FX-denominated domestic
debt, half of public sector debt is denominated in foreign currencies. The strength of the Turkish lira has
brought down the value of that portion of the debt stock relative to the size of the economy. On the other
hand, the Turkish lira market debt carries heavy real interest, as average interest rate in 2003 borrowings
was more than 45%.

BREAKDOWN OF THE DOMESTIC DEBT STOCK (TL quadrillion)

End-2001 (%) End-2002 (%) End-2003 (%)
TOTAL 122.2 100 149.9 100 194 .4 100
Public sector 80.6 66 79.1 53 92.6 48
CBRT 32.6 27 28.1 19 26.9 14
IMF loans 13.8 11 9.7 7 8.5 4
Other 18.8 15 18.4 12 18.4 10
State banks 22.7 19 24.3 16 27.2 14
SDIF banks 15.1 12 11.0 7 15.1 8
Other public 10.2 8 15.7 11 23.4 12
Market 41.6 34 70.8 47 101.8 52

Source: Treasury Undersecretariat




MONETARY AGGREGATES (US$ billion)

The very tight fiscal stance did not prevent growth
targets being attained, thanks to improved
confidence and strong tourism revenue.

2001 2002 2003

(TL quadrillion) (%) (TL quadrillion) (%) (TL quadrillion) (%)
Total 122.2 100 149.9 100 194.4 100
Cash 58.4 48 89.3 60 130.5 67
Fixed Rate 17.7 15 37.6 25 68.6 35
Floating Rate 11.4 9 17.4 12 29.1 15
FX-denominated 7.1 6 16.5 11 16.8 9
FX-indexed 22.1 18 17.8 12 16.0 8
IMF credit 13.8 11 9.7 6 8.5 4
Swap 7.7 6 7.6 N 7.5 4
Other 0.5 0 0.5 0 0.0 0
Non-Cash 63.8 52 60.6 40 63.9 33
Fixed Rate 0 0 0 0 0 0
Floating Rate 49.5 41 46.7 31 541 28
FX-denominated 12.4 10 11.9 8 7.9 4
FX-indexed 1.9 2 2.0 1 1.9 1

Source: Treasury Undersecretariat

The changes in the debt composition that are highlighted in the table on page 16 are significant. In the
short span of one year, share of zero-coupon debt in domestic debt has risen from 25% to 35%. The high
real interest rate on this portion will not help efforts to reduce the debt to GNP ratio. Moreover, public
sector debt has been replaced with market debt. The rollover ratio has been quite high at 93% in 2003.

GROWTH IN GROSS DOMESTIC PRODUCT IN TERMS OF EXPENDITURE (%)

1997 1998 1999 2000 2001 2002 2003
Private Consumption Exp. 8.4 0.6 (2.6) 6.2 (9.2) 2.0 6.6
Public Consumption Exp. 4.1 7.8 6.5 7.1 (8.5) 5.4 (2.4)
Public Fixed Capital Formation 28.4 13.9 (8.7) 19.6 (22.0) 14.5 (11.5)
Private Fixed Capital Formation 11.9 (8.3) (17.8) 16.0 (34.9) (7.2) 20.3
GDP 7.5 3.1 (4.7) 7.4 (7.5) 7.8 5.8

Source: State Institute of Statistics (SIS)
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TURKISH ECONOMY IN 2003 cosmeo

The very tight fiscal stance did not prevent growth targets being attained, thanks to improved confidence
and strong tourism revenue. The recovery that started in 1Q02 continues and the year-end official
projection of 5% GNP growth is likely to be surpassed. The manufacturing sector has led the way, while
agricultural output suffered from the familiar odd-year downturn. 2002 GDP growth of 7.8% was followed
by quarterly growth rates of 8.1%, 3.9%, and 4.8%, respectively, in 2003. However, among demand
components, inventory build-up constituted more than half of the growth in 9M03. Meanwhile, the drastic
positive contribution the external sector (exports - imports) made to the GDP diminished this year. Turkey
is becoming a more open economy, but at least in 2003, is not benefiting from export-led growth.

REAL GROWTH BY SECTORS (%)

1997 1998 1999 2000 2001 2002 2003
Agriculture (2.3) 8.4 (5.0) 3.9 (6.5) 7.1 (2.5)
Industry 10.4 2.0 (5.0) 6.0 (7.5) 9.4 7.8
Services 8.6 2.4 (4.5) 8.9 (7.7) 7.2 5.6
GDP 7.5 3.1 (4.7) 7.4 (7.5) 7.8 5.8
GNP 8.3 3.9 (6.1) 6.3 (9.5) 7.8 5.9

Source: State Institute of Statistics (SIS)

Although the unemployment picture did not improve in 2003 (with actual declines in the number of jobs),
the industrial production figures rose more than 9%.

FOREIGN TRADE (US$ billion)

1996 1997 1998 1999 2000 2001 2002 2003
Exports 23.2 26.3 27.0 26.6 27.8 31.3 36.1 47.1
Imports 43.6 48.6 45.9 40.7 54.5 41.4 51.6 68.8
Exports/Imports (%) 53.2 54.1 58.7 65.4 51.0 75.7 69.9 68.4
Trade Balance (20.4) (22.3) (18.9) (14.1) (26.7) (10.1) (15.5) (21.7)

Source: State Institute of Statistics (SIS)

The 12-month cumulative current account balance peaked at US$ 4 billion surplus in January 2002 and has
been worsening for the past 23 months, reaching US$ 6.8 billion deficit in December 2003. The annual
2003 figure could be around US$ 6.2 billion, which is a relative improvement compared to earlier
government scenarios as tourism receipts surged and the export performance beat expectations. The export
/ import ratio appears set to remain above two thirds by year-end. This is well above the 50% pre-crisis
level and is necessary to keep an appearance of sustainability given Turkey is now a much more open
economy. GNP in US dollar terms is 20% larger than it was in 2000 whereas total foreign trade is up by
38%. The currency weakened in October, but the Turkish lira has recovered its losses since then. The
Turkish lira is therefore as strong in real terms as it was in September, before the weakening.




The export / import ratio appears set to remain
above two thirds by year-end. This is well above
the 50% pre-crisis level and is necessary to keep an
appearance of sustainability given Turkey is now a

much more open economy.

BALANCE OF PAYMENTS (January-December, US$ million)

2002 2003 Chg. (%)

Current account (1,522) (6,808) 347
Exports (FOB) 40,071 50,755 27
Trunk trade 4,065 3,953 (3)
Imports (FOB) (47,053) (62,170) 32
Foreign trade balance (8,337) (13,934) 67
Balance of services 7,879 8,936 13
Transport and freight (net) 861 784 (9)
Tourism (net) 6,599 7,563 15
Construction serv. (net) 832 906 9
Other business serv. (net) (68) 304 Nm
Financial and other serv. (net) (345 (621) 80
Investments balance (net) (4,554) (5,428) 19
Current transfers (net) 3,490 3,618 4
Capital account 1,373 1,587 16
Direct investment 863 79 (91)
Portfolio investment (593) 2,287 Nm
Other 7,256 3,268 (55)
Net errors & omissions 149 5,221 3.404
Change in official reserves 6,153 4,047 (34)

Source: Central Bank of the Republic of Turkey

The 6th review was completed after some delays and waivers for failing to meet the targets for reduction of
excess SEE workers and in the budget. Also after some delays, the 7th review of the stand-by arrangement

with the IMF is expected to be completed in April.

The Government’s efforts towards EU integration were more determined. Although the Government received
some criticism regarding implementation, the general perception was positive and there was a shift in policy
(particularly in January 2004) that led to the reopening of talks in Cyprus to reunite the divided island. The
markets in general welcome efforts to bring Turkey closer to EU.

Improving consumer and business sentiment, abundant liquidity, and related low interest rates could allow
Turkey to maintain its growth rate in the 4-5% range this year. However the poor domestic employment
conditions as well as the pressure applied by the uncompetitive Turkish lira on the external balance put a cap
on growth and raises questions about its sustainability.

Current account deficit is expected to remain high. Low short-term interest rates will ensure durables and
investment demand will be robust. Government expects current account deficit to reach about 3% of GNP.
The continued tight stance of the CBRT will also support the speculative demand for Turkish lira.

The early 2004 performance in inflation has been quite encouraging and now we have witnessed the market
expectation for 2004 CPI inflation converge to the official 12% target. The attainment of this target hinges

on the strength of the Turkish lira and the related administered prices. Fiscal needs could also play a role in
indirect taxes as well as administered prices.

In summary, the 2004 macro outlook will be deeply affected by developments in Cyprus and EU fronts, as
well as the fate of the IMF programme, which is due to expire at the end of the year. The year started on a
positive note, however, as the market expectations regarding growth and inflation appeared to converge to

Government targets.
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Operating from ten corporate branches, covering a

majority of Turkey’s economically developed cities, the
Corporate Banking Division now serves a diversified
portfolio of large-scale business conglomerates.
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Original programme of a concert given on 21 March 1910 at the court
of Sultan Resad (1910-18) in Istanbul. Repertoire includes works by
Wagner, Bizet, Liszt, Weber and Mascagni. The famous love duet from
Tristan und Isolde is sung in the second half.



OVERVIEW OF ACTIVITIES IN 2003

CORPORATE BANKING

The Corporate Banking Division provides services to large-scale Turkish companies and multi-national
corporations, offering them a full range of sophisticated banking products. Operating from ten corporate
branches, covering a majority of Turkey’s economically developed cities, the Corporate Banking Division
now serves a diversified portfolio of large-scale business conglomerates.

The Corporate Banking Division strives to offer an ever-expanding range of sophisticated services and
products. In a fast changing market environment, it tailors solutions to meet even the most complicated
financial requirements of its corporate clients. TEB, operating more like a business partner, facilitates
clients’ cash flows by utilising innovative cash management services.

Other corporate banking services and products made available by the Corporate Banking Division include
foreign trade transactions, electronic banking, project finance, insurance, leasing and factoring. TEB’s
expertise in import and export transactions differentiates the Bank from its peers and constitutes an
important service element to all clients dealing in foreign trade.

The strategy for 2003 was originally set to be the "housebank" of a majority of the clients. This year’s
strategy builds upon that of the previous year and has been established as "building in-depth relationships
with existing customers while broadening the client base." TEB believes this strategy will foster its market
share in the corporate banking segment.

In an environment of declining inflation, long-term relationship management, high service quality and
business solutions tailored to company-specific needs continue to be important tools. The Corporate
Banking Division uses these tools to achieve its goal of being the choice of large-scale companies in Turkey,
now and for years to come.

COMMERCIAL BANKING

There is a complete range of commercial banking products and services at TEB, which are designed to meet
the clients’ entire banking requirements from loans and cash management to investment. The Bank’s
comprehensive approach contributes to the maximisation of the clients’ cash flow and business assets, thus
streamlining the financial management process. By providing financial consultancy services, TEB guides
commercial clients in their move from general mass-market financial products to services, which are
focused to their needs. Efficiency is given particular attention while marketing plans and strategies are
geared toward concurrently attaining a balance between profitability for the Bank, on the one hand, and
client satisfaction, on the other.
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OVERVIEW OF ACTIVITIES IN 2003 covmueo

Targeting a broader client base, TEB designed its business policies on the basis of economic developments
in 2003. In a highly competitive market, the strategy is to increase the number of commercial clients.
Following this strategy, a segmentation process has been started to reach the medium and small-size
companies and new commercial branches were added to the existing network, which totalled 52 at year-
end. In this context, some branches were moved to more strategi