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peak after an expansion period, with recession starting at that point and bringing

the economy to the trough, which would then give way to recovery. The cycle

would be completed once this recovery gets stronger and economy reaches the

peak again. The expansion and recession periods, which are the key stages of

Email: research@fortis.com.tr an economic cycle, have some certain characteristics. However, the other

Tel: +212 27279 98 stages, which live relatively shorter in-between the recessions and contractions,

Fax: +212 27544 05 are transition periods marked with significant uncertainties. Accordingly,
determining the phase of economic cycle correctly and rapidly makes life easier
as that would help foreseeing the attitude of market players. Glancing at the
current economic outlook in the context of these descriptions, we believe
that the economies left the trough of the recession behind. Now, the
recovery is set to start and strengthen towards expansion period of the
cycle. Accordingly, in quite a short while, we anticipate seeing more visible
changes in financial markets with decoupling becoming more apparent in
different asset classes. The most evident sign of this decoupling would be
observed in the long term bond yields and stock market performances. Recall
that, in the outbreak of the subprime crisis in the mid-2007, the markets started to
price recession, diverting funds away from stock markets towards the safe-haven
bonds. This tendency lasted for 20 months. However, the history suggests that
throughout the expansion ahead, the dislocation of the funds to equities from
bonds would take much (at least 5 times) longer.
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Looking at the economic developments from such perspective helps to
understand that the recessions are not the end of the world; on the
contrary they are natural stages experienced throughout the long term
growth pattern of the economy. Moreover, they help eliminating or at least
reducing certain macroeconomic imbalances. The most important thing
during these inevitable recession periods is to avoid any disruption in the
slope of the long term growth pattern. As should be understood from the rating
downgrades of some developed countries in the recent term, the record high
budget deficits have nowadays elicited a broad-based fear regarding higher
inflation and hence a hindered economic growth in the period ahead. Therefore,
the limits of monetary and fiscal policy easing in the short term and their negative
impact on the medium-long term growth outlook should be balanced properly.
For that purpose, the most important step would be to pledge trough a
credible program that the elevated budget deficit will not be permanent and
fiscal policy will be tightened when the economy rides out bad times.
Accordingly, Turkish Economy Minister Babacan’s statements regarding the
preparation of a new program (especially his comments as to the unsustainability
of the pressure on borrowing and the need to amend the primary deficit) were
encouraging. Yet, his comments were not fully relieving, as he gave a warning to
the markets that they should be ready for a scenario without IMF deal and said
that the budget deficits may be tolerated for a couple of years, i.e. gave no signal
for fiscal tightening in 2010. Therefore, we prefer to remain cautious until seeing
the content of the program and its implementation.

Macro Economic Outlook (with and without a comprehensive program)

2009 2010 2011 2012 2013
A B A B A B A B A B
GDP Growth (yly % chg) 55 -50] 3.0 40| 30 50 3.0 50| 3.0 50
Unemployment Rate (%) 129 12.5| 15.2 14.4] 15.6 14.2] 16.0 14.3| 16.4 144
CPI (yly % chg) 5.0 55| 6.0 65| 50 55| 35 4.0 35 4.0
Consolidated Public Sector PS / GDP
(%) 19 18] 07 12| 07 09| 07 11| 05 13
Nominal Public Debt Stock / GDP (EU
Definition, %) 457 44.8| 47.0 44.2]| 48.0 43.6] 48.9 42.71 49.9 416
Treasury's Domestic Debt
Roll-Over Ratio (%) 113.4 106.8] 98.4 89.5] 92.3 88.2] 91.1 86.4| 93.5 85.5
Current Account Balance / GDP (%) 21 -23| 49 -54] -42 -55| -34 -54| -26 -55
US$ Exchange Rate (average) 1.59 1.58| 1.64 1.61] 1.68 1.65] 1.70 1.65| 1.72 1.65

Scenario A: Alternative scenario assumes no comprehesive plan and weak growth performance
Scenario B: Our current baseline scenario which assumes the IMF deal would be launched

All' in all, we think that it would be beneficial to reiterate the alternative scenario
and other assessments in our monthly Glocal Economist Report published within
the week behind. “Lately, the risk that the government may completely give up
the IMF deal has appeared as a greater possibility. Even if there will indeed be
an IMF deal, it would probably be delayed to the final months of the year, since
the Parliament will be closed during August-September period. Yet, as we
underlined several times beforehand, the core issue is the introduction of a
comprehensive economic framework so as to anchor the long term expectations.
For example; if the Medium Term Program, to be unveiled in the following
weeks incorporates a guideline towards the launch of a fiscal rule and if
this can reassure confidence about the government’s intention to secure
fiscal discipline, this would be a positive step. However, such a framework
would need to explain in a convincing and clear manner how to amend the
deterioration in 2008 budget in the upcoming years. Nevertheless, given the
shaky track record of Turkey'’s fiscal policy implementations, it would be difficult
without IMF to reassure the confidence that the government would not deviate
from the targets. Under the lack of such a program, we foresee a looser
fiscal policy framework and estimate that the average growth rate would
regress to around 3%. As the details can bee seen in the table above, this
would have important repercussions on the other macro economic indicators.
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Normally, the beneficiaries of slower growth would be foreign trade deficit and
current account deficit, which would be narrower. Yet, the increase in oil prices in
tandem with the global economic recovery would limit this positive impact.
Separately, despite the decline in the current account deficit, the Central Bank’s
F/X reserves may shrink to around US$40bn within a few years due to the slower
international capital flows. On the other hand, 3% GDP growth would be unable
to create enough jobs to offset the increase in young population, resulting in a
chronic surge in the unemployment rate. In addition to the tax revenues hit by
poor growth, the short-term measures would be in course to tackle the weak
growth so that it would not be possible to make expenditure cuts at meaningful
sizes. All in all, there would only be a minor primary surplus, accompanied with
EU-defined debt stock climbing to 50% of GDP. Another repercussion would be
on the domestic debt roll over ratio, which would hardly fall below 100%.”

In conclusion, we think that the transition from recession to expansion stage
would be finalized soon and there would be more visible changes in financial
markets in a short while, with decoupling in different asset classes becoming
more evident. It is once more understood that the recessions are not the end of
the world; on the contrary they are part of an economic cycle throughout the long
term growth pattern. From now on, the most important thing is to avoid any
disruption in the slope of the long term growth pattern. For that purpose, the most
critical step would be to pledge trough a credible program that the elevated
budget deficit will not be permanent and fiscal policy will be tightened when the
economy rides out bad times. We hope to see this happening...
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Economic and Political Agenda

=  While MPC meeting on Tuesday will be the most important event of this
week, majority of the analysts expect that the Bank will cut the interest rates by
25 bps and keep the rates constant in the rest of the year. In the U.S., apart from
the housing and inflation, Philadelphia Fed Index will be important as a leading
indicator.

Data issuances at Home

Importance Indicator Unit Date of issuance Fortis (Consensus)
Medium Unemployment, Mar. %  June 15", 7:00 GMT -
High Central Gov. Bud. PS, May ~ TRY mn June 15— 19" -
Medium Consumer Confidence, May - June 16", 7:00 GMT -
High MPC Rate Decision bps June 16", 16:00 GMT 25 (25)
Importance Country Indicator Unit Date of Issuance Consensus
Medium Germany ZEW Index, June - June 16", 9:00 GMT 35.0
High u.s. Building Permits, May mn June 16", 12:30 GMT 0.5
High uU.s. Housing Starts, May mn June 16", 12:30 GMT 0.49
High uU.sS. Core PPI and PPI, May %, m/m June 16", 12:30 GMT 0.1&04
Medium U.S. Capacity Use, May % June 16", 13:15 GMT 68.6
Medium U.S.  Industrial Production, May %, m/m June 16", 13:15 GMT -0.5
Medium Japan BoJ Rate Decision % June 16" no chg.
High U.S. Core CPI and CPI, May %, m/m June 17", 12:30 GMT 0.2&0.3
High U.S. Philly Fed Manuf. Ind., June - June 18" 14:00 GMT -16.4

Macro-Economic and Financial Forecasts

Macro Economic Outlook of 2007-2010

2008 2009f 2010f 2011f
GDP (TRY - mn) 950.1 936.6 1,028.0 1,136.2
GDP (US$ - bn) 734.9 592.8 637.1 688.9
GDP Growth (yly % chg) 1.1 -5.0 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 -40.2 -63.8 -69.7
Exports (FOB, excl. luggage trade) 132.0 98.2 98.7 106.4
Imports (CIF, incl. gold) 201.7 138.4 162.5 176.0
Current Account Balance (US$ - bn) -41.6 -13.8 -34.7 -37.6
Current Account Balance / GDP (%) -5.7 -2.3 -5.4 -5.5
Financial Indicators Forecasts
June 12" 1™ 3M 6M 12M 2009 2010
USS$/TRY 1.5373 1.5500 1.5500 1.5500 1.6400 1.5500 1.6300
EUR/TRY 2.1528 2.1400 2.0900 2.0200 2.1700 2.0200 2.1200
FX Basket 3.6901 3.6900 3.6400 3.5700 3.8100 3.5700 3.7500
EUR/US$ 1.4004 1.3800 1.3500 1.3000 1.3200 1.3000 1.3000
O/N 9.25% 9.00% 9.00% 9.00%  11.50% 9.00% 12.50%

Benchmark Bond 12.80% 13.50% 13.00% 14.00% 15.00%  14.00% 14.00%
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