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if there is not any progress about the IMF deal until October 17", the deal
hopes may be kept alive unless the sides claim otherwise. Having said that,
let us asses the current fiscal outlook under the light of September budget
realizations released within the week behind. We will also mention about the
2010 targets. In September, the primary balance and budget balance produced
TRY4.48bn and TRY9.48bn deficit, respectively, similar figures with the year
before. At first glance, it seems that the deterioration has come to a halt.
However, the Treasury’s cash based balance, released beforehand, showed that
the TRY1.0bn was transferred to the budget for the South Anatolian Project and
the program defined figures, which excludes such one-off items, indicated that
the deterioration continued, at a slower pace though. Based on our estimates,
12-month rolling primary deficit to GDP ratio increased to 1.1% from 1.0%, while
the budget deficit to GDP ratio rose to 6.2% from 6.1%. According to the MTP
figures, these values will reach 2.2% and 6.6% by the year-end, respectively. It
will appear more clearly in the following months whether the deterioration
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in the budget performance will cut pace. Such a tendency will be of critical
importance for the 2010 targets (especially since the recovery in revenues
is foreseen to be the major source of improvement.)

If there is not any last-minute change, the budget size to be presented to the
Parliament would be TRY286.8bn, some 7.5% higher than the preceding year.
The most challenging target to accomplish would be reducing the budget deficit
to TRY50bn from an estimated TRY62.8bn in 2009. Out of the total 1.7 pp
improvement expected for the budget deficit to GDP ratio, some 1.5 pp is
assumed to stem from the potential recovery in the tax collections. Meanwhile,
the primary expenditures is planned to remain unchanged at this year’s record
high at 22.3% of GDP. There are two important sources of uncertainties for
budget this year. First of them is associated with the potential trend of the
economic recovery, which appears slow and gradual for now. This is
important for the indirect taxes. The second one is the future of stand-by
deal with IMF. If the government agrees with IMF on a program, no matter
how loose it is, this would be a positive development as the program would
urge the government to pledge for a long-lasting fiscal discipline. On the
other hand, if Turkey stands alone and chooses to continue with the
current MTP, the success in the implementation of the program would
shape its credibility. Under this context, once the details of 2010 budget draft
are unveiled, we will see whether there will be supportive steps planned to
achieve the fiscal framework depicted in MTP.

Medium Term Fiscal Plan (2010-2012) and 2009 Budget

TRYbn to GDP (%)

Realization  Forecast® MTP Forecast* MTP
Jan. - Sep. 2009 2009 2010 2011 2012 2009 2010 2011 2012
Central Governemnt Budget Expenditur: 197.2 266.8 286.8 298.2 3144 282 279 267 256
Non-interest expend. 151.7 211.3| 230.1 243.0 259.0 223 224 217 211
Personnel 42.6 60.3 64.1 684 5.9 5.7 5.6
Gov. Prem. to Soc. Sec. Ins. 5.1 111 1.7 125 1.1 1.0 1.0
Purch. of goods - serv. 17.3 259 276 288 25 25 23
Current Transfers 70.2 1022 109.6 117.2 9.9 9.8 9.6
Capital Expenditures 10.3 19.0 18.3  20.1 1.9 1.6 1.6
Capital Transfers 2.2 3.2 3.3 3.5 0.3 0.3 0.3
Lending 3.9 6.9 6.9 6.8 0.7 0.6 0.6
Reserve Appropriations 0.0 14 1.5 1.6 0.1 0.1 0.1
Interest Expenditures 455 555/ 56.8 552 554 59 55 4.9 4.5
Central government Budget Revenues 156.4 203.9 236.8 253.1 2754 215 230 226 224
Tax Revenues 125.3 163.6 193.3 210.2 2295 173 188 188 187
Budget Balance -40.8 -62.8 -50.0 -45.1 -39.1 66 49 40 -3.2
Primary Balance 4.7 -7.3 6.7 101 16.3 -0.8 0.7 0.9 13
Primary Balance (Program-Defined) -6.2 -20.8 -84 -21 4.3 -22. -08 -02 0.4

(*) Government's estimate of realizations

Aside from the central government budget, local administrations’ fiscal
performance will also be under scrutiny. The lack of data for the local
administrations is used to be a major setback to understanding the
developments here. Yet, Finance Ministry has been releasing the quarterly
budget realizations for some time. Before giving the numbers, we want to
mention about another issue first. Recall that, there was a regulation put into
force in July 2008 which increased the amount of general budget tax income
share to be transferred to the municipalities. This regulation had spurred an
important disagreement in IMF talks and had been taken as a sign that the local
governments’ fiscal performance was deteriorating. The Finance Ministry’s data
since 2006 showed that the primary balance of local administrations has always
produces deficit. The 4Q-rolling primary deficit to GDP ratio has reached
0.7% by the end of 1H09. Recall that, at that time, the public sector’s primary
balance was still on the positive territory. The lingering structural problems about
local administrations and social security put additional pressure on already ailing
budget balance on the back of the depressed economic outlook, increasing the
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public sector borrowing need. Unless launching a comprehensive reform for
expenditures and incomes in the short term, the budget will continue to rely on
non-tax income, such as privatization proceeds, and will keep being restrained by
the performance of economic activity.

Under this context, disclosure of the details of TRY10.4bn privatization income
that were projected in the MTP was an important development. In our preceding
weekly MacroScope, we stated that this amount was fairly assertive and that the
debt roll over ratio would remain elevated in the lack of an IMF deal despite this
source. Based on this plan, while TRY5.1bn portion of this source is the expected
to proceed from the preceding privatization contracts of the electricity distribution
companies and the ports in the first months of 2010, the remaining TRY5.3bn is
foreseen to be provided from fresh privatization in 2010 (Sugar factories, Turkish
National Lottery and Baskent Dogalgaz). In the meantime, the sale of electricity
production companies was stated to be kept as a trump card, with expected
revenue of TRY2.0bn — TRY2.5bn and will be used in a case of a problem in the
above-mentioned privatization plan. Accordingly, we think that since almost
half of the expected privatization incomes are the proceeds expected from
previous privatizations, the total target appears more attainable. However,
although there are some signs of life in broad-based M&A activities, the risks for
the expected sales in 2010 are continuing as the credit markets would not reach
their prior conditions for some more time and we are still far away from the
pre-crisis valuations of firms. Separately, even though the privatization target can
be reached, the result for the program defined budget balances would not
change since these one-off incomes would not be counted.

Allin all, we expect the 2010 budget draft, which should be presented to the
Parliament on October 17“‘, to be more or less same with the MTP figures.
Meanwhile, we think that the one-month negotiation period in the Planning and
Budget Commission would be enough for critical changes, if needed. As the
weakest side of the current fiscal framework, the improvement of budget deficit
mostly depends on the revival in the tax incomes in a case of robust recovery,
while the targeted privatization income, which constitutes a great part of the
non-tax incomes (the other major source for the budget) seems fairly assertive in
the current outlook.
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Economic and Political Agenda

= At home there will be a quiet agenda this week. The sole event of the week
will be the Central Bank’s second expectations survey for October. In the
meantime, there will be a tiny TRY0.3bn domestic debt service of the Treasury
on Wednesday. In the external arena, the housing data will top the U.S. agenda,
while the flash PMIs will come to the forefront in the Eurozone. Meanwhile, there
will be a slew of important balance sheet announcements this week, such as
Texas Instruments, Apple, Pfizer, Yahoo, eBay, Boeing, U.S. Bancorp, Wells
Fargo, American Express, McDonald’s, Philip Morris, Xerox, Microsoft.
Separately, Fed Chairman Bernanke will deliver a speech on Friday.

Data issuances at Home

Importance Indicator Unit Date of issuance Fortis (Consensus)
Medium CB'’s Expectation Survey, Oct. Il - Oct. 22™ -
Importance Country Indicator Unit Date of Issuance Consensus
High U.S. Building Permits, Sep. mn  Oct. 20", 12:30 GMT 0.59
High u.s. Housing Starts, Sep. mn  Oct. 20", 12:30 GMT 0.61
High u.s. Core PPl and PPI, Sep. %, m/m  Oct. 20", 12:30 GMT 0.1&0.1
High Eurozone  Manufacturing Flash PMI, Oct. - Oct. 239 7:58 GMT 49.8
High Eurozone Services Flash PMI, Oct. - Oct. 23", 7:58 GMT 51.3
Medium Germany Ifo Index, Oct. - Oct. 23" 8:00 GMT 92.0
High U.S. Existing Home Sales, Sep. mn  Oct. 23", 14:00 GMT 5.3

Macro-Economic and Financial Forecasts

Macro Economic Outlook of 2007-2010

2008 2009f 2010f 2011f
GDP (TRY - bn) 950.1 924.9 1,013.2 1,120.4
GDP (US$ - bn) 734.9 596.7 645.4 681.6
GDP Growth (yly % chg) 0.9 -6.0 4.0 5.0
PPI (yly % chg) 8.1 4.0 5.0 4.0
CPI (yly % chg) 10.1 5.5 6.5 5.5
Trade Balance (US$ - bn) -69.8 -37.7 -56.9 -61.4
Exports (FOB, excl. luggage trade) 132.0 100.8 112.0 1121
Imports (CIF, incl. gold) 201.7 138.5 168.8 173.5
Current Account Balance (US$ - bn) -41.5 -11.3 -25.1 -26.9
Current Account Balance / GDP (%) -5.6 -1.9 -3.9 -3.9
Financial Indicators Forecasts
Oct. 16™ ™ 3M 6M 12M 2009 2010
US$/TRY 1.4365 1.4600 1.5000 1.5600 1.5600 1.4800 1.5600
EUR/TRY 2.1428 2.1600 2.2000 2.2600 2.2500 21800  2.2500
FX Basket 3.5793 3.6200 3.7000 3.8200 3.8100 3.6600  3.8100
EUR/US$ 1.4917 1.4800 1.4700 1.4500 1.4400 1.4700 1.4400
O/N 6.75% 6.50% 6.25% 6.25% 6.75% 6.25% 7.75%

Benchmark Bond 8.20% 8.00% 8.50% 8.50%  10.00% 8.50% 10.50%
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