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TOP STORIES 
1. Death toll rises to 46 as explosions hit Turkish town on border with Syria 
Hurriyet Daily News 
May 13, 2013 
 
The death toll from suspected twin car bombs that hit the southern province of 
Hatay's Reyhanlı district on the Turkish-Syrian border has risen to 46, Turkish 
Deputy Prime Ministrer Be_ir Atalay said today. More than 100 were injured, 56 of 
whom are still being treated, he added. 
 
38 victims were identified, three of them being Syrian citizens. Nine people linked to 
the deadly attack in Turkey's southern province of Hatay detained, Deputy PM says.  
 
The town center of Reyhanlı, which is hosting many Syrians fleeing the conflict in the 
Arab republic, was the target of deadly explosions at around 1:45 p.m. local time. 
Bombs were set off near the municipality, causing major damage to buildings in the 
town center. A wooden building close to the municipality collapsed following the 
explosions, while power has reportedly been cut in the town. Police took heavy 
security measures after the explosions. 
 
The explosions were likely caused by two cars filled with explosives, Interior Minister 
Muammer Güler told reporters after the attacks, but other reports indicated that 
there were three or more explosions. 
 
However, Güler said that the third explosion was unrelated to the twin blasts. "The 
third explosion was a car's fuel tank. It had nothing to do with the events," he said. 
 
The explosions caused massive panic in Reyhanlı, leading many locals to try and 
leave town, according to reports. Scuffles were also reported between locals and 
Syrians, as tensions had been mounting ahead of the attacks. 
 
Officials confirm link with Syrian intelligence 
 
It was confirmed that the perpetrators were linked to the Syrian regime and 
intelligence agency, Güler was also quoted as saying by the public broadcaster TRT.  
 
Atalay also confirmed that the attackers were linked to the Syrian intelligence 
organization, known as the Mukhabarat. He added that they were from inside 
Turkey. "The organization is known, who they are is also known to a great extent. It 
is abolutely certain that [the attack] has nothing to do with Syrian refugees," Atalay 
said 
 
Assad regime 'Usual suspect': Deputy PM 
  
Meanwhile, Turkish politicians warned against provocations and suggested that the 
attack might have been aimed at Turkey's ongoing peace process.  
  
"We have started a resolution process in our country, and there are those who don't 
accept this new era," Turkish Prime Minister Recep Tayyip Erdo_an said in his first 
remarks following the explosions.  
 



Turkish Deputy Prime Minister Bülent Arınç said Syria could be behind the attacks. 
"Bashar al-Assad with his Mukhabarat is the usual suspect in planning and carrying 
out such an attack," Arınç said.  
 
"If it is proven that al-Assad is responsible [for the attack], we will do what is 
necessary," he said. 
  
Turkish President Abdullah Gül also called for people to "be vigilant to provocations," 
while Justice Minister Sadullah Ergin, a Hatay deputy, said the attacks "were 
intentional." 
 
Speaking during a visit to Germany, Foreign Minister Ahmet Davuto_lu said the 
timing of the attack was not a coincidence. "The diplomatic traffic [on Syria] is 
intensifying," he said.  
 
Meanwhile, the Turkish opposition called on the government to review its Syria policy 
while condemning the attacks. "The government should review its internal and 
foreign policy," main opposition Republican People's Party (CHP) leader Kemal 
Kılıçdaro_lu said in a statement.  
 
For his part, Nationalist Movement Party (MHP) leader Devlet Bahçeli said Turkey's 
border security was under threat, while blaming the peace process and the 
government's position regarding Syria. 
 
Reyhanlı was hit by another deadly attack in February at the Cilvegözü border gate 
that killed 14. No one claimed responsibility for the attack, but a Syrian opposition 
faction accused the Syrian government of the bombing, saying it narrowly missed 
leaders of the group. Turkish authorities that led the investigation into the bombing 
had said the Syrian suspects taken into custody worked with Syria's intelligence 
service. 
 
2. Turkey-Japan nuclear deal leaves many questions unanswered 
David O'Byrne in Istanbul  
May 13, 2013 
 
As the saying goes regarding any contract, "the devil is in the detail". In the case of 
Turkey's newly signed nuclear agreement with Japan, the problem so far is the lack 
of detail.  
 
To begin with, contrary to the majority of media reports what was actually signed 
was not a "$22bn deal for the construction of Turkey's second nuclear plant".  
 
Rather, as was confirmed by Japanese Prime Minister Shenzo Abe in a sole press 
conference, it was an inter-governmental agreement between Turkey and Japan 
allowing for exclusive negotiations with a Japanese-led consortium for the 
development of the Sinop plant. In effect, little more than talks agreed previously 
first with South Korea, and later with Japan both of which foundered. The former 
over Turkey's refusal to grant the project treasury guarantees and the latter after 
Japanese operator Tepco felt unable to continue in the wake of the Fukushima 
disaster.  
 
What further details have emerged regarding the current talks have come mainly 
from Turkey's energy ministry. Officials have confirmed that the talks are being 



conducted with four companies: Japanese companies Mitsubishi and Itocha, and 
French companies Areva and GDF-Suez - who are expected to operate the Sinop 
plant.  
 
Together the four will take in the project a maximum 51% stake, with each 
company's share subject to negotiation between them, while the remaining 49% will 
be given either in total to Turkey's state generator EUAS, or with EUAS taking 25-
30% and the remainder going either as a block to another Turkish company, or to be 
sold by IPO.  
 
In addition, the two sides have confirmed that the plant will consist of four units of 
the Mitsubishi-Areva designed Aretema-1 reactor totalling 4.48 gigawatts (GW), and 
that a sales agreement was reached guaranteeing purchase of the plant's output for 
20 years at 11.8 US cents per kilowatt hour (KWh) or 10.8c/KWh if Turkey provides 
uranium fuel for the plant.  
 
Of the four companies named to date, only GDF-Suez has commented, confirming its 
interest in being plant operator depends on a site feasibility study, and as a 
developer on full due diligence of the project. Hardly an unequivocal expression of 
intent, not to say one which fails to answer doubts over the project's viability.  
 
Feasible?  
 
It seems safe to assume that Turkey is hoping that the purchase guarantee together 
with the 49% local stake will be enough to reassure investors in lieu of treasury 
guarantees. But will it?  
 
It's only two years since GDF-Suez offered to submit its own bid for development of 
the plant. That bid was rebuffed by a Turkish government incensed by France's 
legislating to criminalize denial that killing of Ottoman Armenians during World War I 
was genocide and vocal opposition of France's then president Nicolas Sarkozy to 
Turkey's EU bid.  
 
France may now have a new president and relations returned to normality, but his 
control of the French legislature is far from assured, and his term will end in 2017, 
three year's before the plant's first unit is expected to be commissioned. What will 
happen if France adopts more legislation that Turkey objects to is unclear, as is 
Ankara's possible response to another French President opposed to Turkey's EU 
accession - an important consideration given that the plant will be operating for 40 
years after the guarantees end.  
 
Both, though, will need to be considered by GDF-Suez and its potential partners 
before committing themselves to the project and Ankara also, given that without an 
operator the project will again founder.  
 
All this before both sides even consider the mooted partnership with EUAS and an 
unknown Turkish company, or how to run an IPO in a project for nuclear power plant 
given the post-Fukushima doubts over the future of the nuclear industry.  
 
Almost the only aspect of the project not in doubt is that Turkey's power demand is 
expected to double over the next decade and to continue growing beyond that.  
 



Clearly the Sinop plant will not be meeting demand that soon, although it will 
eventually be contributing to reducing Turkey's current account deficit, a large part 
of which is down to over-reliance on generating power from imported gas - primarily 
expensive gas from Russia and Iran.  
 
But uranium fuel too has a cost and future supplies are neither secure nor their price 
guaranteed, while Turkey is surrounded by countries with gas which will become 
available over the next decade or so.  
 
Israel has already signaled its interest in constructing a pipeline to export its gas to 
Turkey and on to Europe, a project which may yet convince Cyprus to shelve 
decades of enmity in favour of a guaranteed return on its own gas. Most likely to 
reach Turkey though is gas from Iraq, especially the Kurdish controlled north which 
has abundant supplies, an urgent need to monetize and no other route for export.  
 
A pipeline to Turkey would be cheap to build and could be constructed in months. 
And depending on the sale price, the gas could serve to make Turkey's nuclear 
programme look like its older gas deals with Russia and Iran - an expensive mistake, 
which future generations have to pay for. 
 
3. EBRD BLOG: No quick turnaround for CEE/CIS 
Ben Aris in Istanbul  
May 10, 2013 
 
"The news is not good: there is no quick turnaround in sight." That was the 
conclusion of the European Bank for Reconstruction and Development's chief 
economist, Eric Berglof, at the multilateral lender's annual conference being held this 
year in Istanbul on May 10-11.  
 
The EBRD has downgraded its economic outlooks for almost all the countries in 
which it operates in Central and Eastern Europe/Commonwealth of Independent 
States (CEE/CIS) due to the ongoing crisis in Europe. Berglof highlighted the fates of 
Turkey, Poland and Russia as key to the future of the region; collectively they 
account for two-thirds of the GDP of the entire region and have become the engines 
of growth. If they do badly, everyone does badly. And they are doing badly.  
 
Russia is the sickest of the three. Growth was expected to slow going into 2012, but 
as the year wore on it became clear the Russian economy has not just slowed, it 
stalled completely in February. Russian President Vladimir Putin has been rushing 
about, calling meetings and issuing strict orders to all and sundry to pull their finger 
out and fix the machinery. Few believe that all this noise will make much difference 
in the short term and the Kremlin has always talked about reform, but failed to do 
much. The optimists can only point to the fact that the tone is a lot shriller than 
normal and without the necessary oil revenues as the oil price falls, the Kremlin 
actually has to produce change this time or face stagnation. To drive the point home, 
the EBRD issued a press release as its annual meeting got underway that almost 
halved its Russia growth outlook for 2013 from 3.5% to 1.8%, the biggest 
downgrade of all the countries in its patch.  
 
Poland too is being affected by the pall hanging over the continent. Famously the 
only country in the EU to avoid recession in 2009, government debt has been 
climbing in the intervening years and is approaching the constitutionally fixed 55% of 
GDP ceiling. That means Poland is fast running out of wiggle room to boost the ailing 



economy. "The Polish government is running out of room and can't stimulate the 
economy any more, so growth is slowing," Berglof said.  
 
The country has reported a string of bad figures that are giving rise to concern in the 
last months, most recently lackadaisical retail figures that show consumption and 
demand are both falling with little prospect for a turnaround in the short term.  
 
Turkey, host of this year's jamboree, is the one bright spot, but even its economy 
has been slowing too. However, Berglof said one has to see this in the context of the 
credit-fuelled consumer boom of last year, so the cooling pace of growth is actually a 
positive. "This was an economy that was overheating and now they are coming in for 
a soft landing, which is a good thing," said Berglof.  
 
The turnaround is clearest in Turkey's trade figures: it was running a huge trade 
deficit until the second quarter of 2011, but as credit was wound down, the flow of 
goods reversed, putting the country in a much more healthy position. Turkey was 
one of the only countries in the region where the EBRD expects growth this year to 
be higher than last year.  
 
Still, the slowdown is squeezing everyone and one place that the problems are 
already manifest is in the decay of credit quality, said Berglof, hinting that this is the 
thing that concerns his bank most. Bank loans are starting to go bad and this will 
eventually lead to a crisis unless the governments of the big three can put their 
houses in order. Slovenia is already in trouble and on May 9 unveiled a new package 
of taxes and reforms designed to raise more money that can be used to bail out its 
crippled bank sector. Happily for Ljubljana, international bond investors are hungry 
for high-yielding bonds at the moment, so the country has had access to cash. But 
like everyone else the pressure is on to make effective reforms and put them in place 
fast. "Rising levels of non-performing loans are very worrying as they are already 
decaying," said Berglof.  
 
More generally, lending by banks to companies across the region remains weak and 
is stymieing the recovery. Crediting has been especially weak in CEE, but grew faster 
in the east and Turkey in particular.  
 
What next?  
 
As traditional methods to stimulating economies are nearly exhausted, governments 
are turning to increasingly unorthodox measures in the hope of kick starting their 
economies, such as off-budget investment funds and directly crediting small and 
medium-sized enterprises (SMEs).  
 
Russia probably faces the biggest challenges, as both consumption and investment is 
falling. The country began 2012 with just under 5% growth thanks to a boom in 
consumer crediting, but this failed to spur production nor did it lead to a pick-up in 
investment, and by the end of last year retail turnover began to fall again.  
 
The country is also facing constrains on the supply side, as the very low investment 
means factories are running at close to full tilt, which is also reflected in the record 
levels of unemployment. The state plans to increase spending, especially in 
infrastructure, but this still doesn't address the fundamental issue of how to 
encourage private enterprises to borrow and build more capacity. But hope dies last 
and surveys from across the region show that businessmen are increasingly 



optimistic about the future. "The rising business confidence suggests that we have 
passed bottom," said Berglof.  
 
In particular, exports over the last six months have increased from almost all of 
CEE/CIS, with the notable exceptions of Belarus, Mongolia and Croatia.  
 
Another positive development is that capital flows are back. With yields close to zero 
in most developed markets, investors have been hunting for returns and snapping up 
emerging market bonds willy nilly.  
 
As the star performer of last year, Turkey still remains a magnet for investors and 
has received large, if volatile, inflows. Most of the CEE is also in black. Russia has 
seen a pick-up in the amount of FDI coming into the country, mainly from retailers, 
but is still experiencing a net outflow of capital.  
 
However, most countries are being thrown back on their own resources and 
increasingly turning to unorthodox measures. Poland will dodge its constitutional 
borrowing cap by launching off-budget investment funds. Hungary has introduced a 
central bank lending programme and several governments have given more 
firepower to their development banks. "But there is no shortcut to growth. All the 
governments need to continue to push ahead with their reform and privatisation 
plans," said Berglof. 
 
4. CBT likely to continue easing  
Erste 
May 10, 2013 
 
This week's key event will be the Central Bank's interest rate decision due May 16. 
We expect a 25bps cut in the policy rate as well as the boundaries of the interest 
rate corridor. The CBT loosened liquidity conditions last week which can be taken as 
a hint that it would make such an easing move.  
 
The CBT disclosed the April Real Effective Exchange Rate (REER) as 121 and we 
estimate that the current level of the nominal exchange rates keep the REER above 
120, which is the overvaluation threshold for the CBT. Moreover, as the industrial 
output data hinted, the recovery in economic activity is not at a desired pace and 
this should also encourage the CBT to further stimulate domestic demand. Moreover, 
since the CBT's last meeting, key rates continued to drop in many other peer 
countries as well as in a number of developed countries. When the CBT cut the policy 
rate by 50bps in April, it had said that one of the main motivations was to align 
Turkey's local interest rate environment with global low interest rates.  
 
This reasoning seems to hold also for May. Finally, the headline inflation outlook is 
benign as annual inflation dropped to 6.1% in April from 7.3%, albeit the further 
decline in core inflation might be challenging. Overall, we believe that the conditions 
are fulfilled for another interest rate cut. The market seems to be pricing at least a 
25 bps rate cut, therefore we do not expect that another 25bps cut would create a 
further decline in the bond yields. On the contrary, coupled with the Treasury's hefty 
borrowing need for the week, this may even prompt some profit taking and we 
maintain our 5.5% short-term forecast for the 2-year benchmark government bond 
yield. As for the currency implications, further easing should help the weakening 
TRY, which prompts us to forecast a 2.9 FX basket (0.5 USD/TRY + 0.5 EUR/TRY) by 
the end of the year vs. the current 2.075.  



5. EBRD and Borsa Istanbul join forces 
EBRD 
May 10, 2013 
 
The European Bank for Reconstruction and Development and Borsa Istanbul are 
joining forces to develop regional capital markets. To this end EBRD First Vice 
President Philip Bennett and Borsa Istanbul's Chairman and CEO Ibrahim Turhan 
signed a Memorandum of Understanding today which sets out a framework of 
cooperation.  
 
This includes potential joint investments in stock exchanges and related capital 
markets infrastructure along with technical assistance in countries where the EBRD 
invests. The cooperation will particularly focus on the Western Balkans, Central Asia 
and the southern and eastern Mediterranean. 
 
The joint efforts are expected to strengthen the development of local and regional 
capital markets which will also boost the role of Borsa Istanbul beyond Turkey and 
underpin the city's role as a financial centre and a regional business and investment 
hub for the wider region. 
 
"This Memorandum of Understanding is an important step that provides us with an 
opportunity to explore, together with Borsa Istanbul, ways to develop and support 
capital markets and stock exchanges in smaller economies of our region," said EBRD 
First Vice President Bennett at the signing in Istanbul, currently hosting the 2013 
EBRD Annual Meeting and Business Forum. "Closer regional integration will improve 
capital markets, create more transparency and ultimately attract investors' interest 
and liquidity." 
 
_brahim M. Turhan, Chairman and CEO of Borsa _stanbul said: "Borsa _stanbul is 
one of the most liquid and fastest-growing markets in its region and maintains close 
relationships with stock exchanges of the area. We are very glad to sign this MoU 
with the EBRD which will provide opportunities for further development of the capital 
markets infrastructure in the region and to share our knowledge and expertise with 
these markets." 
 
Turkish enterprises are among the leading investors in the EBRD region. As at the 
end of March 2013, the value of joint Turkey-EBRD investment stood at €4.3 billion, 
of which the EBRD's portion was €1.9 billion and Turkey's was €2.4 billion. Adding in 
further investment from other sources, the total value of projects with Turkey-EBRD 
involvement was €8.0 billion. 
 
Since the beginning of its operations in Turkey in 2009, the EBRD has invested over 
€2.5 billion in the country, both in direct deals and through credit lines. Last year 
Turkey became the EBRD's second-largest country of operations with €1.0 billion in 
new investments in 2012 alone. 
 
 
 
 
 
 
 
 



REGIONAL NEWS 
6. CEE Banking Sector: commitment will be rewarded 
RZB 
May 12, 2013 
 
"In terms of growth and profit, the banking sector in Central and Eastern Europe 
(CEE) [1] continues to outperform its Western European counterpart, as growth 
opportunities and margins in CEE remain significantly higher. New banking 
regulations in Europe and CEE will bring new challenges for the region," stated the 
analysts of Raiffeisen Bank International AG (RBI) and Raiffeisen Centrobank AG 
(RCB) in their latest edition of Raiffeisen Research's annual CEE Banking Sector 
Report titled "Commitment will be rewarded". The report was presented on the 
occasion of the annual meeting of the European Bank for Reconstruction and 
Development (EBRD) in Istanbul.  
 
"Total 2012 loan growth in CEE came in at 14.8 per cent yoy in euroterms. Another 
year of expansions brings the cumulative 2010 to 2012 real loan growth in CEE to 
21.8 per cent. In the Eurozone real loan growth was negative over the same period 
of time. The overall loan volume of the CEE banking sector compared to the 
Eurozone increased from 9.6 per cent in 2011 to 11.1 per cent in 2012. In terms of 
total assets the relative banking sector size in CEE compared to the Eurozone 
increased from 7.7 per cent in2011 to 8.9 per cent in2012. The growth of the CEE 
banking sector compared to the Eurozone in 2012 was the highest over the past 
decade," explained Gunter Deuber, Head of CEE Research at Raiffeisen Research. For 
2013, Raiffeisen Research expects total banking assets to exceed € 2,500 billion, 
which would be some 20 per cent above the total assets of Industrial & Commercial 
Bank of China (ICBC), the world's largest bank in 2012.  
 
As the economic cycle is expected to turn in 2013, the Raiffeisen Research analysts 
see an upside potential for lending in the second half of 2013. The loan-to-GDP ratios 
for six or seven high-growth CEE banking markets are expected to rise. The Russian 
and Polish banking sectors are expected to come in at the top of the group of high-
growth markets with an annual loan growth of 13 per cent and 10 per cent, 
respectively (in euro terms from 2013 to 2017). The Czech Republic, Slovakia, 
Romania, Serbia and Albania follow with total annual loan growth in the range of 7 to 
10 per cent in euroterms (6 to 9 per cent in local currency terms) appearing to be 
sustainable in the medium-term.  
 
Banks in CEE benefit from higher growth opportunities and margins  
 
According to the analysts, the solid aggregated profitability in CEE banking in 2011 
and 2012 is clearly outpacing global Developed Markets and Eurozone banking 
profitability indicators. The solid profitability readings of 2011 in terms of Return on 
Assets (RoA) or Return on Equity (RoE) in 2011 were even slightly topped in 2012. 
The average RoE in the CEE banking sectors stood at 16 per cent in 2012 (compared 
to15 per cent in 2011), the average RoA amounted to 1.9 per cent in 2012 
(compared to 1.7 per cent in 2011).  
 
"The global banking RoE was around 7 to 8 per cent in recent years, inside the 
Eurozone the RoE turned into low positive territory in 2012, after being negative in 
2011. Hence, well-diversified banks can earn more than their cost of capital in CEE, 
while this is a challenging task in Western European banking sectors. However, it is 



also clear-cut that the solid profitability in CEE banking was driven by a few well-
performing markets," said Deuber.  
 
On the Russian, Polish and Czech banking markets, the average RoA stood at 1.7 to 
1.8 per cent in 2012, while the RoE was close to 20 per cent on average. The sound 
profitability performance of the CEE banking sector in 2012 was supported by a 
stable NPL ratio development across the region.  
 
CEE markets show very divergent NPL ratios  
 
"Although in 2012, the aggregate NPL ratio in CEE inched just 0.1 percentage points 
higher to 10.1 per cent, the overall picture with regards to NPL ratio levels and 
developments is a mixed bag," said Deuber. There are individual CEE markets with 
NPL ratios of 15 to 20 per cent. However, in other markets NPL ratios remained in a 
range of 4 to 8 per cent, almost unchanged versus 2011. Hence, NPL levels of well-
diversified Western European CEE banks do not look overly high. In terms of NPL 
ratio increases, SEE has shown a strong rise in 2012 (up to 17.3 per cent from 14.5 
per cent in 2011).  
 
According to Raiffeisen Research, the high NPL ratios in Hungary and Slovenia still 
have a significant negative impact on the entire CE-region, overshadowing the stable 
or declining NPL ratios in the Czech and Slovak banking sector. In the CIS region, 
the average NPL ratio was on a slight downtrend, from about 7.5 per cent in 2011 to 
7 per cent at year-end 2012.  
 
CEE profitability decrease cannot be compared to global or Western European levels  
 
The analysts emphasize that the relative decrease in profitability within the CEE 
banking sector since the start of the financial crisis cannot be compared to the 
observed downfall on a global or Western European level. Globally, banking sector 
profitability has more or less halved in recent years, and within the Eurozone the 
aggregated RoE of the post-crisis banking sector stands at less than one third of its 
pre-crisis level.  
 
The environment of low interest rates in a lot of CEE markets is likely to challenge 
banks also in 2013. "However, this environment in CEE is set to last much shorter 
than inside the Eurozone. Therefore, we see no signs of a retreat of dedicated 
Western banks," Deuber added. At year-end 2012, the aggregated CEE exposure of 
the three most important banking sectors for the region (Austria, Italy and France) 
was more or less at the level reached in 2009.  
 
CEE L/D ratio well below the Eurozone's  
 
In nearly all CEE banking sectors, loan-to-deposit (L/D) ratios continued to stay well 
below the levels seen in the last pre-crisis boom years. On average, the CEE L/D 
ratio of 98 per cent is now well below the Eurozone's aggregate L/D ratio that also 
came down a bit in recent years (from 112 per cent in 2007 to 105 per cent in 
2012).  
 
In the medium-term perspective, the recent downtrend in CEE L/D ratios reflects just 
a correction of brisk lending activity at the final stage of the strong banking sector 
expansion during the pre-crisis years. In the early boom years, there had been still a 
significant deposit overhang in CEE. In contrast, L/D ratios for the Eurozone had 



always been well above 110 per cent for the past decade or so. The substantial 
rebalancing of the L/D ratio in CEE in recent years (i.e. a reduction by 15 to 20 
percentage points) shows the high degree of balance sheet flexibility in the region.  
 
Moreover, deposit collection in CEE showed a strong pick-up in 2011 and 2012 
(following a more subdued expansion in 2008/09), a development not observed 
within the Eurozone. The majority of international banks operating in CEE considers 
current funding balances to be at very solid levels.  
 
Ranking of top players almost unchanged  
 
With respect to the strategies of individual banks, the overall picture in 2012 
remained similar to 2011. UniCredit, RBI, Erste, SocGen and KBC still form the group 
of the five largest Western European CEE banks. UniCredit remained clearly ahead 
with consolidated total assets of € 121.6 billion, followed by RBI (€ 84 billion), Erste 
(€ 83.4 billion) and SocGen (€ 78.6 billion), which are all in a close range of each 
other. Despite its divestments, KBC ranks number five with € 53.1 billion, although 
the gap to the top four increased.  
 
It is evident that there was no bank with an expanding branch network in 2012. On 
average, the aggregate number of branches went down by 4 per cent across the 
region. Obviously, the banks with a divestment program like KBC lost the most. RBI 
kept the number 1 position in terms of branch presence ahead of UniCredit. RBI 
increased its number of branches in Poland as a consequence of the takeover of 
Polbank, but at the same time cut its presence in Ukraine, Hungary and Romania.  
 
When looking at core revenues (Net Interest Income and Fee & Commission 
Income), there was a pressure on NII from the lower rate environment, while weaker 
F&CI was triggered by lower loan origination in the second half of 2012. Banks with a 
relatively strong presence in the CIS region (UniCredit, RBI, SocGen, OTP) were able 
to defend their overall consolidated revenues thanks to Russia, including revenues 
from Ukrainian operations, which all in all were stable in 2012 yoy. On the other 
hand, banks with a sole exposure in SEE (like Greek banks), additionally burdened 
by asset reductions and a more aggressive deposit growth, have clearly faced the 
strongest decline yoy. With regard to the CE region, the analysts observed a 
moderate downward trend in revenue development, obviously more negative in 
Hungary and Slovenia than elsewhere. Poland, the Czech Republic and Slovakia 
contributed solid profits for international banks, although the introduction of the 
banking levy in Slovakia caused a negative momentum. "Banks with a balanced mix 
of activities in Russia, Poland and the Czech Republic were having a particularly good 
basis for volume and earnings stability, while those banks fully exposed to SEE and 
forced to rebalance SEE-business were suffering significantly," said Jovan Sikimic, 
analyst of RCB.  
 
According to the view of the majority of banks, Hungary and Romania are 
concordantly the most challenging markets. However, recent political and economic 
developments give hope that the worst is over. "This holds especially true for the 
Romanian banking market, where some better performers are already preparing for 
the upside - as indicated by the sale of the Citibank household loan portfolio to RBI 
or the announced sale of the RBS retail banking business to UniCredit," said Sikimic. 
The ongoing gradual changes in the competitive landscape in CEE (exiting niche 
players) also support the committed players.  
 



Apart from large takeover transactions looming already in 2011, the analysts of RCB 
have observed several smaller divestments. UniCredit sold its Kazakh ATF Group and 
reduced the majority stake in its largest subsidiary,Bank Pekao in Poland. Both 
Swedbank and Erste withdrew their operations from the Ukrainian market. 
 
 
7. CEE central banks maintaining easing bias 
Erste 
May 10, 2013 
 
Central banks in CEE are maintaining their easing bias. The Polish central bank 
decided to cut the policy rate 25bp and it seems that there is another 25bp cut in the 
pipeline. The Turkish central bank is to cut the key rate 25bp next week, lowering 
the boundaries of the interest rate corridor as well. The CBT loosened liquidity 
conditions this week, which can be taken as a hint that it will make such an easing 
move. We incorporated into our forecasts the recent statements from NBR officials 
and the imminent fall of inflation in summer, consequently deciding to bring forward 
our forecast for the first cut in the key rate to September. We have also revised our 
yield forecasts down further. 
 
This week, April inflation data and flash GDP estimates for 1Q will be in focus. Polish 
and Hungarian inflation rates are to fall to 0.7% (from 1%) and 1.7% (from 2.2%), 
respectively. Despite the very fragile economic activity, we expect many CEE 
countries to post positive q/q growth in CEE. We forecast that Czech economic 
output increased 0.1% q/q, Romanian 0.2% q/q and Hungarian 0.4% q/q in 1Q13. 
 
 
8. Corporate Lending in Central and Eastern Europe 2013 - Western Europe 
downturn leaves long-term potential of the CEE region untouched 
UniCredit 
May 10, 2013 
 
In the coming years, economic growth in CEE should outperform the core Western 
European countries, provided that the right conditions are in place. This revived 
growth is likely to be driven by investment rather than consumption, as outdated 
infrastructure needs to be modernised and advanced technologies have to be 
introduced. This is one of the key findings of a recent analysis of corporate lending in 
Central and Eastern Europe conducted by UniCredit CEE Strategic Analysis. 
Subsequently, lending activity is to accelerate in line with economic growth. 
Moreover, banks face the challenge of adequately addressing evolving customer 
needs, as the CEE region remains largely dependent on bank financing. Some 
specific segments such as SME financing, trade finance and tailored consumer loans 
call for immediate action.  
 
Competitiveness indicators already ahead of Latin America, EU / EMU accession to 
further boost quality of business environment  
"In spite of the EMU crisis, the long-term potential of Central and Eastern Europe is 
intact. The 'economic convergence' story continues to hold, being supported by the 
necessary improvement of regional infrastructure and the institutional environment," 
said Gianni Franco Papa, Head of CEE Division at UniCredit. For example, GDP per 
capita is still roughly one third of the euro area average. Thus, the catch-up potential 
of CEE remains significant and the enhancement of competitiveness indicators, which 



are already ahead of Latin America, will only strengthen the growth path of the 
region.  
 
Concerning the ease of doing business, a strong differentiation is evident among the 
various countries, with the Baltics, Slovenia and Slovakia presenting the most 
favourable environment. According to a World Bank survey, "securing credit" seems 
to be relatively easy overall, whereas other criteria from "construction" to 
"insolvency resolution" deserve more attention. Indeed, the accession of numerous 
CEE countries to the EU and the EMU should provide a further boost to improving the 
business environment in the region in the coming years. "After their collapse in 
recent years, foreign direct investments into CEE are projected to gradually recover, 
doubling until 2020. Compared to the past, these fresh inflows will be composed of 
more sustainable projects," pointed out Gianni Franco Papa.  
 
Similarly, external trade will remain a key driver of economic performance in the CEE 
countries, with Germany, Russia, Italy, China and the Netherlands being the region 
_s top five trading partners. At the same time, close links with Western Europe also 
represent a source of vulnerability, at least for some CEE countries.  
 
Willingness to lend and corporate credit standards are improving  
As a result of expectedly stronger demand, lending activity will accelerate in line with 
economic growth. "Over the first three months of 2013, the willingness to lend and 
credit standards continued to improve in most segments, responding to demand 
dynamics" reported Aurelio Maccario, Head of Group Strategic Planning at UniCredit, 
based on IIF's regular survey. In concrete terms, corporate lending is expected to 
outpace consumer loans, reaching cumulated average growth rates of plus 7.1 per 
cent in Southeastern Europe in 2013 to 2015 and plus 9.6 per cent in 2016 to 2020. 
By contrast, consumer finance and housing are projected to pick up pace in both, 
Central and Southeastern Europe, in the long run. In Turkey and Russia overall retail 
lending growth is posed to outperform corporate dynamics.  
 
The current figures on lending penetration underline the mid- to long-term potential 
of the banking sector in CEE. In the European Monetary Union, loans to corporates 
accounted for an average of 48 per cent of GDP in 2012, but amounted to only 16 
per cent in Poland, 22 per cent in the Czech Republic, 28 per cent in Russia and 31 
per cent in Turkey. Housing loans to individuals made up an average of 40 per cent 
of the EMU GDP, whereas they amounted to only 3 per cent in Russia, 6 per cent in 
Turkey, 20 per cent in Poland and 21 per cent in the Czech Republic. Nevertheless, 
the retail market potential of CEE must be seen not only in terms of lending 
opportunities, but also in terms of deposit taking and banking services usage, both of 
which are less pronounced than in Western Europe.  
 
Given their relevance for CEE economies, SMEs need to be the focus of joint efforts 
"Considering the high relevance of the segment for CEE economies, small and 
medium-sized enterprises need to be one of the focal points of bank financing," 
urged Aurelio Maccario. "In order to supply them with sufficient liquidity, EU-
subsidised financing and the principle of co- financing have turned out to be very 
effective, as SMEs are also one of the riskiest segments," he added. In the period of 
2007-2013, EUR 180 billion from the EU Structural Funds were channelled to the CEE 
region. A similar amount could be available for 2014-2020. As the EU normally 
finances only 50-85 per cent of the project value, commercial banks play a pivotal 
role in providing additional money. Moreover, the World Bank, the EIB and the EBRD 
have committed another EUR 30 billion for growth in CESEE, addressing priority 



areas such as SMEs, renewable energy, energy efficiency and innovation. In the end, 
the acceleration of economic growth in CEE will stem from enhanced domestic 
competitiveness, the dynamics of which will again be determined by the cooperation 
of regulators, IFIs and banks.  
 
"We, as UniCredit, are ready to meet our customers _ needs and support them in 
their business objectives," noted Gianni Franco Papa, Head of CEE Division at 
UniCredit. UniCredit currently has a Core Tier 1 capital ratio of 10.84 per cent and an 
unrivalled international network in approximately 50 countries. The Group is the 
prime partner for supporting customers' cross- border business development and 
operations through its local banks in 16 countries with a seamless service model. It 
has unique, in-depth knowledge of the various CEE markets and serves some 10,000 
active corporate customers from Germany, Italy and Austria operating in CEE. 
UniCredit's people are dedicated to high-quality service and committed to retaining 
the Group's leading position in CEE, including high customer satisfaction.  
 
 
9. EBRD calls for urgent structural reforms as growth slumps 
EBRD 
May 12, 2013 
 
The EBRD has called for urgent structural reforms in emerging Europe after winding 
back its economic forecasts. The Bank revised down its overall outlook for growth to 
2.2 per cent for 2013, well below the 3.1 per cent seen only four months ago. 
 
It said the worsening mood reflected a slowdown particularly in Russia, even as the 
threat from turmoil in the eurozone appeared to be abating. Weaker activity in other 
large economies such as Poland and Turkey was also weighing on the outlook. 
 
However, the report said the biggest downside risk to the outlook remained a 
possible further deterioration of the Eurozone crisis. The recovery might falter in the 
absence of more growth-friendly economic policies in advanced Europe, it added. 
 
Chief Economist Erik Berglof said the latest slowdown was a "wakeup call across the 
region to reenergise structural reforms that have been on hold since the start of the 
crisis". 
 
Referring to a current debate about the relative merits of stimulating growth versus 
the need for fiscal austerity, Mr Berglof said: "This trade-off is not the main issue in 
our region. Fiscal responsibility is of course important. But most of our countries 
have already made significant progress in this area during the crisis. What is 
urgently important now is to advance structural reforms." 
 
He pointed to areas such as promoting the entry of new firms, strengthening 
competition and removing obstacles to business. Structural reforms were also 
important for the southern and eastern Mediterranean, where fiscal issues did still 
need to be addressed. A shift towards market-based pricing would reduce subsidies 
and help cut fiscal deficits. 
 
The report said several countries were turning to unconventional tools to stimulate 
their economies. "Their effectiveness will depend, among others, on good 
institutional setups as well as removing any other major policy obstacles in the way 
of recovery,"  the EBRD cautioned. 



 
The EBRD's latest Regional Economic Prospects report expects growth this year to be 
below the 2.6 per cent seen in 2012. It sees a moderate upturn to 3.2 per cent in 
2014. 
 
The report said the slowdown in Russia partially reflected a decline in global demand 
for its key energy resources, a reduction in public social spending growth after the 
2012 elections and possible dents to investor confidence following setbacks with 
business environment reforms and the treatment of foreign investors. There was also 
an impact from supply-side bottlenecks. 
 
In Poland, the EBRD noted that earlier resilience to the impact of the crisis appeared 
to have reflected a number of transient factors, including the rapid absorption of EU 
structural funds and the ensuing boom in public investment. There was now little 
room for stimulus due primarily to constitutional constrains on public debt. 
 
After a strong performance in 2010 and 2011, the Turkish economy had slowed 
down significantly in 2012 because of weak domestic demand and manufacturing 
activity coupled with a large drop in the private sector's capital investments, the 
report said. But it appeared to have skilfully avoided a hard landing. 
 
One bright spot was the current performance of the Baltic States, where economies 
were reaping the benefits of the drastic adjustment in their economies following the 
output collapse in 2009/10. 
 
In central Asia, remittances have held up well, providing foreign exchange and 
household income in many early transition countries. However, lower growth in 
Russia could have a negative impact on remittance flows to these economies.  
 
The report said economic momentum has slowed down across the four countries in 
the southern and eastern Mediterranean where the EBRD began investing last year, 
although there will be a modest pickup next year. 
 
Unemployment, especially among the youth, is a chronic problem in all four countries 
and remained persistently high in 2012. In Egypt and Tunisia, volatile political and 
security conditions have weighed on the economy, adversely affecting investor 
confidence. The main challenges in Morocco and Jordan are weak external demand 
and high commodity prices. Growth however is projected to pick up in the region 
next year helped by a modest recovery in Egypt as well as stronger growth in 
Morocco. 
 
 
10. EBRD to boost energy, water and materials efficiency 
EBRD  
May 10, 2013 
 
The EBRD is launching a new Sustainable Resource Initiative (SRI) to promote 
efficiency and innovation in three areas vital for its countries of operations: energy, 
water and materials. 
 
The umbrella initiative builds on the success of the Bank's existing Sustainable 
Energy Initiative (SEI) and will adopt the same approach to water and materials 
efficiency. 



 
As with SEI, the new initiative will combine financing, technical assistance and policy 
dialogue and focus on the private sector to champion efficiency and sustainable use. 
 
Rapid growth in demand for resources, volatile prices and growing environmental 
concerns including the impacts of climate change have made resource efficiency a 
global priority. The SRI is the EBRD's response to the challenge. 
 
"The EBRD has been a leader in energy efficiency financing and an active force in 
cutting carbon emissions through energy efficiency across a broad range of sectors," 
said Josué Tanaka, its Managing Director for Energy Efficiency and Climate Change. 
 
"As climate concerns are on the rise again, that work remains as important as ever 
and we will continue to be a world leader in that field. 
 
"Building on the experience and concrete results achieved under SEI,  we now have 
the opportunity to apply this effective business model to enhance water and 
materials efficiency." 
 
The EBRD has invested more than €11 billion in over 600 sustainable energy projects 
since it launched SEI in 2006. The reduction of emissions from completed projects so 
far is estimated at 55 million tons, more than Sweden emits in a year. 
 
The EBRD is active in 34 countries across central and eastern Europe, central Asia 
and the southern and eastern Mediterranean, some of them among the most 'water-
stressed' and vulnerable to climate change in the world.  Many also lag significantly 
behind the EU in waste management. 
 
The EBRD will work to facilitate market penetration of water-efficient technologies by 
end users and to build markets for rational water use through better regulation. 
 
To boost Materials Efficiency it will work with companies to reduce, reuse and recycle 
waste. 
 
 
11. EBRD to step up efforts in drive to support reforms 
EBRD  
May 10, 2013 
 
The EBRD will step up its drive to help countries adopt crucial new reforms as they 
face another economically challenging year, the Bank's President, Sir Suma 
Chakrabarti, said. 
 
He also raised the possibility of increasing the EBRD's support for small and medium-
sized enterprises and of seeking a wider range of sources of investment for EBRD 
countries. 
 
This year would be economically difficult for many EBRD countries and they also 
faced political challenges, Sir Suma said. 
 
"The EBRD stands ready to support partner governments and private sector clients in 
their reform efforts," he told shareholders at the Bank's Annual Meeting in Istanbul. 
 



The EBRD President said democratic reforms had progressed in a number of 
countries that had recently embarked on the path to transition. But they had 
stagnated in others. Corruption was also a serious problem in a number of countries 
that had to be addressed if investment was to return to pre-crisis level. 
 
"Governments almost everywhere need to ensure that they pursue crucial economic 
and political reforms and improve their business and investment climates," Sir Suma 
said. 
 
If governments and corporates failed to take action now, they would find it harder to 
benefit from a future upturn in the global economy. 
 
In the current climate of sluggish global investment activity, Sir Suma said the Bank 
would put an even greater focus on seeking out projects aimed specifically at 
meeting the changing demands of its client countries. 
 
Together with the World Bank and the European Investment Bank, the EBRD was 
working to bolster growth and reform when countries were still consolidating their 
budgets and suffering from economic weakness. 
 
In its own drive to reinvigorate growth the EBRD would examine its priorities, he 
said. "We could further step up support to underserved micro, small and medium-
sized enterprises, both through the banking system and, where appropriate, 
directly." 
 
He said the EBRD would also examine different ways of attracting long-time finance 
to  EBRD economies. The Bank wanted to attract investment from all parts of the 
world to the EBRD's regions, he said. 
 
 
12. Europe - The Light at the End of the Tunnel Is Still Two to Three Years 
Away 
Citi 
May 10, 2013 
 
Europe's balance sheet recession 
 
Balance sheet obstacles to sustained domestic demand growth mean that the euro 
area (i.e. countries in the EU which have adopted the euro as their currency) - and 
most of the rest of the EU - face two or three more years of recession and tepid 
cyclical recovery, even if EU policy makers enact the right measures as fast as their 
glacial decision-making processes allow. The balance sheet recession is caused by 
excessive leverage: zombie banks throughout the EU, excessive sovereign debt and 
deficits in the periphery, and excessive household indebtedness in many countries, 
both in the periphery of the euro area (Ireland, Portugal and Spain), the core of the 
euro area (the Netherlands) and EU member states outside the euro area (notably 
the UK, Denmark and Sweden). There are even some euro area countries where the 
non-financial corporate sector is excessively indebted - Ireland, Spain and Portugal 
come to mind. Unfortunately, we cannot be sure that even when the deleveraging 
progresses is complete and domestic demand expands again, growth will be more 
than that of a cyclical recovery. For the growth rate of potential output to rise, deep 
structural supply-side reforms are needed. Currently, even the most ambitious 
reformers in the EU are only scratching the surface of what is needed and many 



among the political leadership still believe it is possible to legislate and regulate 
prosperity and social protection for all without considering how this affects 
sustainable wealth creation. 
 
Deleveraging will not come through growth, as growth will not return until 
deleveraging is completed. It also will not come through inflation because the ECB 
will not inflate. The debate between Spendarians and Austerians has little relevance 
as only Germany is in a position to provide a significant discretionary fiscal stimulus 
and just a few more countries (the Netherlands, Finland and perhaps France) may be 
able to let the automatic fiscal stabilizers operate. If countries under the Excessive 
Deficit Procedure or on troika programmes wish to spread the pain of austerity over 
a longer period, then they will either have to convince the markets to fund them or 
ask the troika for additional concessional funding.  
 
For most countries, the level of austerity (as measured by the cyclically corrected or 
structural general government balance as a share of GDP) will be higher this year 
than last, but less than it would have been without the European Commission and 
International Monetary Fund's retreat from their past positions in support of 
excessively pro-cyclical austerity. Another positive development is the elimination of 
Cyprus as a tax haven and the contribution this is making to the rapid elimination of 
bank secrecy in tax havens in or near the EU and in UK overseas territories. This 
creates new, less demand-destroying revenue opportunities through wealth levies, 
including tax amnesties that may prove valuable to countries like Italy. 
 
Deleveraging through debt mutualisation and restructuring 
 
The main instruments of deleveraging will be debt mutualisation and debt 
restructuring. Euro bonds will not be used in the same way that the US 'general 
obligation bonds' - i.e., bonds secured only by the full faith and credit of the issuer, 
that is, by the issuer's realizable assets or by its (generally limited) taxing power or 
power to cut public spending - are issued. Although there may be some limited 
issuance of instruments labelled 'Euro bonds' for the purpose of funding 
infrastructure projects and similar public goods, and secured by revenues derived 
from tolls, charges, fees or rents from facilities built with the proceeds of the bond 
issue - what in the US would be called 'revenue bonds'. Nor will general obligation 
Euro bonds be issued to deal with the stock problem of legacy excessive sovereign 
debt or with the flow problem of funding future general government deficits in the 
periphery. Euro bond issues would only be feasible as part of a significant, symmetric 
move towards additional fiscal union, including a material surrender of national 
budgetary sovereignty - but there is little or no political support for this. Open-
ended, uncapped joint-and-several guarantees from the core euro area nations for 
the legacy debt or future debt issuance of the periphery nations without a 
commensurate surrender of national fiscal sovereignty by the beneficiary nations to 
the creditor nations or to a supranational euro area fiscal authority with material 
independent borrowing and taxation powers would be viewed as illegitimate in the 
core. It would precipitate a break-up of the monetary union through an exit of the 
strong.  
 
The unwillingness to engage in significant unrequited cross-border transfers between 
the nations of the Eurozone should not be surprising. Even inside well-established 
nation states, the willingness to engage in material inter-regional redistribution of 
resources is fading fast. In the UK, opinion polls have shown greater proportional 
support for Scottish independence in England than in Scotland. In Belgium, rich 



Flanders wants to reduce the open-ended transfers to poorer Wallonia. In Spain, rich 
Catalonia resents persistent net transfers to the other, less affluent autonomous 
regions. In Italy, the affluent North resents the never-ending drain of resources to 
the south - the Mezzogiorno. Even in Germany, public opinion no longer favours 
transfers to the former German Democratic Republic funded by the "Solidarity" 
income tax surcharge introduced in 1991 to help rebuild eastern Germany. So until a 
European 'demos' emerges that is comfortable with significant cross-border 
redistribution among the euro area or EU member states, calls for Euro bonds are 
likely to be viewed as special pleading by those who invested in periphery sovereign 
debt on terms that did not fully reflect the differential sovereign risk premia that 
have emerged since they took the plunge. 
 
Mutualisation of sovereign and bank debt 
 
Instead of the large-scale mutualisation of outstanding privately held periphery 
sovereign debt (let alone joint-and-several guarantees for new euro area sovereign 
debt issuance), there will be some limited ex-post mutualisation of periphery debt to 
official creditors, as the outstanding debt of troika programme countries to their 
sovereign creditors is gradually converted into a zero-coupon perpetuity, promising 
to pay nothing forever. Considering the repeated maturity extensions, interest rate 
cuts and interest payment deferrals on debt owed to the Greek Loan Facility and the 
European Financial Stability Facility (EFSF) by Greece, Ireland and Portugal, the 
process of transforming these loans into zero coupon perpetuities, with full face 
value and zero net present discounted value, is well under way. No doubt loans 
extended or about to be extended by the European Stability Mechanism (ESM) will 
suffer the same fate. 
 
There will also be some more mutualisation of sovereign debt issued by insolvent 
sovereigns and of bank losses when the European Central Bank (ECB) takes losses 
on its exposure to likely insolvent sovereigns and to likely insolvent banks that have 
offered substandard collateral. But this will not suffice to deleverage quickly. 
 
Debt restructuring: the likely workhorse of deleveraging in the EU 
 
Debt restructuring in the EU should have started in 2008 or, at the latest in 2009. 
Instead, excessively indebted banks, sovereigns and households have gambled for 
resurrection, hoping that low interest rates and moderate economic growth would 
allow them to rebuild balance sheet strength organically. The periphery sovereign 
debt crisis that started in 2010 and the second leg of the euro area-wide banking 
crisis killed off growth and brought high funding costs for risky borrowers despite 
unprecedentedly low safe rates of interest. 
 
Now that restructuring is unavoidable in many cases, the need to address the 
inadequacy of the legal and regulatory framework for debt restructuring can no 
longer be denied. Only for non-financial corporates are there reasonably adequate 
national insolvency or bankruptcy laws, procedures and practices in most of the 
European Union member states. There exists no EU-wide or euro area-wide 
sovereign debt restructuring mechanism or sovereign default resolution mechanism 
(SDRM) worth the name. National arrangements and authorities for the orderly and 
swift recovery, resolution and recapitalization of banks in the EU exist only in a 
handful of countries. Fortunately, progress towards completing this key component 
of banking union is being made. Restructuring household debt swiftly, efficiently and 
fairly is impossible in many EU member states because of cumbersome or completely 



unworkable personal insolvency regimes and badly designed laws governing 
foreclosure on residential mortgages. In countries hard hit by some combination of 
excessive household mortgage debt and a sharp drop in house prices, there is 
enormous political pressure for changing personal insolvency and foreclosure laws to 
help borrowers at the expense of lenders. Spain and Ireland have been at the 
forefront of such legal changes. The Netherlands may not be far behind. 
 
In line with the agreement reached to manage the Cyprus crisis, the new template 
for bank resolution bails-in the existing shareholders first, followed by all unsecured 
creditors (by seniority), including if necessary the noninsured depositors. Domestic 
taxpayers are no longer automatically subordinated to senior unsecured bank 
creditors. Once the single supervisory mechanism (SSM) under the leadership of the 
ECB comes into force, the ESM will be able to directly recapitalize banks. German 
proposals to delay this and to forbid the ESM from recapitalizing banks with 'legacy' 
capital needs (that is, capital needs caused by losses incurred on assets acquired 
before the SSM took over effective supervision responsibilities for the banks of the 
euro area) are likely to be shelved after the German elections, provided bail-ins of 
shareholders, unsecured creditors and domestic tax payers occur before the ESM 
mutualises any residual capital shortfall for systemically important banks. 
 
The European Parliament and the European Commission are preparing a Directive for 
a network of national bank recovery and resolution mechanisms for EU member 
states.  Transposition of this Directive into national laws could be complete by the 
time of the German elections.  Although this falls short of a single European bank 
resolution regime, it will accelerate the recovery or resolution of EU zombie banks, 
especially if the Directive contains useful strategies for cooperation and coordination 
when cross-border banks need resolution.  The ECB will soon start a euro-area Asset 
Quality Review that is likely to be conducted by independent experts, without 
excessive interference by captured national supervisors. By the end of this year, the 
informational and institutional toolkit to de-zombify the euro area banking system 
could be in place.  Recent statements by German finance minister Schaeuble and 
Dutch finance minister Dijsselbloem (also head of the Eurogroup of euro area finance 
ministers) support this optimistic interpretation. 
 
Sovereign debt restructuring by bailing-in private creditors will not remain confined 
to Greece - Cyprus, Portugal and Spain are also at risk. Even Italy's sovereign 
creditors are threatened because of the seeming inability of its political institutions to 
deliver growth-enhancing structural reforms. Unfortunately, there has been no 
meaningful progress on the creation of a euro area or EU-wide sovereign debt 
restructuring mechanism or sovereign debt restructuring mechanism (SDRM) with 
both a strong contractual and a statutory dimension. The only manifestation of 
progress on the contractual or market-based pillar of the SDRM has been the 
requirement that from 1 January 2013 onwards, all new euro area sovereign debt 
with a maturity longer than one year has to include collective action clauses, or 
CACs, which allow a supermajority of bond holders to agree to changes in bond 
payment terms and thus reduce the risk of hold-ups in sovereign debt restructuring 
by a small number of bond holders. However, only 55 percent of overall sovereign 
debt issuance in 2013 will be required to contain CACs because up to 45 percent of 
2013's issuance can be achieved by increasing the size of old, pre-2013 bond issues. 
Not requiring all debt issuance from 2013 to include CACs represents an obvious 
missed opportunity. Also, free-rider problems are only mitigated by CACs, not 
eliminated. It is therefore most disappointing that no statutory mechanism was 
created as part of the ESM that would have given the ESM the power to impose 



sovereign debt restructuring terms on all parties in case of a failure to reach a 
sovereign debt restructuring agreement through voluntary mechanisms. 
 
There is nothing inevitable or deterministic about the realization of possible 
sovereign risk in any of the other euro area member states. The countries involved 
are all rich countries by any metric - countries that could easily keep their sovereign 
creditors, private and public whole, given aggressive and far-reaching supply-side 
restructuring, a comprehensive reform of the welfare state and political consensus on 
a fair and efficient distribution of the costs of austerity and reform.  
 
Stating this list of conditions for avoiding further sovereign defaults in the periphery 
of the euro area is, of course, also a sobering reminder of how far removed the 
political classes in the periphery are from mobilizing popular and political support for 
this reconstruction of Europe. Should further sovereign debt restructuring through 
private sector creditor bail-ins turn out to be politically unavoidable, early resolution 
is preferable to economically costly and politically unsustainable additional austerity 
and pointless concessional funding. The inherent disruption is minimized through 
early, coordinated and simultaneous debt restructuring of banks, sovereigns, 
households and non-financial corporates, of sufficient size to convince markets there 
won't be an early repeat of the exercise. Losses would be less than those created by 
further delay. Easy, really. 
 
 
13. Finding the marginal investor...  
Renaissance Capital 
May 13, 2013 
 
     The asset-allocation discussion with investors has been like entering the twilight 
zone, of late. Conversations with long-only funds generally elicit such little 
enthusiasm for Russia (and for Russian index heavyweights in particular) that it is 
difficult to believe international investors as a whole are overweight. Yet we continue 
to hear from investors that Russia is a consensus asset allocation overweight. 
Something doesn't seem to add up.  
 
    So, we've done some investigation. By drilling down in to the data that EPFR 
provides on 104 actively managed global emerging market funds, with assets 
totalling $150bn, we conclude that Russia is actually a net underweight among 
actively managed emerging markets funds.  
 
    But fund domicile matters. We find that UK-domiciled funds are more cautious on 
Russia than their peers domiciled in the US and elsewhere in Europe. Russian 
officials and companies might do well to direct their next charm offensive at 
investors in the UK.  
 
    For South Africa, the position is reversed: US-domiciled funds seem much more 
cautious than their UK-domiciled peers, and appear significantly more underweight. 
On Turkey, UK-domiciled funds appear the most positive, with the largest 
overweight; US-domiciled funds appear overweight, but significantly less so.  
 
    In any case, the technical position for Russia may be better than many think. Not 
only do long-only investors appear underweight in Russia, but Russia-country ETFs 
have also contracted significantly in size, suggesting much of the faster-moving 



money may have exited. We conclude that there could be a case for being tactically 
more bullish on Russia, even for those who are more cautious on secular trends.  
 
 
14. Statement by the spokesperson of EU High Representative, Catherine 
Ashton, on the bomb attack in Turkey  
European Union 
May 13, 2013 
 
The spokesperson of Catherine Ashton, High Representative of the Union for Foreign 
Affairs and security Policy and Vice President of the Commission, issued the following 
statement today:  
 
"The High Representative was shocked by the callous attacks carried out in Reyhanli 
and appalled by the high death toll. She extends her deepest condolences and 
sympathies to the bereaved and injured.  
 
The EU, which condemns terrorist attacks in all their forms, expresses its full 
solidarity with the Government and people of Turkey at this difficult time. It stands 
ready to help in any way needed."  
 
 
15. The Money Printing Myth - Why Sovereigns Default on Local Currency 
Debt  
Fitch 
May 10, 2013 
 
Fitch Ratings says in a newly-published report that the popular perception that 
sovereigns cannot default on debt denominated in their own currency because of 
their power to print money is a myth. They can and do.  
 
Local currency defaults in the recent era include: Venezuela (1998), Russia (1998), 
Ukraine (1998), Ecuador (1999), Argentina (2001) and Jamaica (2010 and 2013). 
Nonetheless, we recognise that local currency defaults are less frequent than foreign 
currency defaults and are unlikely for countries with debt mainly denominated in 
local currency at long maturity.  
 
To assess the capacity which sovereigns have to inflate away their debt, this report 
uses our debt dynamics model to illustrate how much surprise inflation might be 
required for three hypothetical scenarios. For a country with a large primary budget 
deficit, gains to the debt to GDP ratio from even quite high inflation would be short-
lived. While for a country with a debt to GDP ratio of 100%, primary deficit of 1%, 
real growth equal to the real interest rate and a 10-year average debt maturity, it 
would take a jump to 30% inflation (from our 2% baseline) for three years and 10% 
thereafter to bring the debt ratio below the 60% Maastricht threshold.  
 
Undoubtedly, higher inflation can be used to raise seigniorage (the difference 
between the value of money and the cost to print it) and remittance of central bank 
profits to the government, up to a point. Nevertheless, in the long run, the ratio of 
government debt/GDP will rise if the government is running a primary budget deficit 
(excluding interest payments and including seigniorage), assuming the real growth 
rate does not exceed the real interest rate, irrespective of the inflation rate.  
 



An unanticipated burst of inflation can reduce the real value of government debt as 
long as the debt is not of short maturity (as higher inflation is quickly reflected in the 
marginal cost of funding), index linked or denominated in foreign currency (as the 
exchange rate would depreciate). Thus countries with such characteristics - which 
give them 'monetary sovereignty' - do have some capacity to inflate away their debt.  
 
Inflation is economically and politically costly. Thus, even if a sovereign has a 
capacity to inflate away its debt, it might choose not to. It is also far from clear how 
much money would need to be printed to deliver the 'right' inflation rate, as the 
current debate over quantitative easing highlights. Instead a sovereign might view a 
Distressed Debt Exchange (DDE) as a less bad policy option. Fitch classifies a DDE as 
a default.  
 
The myth that sovereigns that can print money cannot default on debt in their own 
currency has also fed the proposition that such local currency ratings are irrelevant. 
Fitch disagrees that default is inconceivable or impossible. The agency agrees that 
countries with strong monetary sovereignty and financing flexibility are unlikely to 
default and these are important factors in Fitch's sovereign rating methodology that 
affect both local and foreign currency ratings.  
 
A sovereign's local currency rating is closely linked to its foreign currency rating. It is 
typically one or two notches higher, owing to the sovereign's somewhat greater 
capacity to pay debt in local currency, as taxes are usually paid in local currency and 
it may have better access to a stable domestic capital market, as well as some 
capacity to print money. It may also be more willing to service local currency debt if 
more of it is held by local banks and other residents.  
 
 

STORIES FROM THE WEBSITE 
16. BULGARIA VOTES: Same old, same old 
bne  
May 13, 2013 
 
Following the parliamentary elections on May 12, Bulgaria's position has changed 
little - same parties, same faces, same problems.  
 
According to partial results, the winner of the election was former PM Boiko Borisov's 
centre-right Citizens for the European Development of Bulgaria, or "GERB", which 
was the party that was ousted in February in the face of mass protests provoked by 
high electricity bills that broadened into expressions of systemic discontent with 
"monopolies" and "the mafia".  
 
GERB won with about 31.4% of the vote, better than the latest polls showed, and as 
the largest party it will have first chance to form a government. That will be hard, as 
it is well short of a majority in Bulgaria's 240-seat parliament and will have to form a 
coalition, but partners are thin on the ground.  
 
To read the full story 
www.bne.eu/storyf4940/BULGARIA_VOTES_Same_old_same_old 
 
 
 



17. Kazakhstanis mobilise against pensions reforms 
Clare Nuttall in Astana  
May 13, 2013 
 
A campaign against plans by the Kazakh government to overhaul the pension system 
is gathering pace, in a rare instance of mass public discontent in this autocratic 
Central Asian state.  
 
The campaign began after Labour and Social Protection Minister Serik Abdenov 
became a figure of fun in Kazakhstan after unsuccessfully trying to defend plans to 
increase the retirement age for women from 58 to 63 at a public meeting in the 
industrial town of Temirtau in April. Asked why the retirement age was being raised, 
the very boyish-looking 36-year-old Abdenov replied: "You have to work and work... 
because, esteemed fellow countrymen, because, because..." A video from the 
meeting has since gone viral on YouTube and opponents of the pension plans have 
launched an online campaign, with women posting photos of themselves carrying 
signs that say, "I must work and work until 63 years... Pa-ta-mu-chto, Pa-ta-mu-
chto", a misspelling of "because, because" in Russian which sounds mocking.  
 
Abdenov said later that his words had been taken out of context, and that he had 
been trying to lighten the mood. He has continued a series of meetings around the 
country to explain the reforms. But his position has been further undermined as 
campaigners point out that in September 2012 he said there was no need to raise 
the retirement age. 
 
To read the full story 
www.bne.eu/storyf4937/Kazakhstanis_mobilise_against_pensions_reforms 
 
 

GENERAL TURKEY NEWS 
18. Reyhanli blasts intend to drag Turkey into a 'bloody swamp' in Syria: PM 
Erdogan 
Hurriyet Daily News 
May 13, 2013 
 
The deadly blasts in the southern town of Reyhanli near the Syrian border, which 
killed 46 people, reflect an intention to drag Turkey into a "bloody swamp" in Syria, 
Prime Minister Recep Tayyip Erdogan said May 12. He said the attack aimed to 
"disrupt Turkey's peace," urging vigilance against "provocations."  
 
"The purpose of these attacks is to give opportunities to those who collaborate with 
the Baath regime. These are attacks intending to provoke those who leave in peace, 
especially in the Hatay [province]," Erdogan said. 
 
The Hatay enclave is home to many minorities living together, including Alawites, 
Nusayris and Kurds who have family links with Syria. 
 
"Turkey's patience and composure is being tested. They want to drag Turkey into a 
filthy scenario. But we will not fall into this trap," Erdogan said.  
 
The prime minister warned against any retaliation attacks against Syrian refugees, 
saying that this would only serve the interests of those who perpetrated the attack. 



"If there is a single attack against a Syrian guest, even only verbal, the attackers will 
win," he said. 
 
Criticizing the government is 'opportunism' 
 
The Turkish prime minister also slammed the opposition parties that called on the 
government to review its internal and foreign policies following the Reyhanli attack. 
Describing as "opportunism" any attempt to criticize the government on the matter, 
Erdogan said such accusations could only "play into the hands" of Turkey's enemies. 
"It is not time to find those responsible inside the country. Trying to seek political 
gain from this [attack] is unscrupulous," he added. 
 
Erdogan insisted that he would rather drop his prime minister office than shut his 
eyes to the babies being killed in Syria, adding that he could not give account to God 
if he did so. "We saw with my wife the photographs in the newspapers, images from 
Banias in Syria that afflict one's spirit. We cried when we saw those babies martyred 
in their mother's arms. Those who defend the actors of the regime that perpetrated 
this massacre cannot explain this to the Turkish people or to humanity," he said. 
 
Erdogan also dismissed criticism that the government's policies on Syria were based 
on the Justice and Development Party's (AKP) or his own personal position. "The 
issue in Syria is not the AKP's or Recep Tayyip Erdogan's, but Turkey's issue. The 
plane that was shot down [on June 2012] was not the AKP's, but Turkey's plane," he 
said. 
 
 

ECONOMIC NEWS 
19. Indian firm to generate Georgian power for Turkish use 
Hurriyet Daily News 
May 13, 2013 
 
India's Tata Power has signed an agreement to develop two hydro projects in 
Georgia for the sale of power, primarily to Turkey, at an estimated cost of about 
$700 million, the company said in a statement on May 10. 
 
The hydro projects, expected to have an aggregate capacity of 400 megawatts, 
would be developed in three phases with the first phase expected to be completed 
before mid-2016. 
 
Tata Power and Clean Energy would hold 40 percent stake each. The power 
generated by the projects is planned to be vended primarily to Turkey. 
 
Tata Power has an existing hydro generation capacity of about 450 MW in 
Maharashtra, India, that feeds clean power to the city of Mumbai. The company has 
been resilient to increase its portfolio in hydro power generation which includes Tata 
Power's partnership with Norway-based SN Power to develop hydropower projects. 
Currently, the JV consortium has bagged the "Dugar Hydro Electric Project" in India. 
 
 
 
 
 



20. Market Commentary  
Erste 
May 13, 2013 
 
US stocks finished modestly higher on Friday, while Asia's equity markets were 
mixed and cautious ahead of key economic reports from China. TR- shares are 
expected to open to choppy trade ahead of TR- C/A.  
 
 
21. New EBRD financing for improved business energy efficiency in Turkey 
EBRD  
May 10, 2013 
 
The EBRD is continuing to help Turkey become an energy-efficient and low carbon 
market economy with new financing of US$ 80 million provided to VakifBank for on-
lending to private companies investing in energy efficiency and small-scale 
renewable energy projects. 
 
The EBRD financing to the bank is provided under the EBRD's extended   Turkish 
Sustainable Energy Finance Facility or TurSEFF - a dedicated finance facility aimed at  
supporting Turkey's long-term energy strategy. Launched in July 2010, the US$ 
284.2 million TurSEFF was extended by another US$ 200 million in early 2013 to 
meet the growing demand for business energy efficiency and renewable energy 
investment among  small and medium-sized Turkish enterprises (SMEs). 
 
"The new funding will increase the role of Turkish banks in financing and promoting 
energy efficiency and will help shield SMEs from the impact of rising energy costs 
and high energy intensity in Turkey. This will save them money and make them 
more competitive in the long run," said the EBRD's First Vice President Phil Bennett 
at a signing ceremony in Istanbul, the venue for the EBRD's 2013 Annual Meeting.   
 
Energy efficiency in SMEs, a key sector of the economy, helps Turkey's energy-
intense economy get closer to its targets of reducing greenhouse emissions and of 
increasing the share of the renewables in its energy mix. It also helps reduce the 
country's reliance on fossil fuels and enhance energy security. 
 
In addition, with this financing, enterprises will be able to bring their environmental 
standards closer to EBRD and EU best practices, thus raising the bar for their 
competitors. 
 
The EBRD investment comes with an EU grant that enables the EBRD to engage 
consultants to help banks and businesses with technical advice for energy-saving 
investments. 
 
VakifBank, a full-service commercial and retail bank, is the seventh commercial bank 
and the third largest state-controlled bank in Turkey. It has been investing in energy 
efficiency under TurSEFF since May 2010. 
 
Since 2010 about 90 per cent of TurSEFF funds were on-lent to 363 SMEs and more 
than 50,000 individual households in Turkey have benefited from energy-efficient 
heating and cooling technology through vendor finance schemes financed under the 
TurSEFF umbrella. 
 



The first phase of TurSEFF achieved energy savings equivalent to 234,000 tonnes of 
oil equivalent per year or 6 GWh/year per US$ 1 million invested, which translated 
into yearly oil imports savings of some US$ 147 million. The projects financed 
resulted in a total reduction of 686,000 tonnes of annual CO2eq emissions. 
 
Sustainable energy is a key EBRD priority in Turkey. To date, the Bank has invested 
more than €1.2 billion in Turkey's sustainable energy - almost half of its total 
portfolio in the country. Since the beginning of its operations in Turkey in 2009, the 
EBRD has invested over €2.5 billion in the country, both in direct deals and through 
credit lines. Last year Turkey became the EBRD's second largest country of 
operations with €1.0bn in new investments in 2012 alone. 
 
 
22. Turkey consumes more medicine for less money 
Hurriyet Daily News 
May 13, 2013 
 
The Turkish prescribed medicine market shrunk by 5.9 percent to 12.9 billion Turkish 
Liras although the market approached 1.56 billion packages, a 2.8 percent increase 
in 2012. The profitability of the pharmaceutical industry continued to decrease 
following the 2009 regulations that pushed the industry to decrease medicine prices, 
sector professionals said.  
 
Medicine consumption reached 20.62 packages per capita in Turkey last year, a 2.8 
percent increase. While a consumer paid $106 on average, she or he paid $121 in 
2011, $133 in 2010, $132 in 2009 and $136 in 2008.  
 
This picture looks like good for all consumers at first glance, but it may not be good 
as it appears.  
 
"The Turkish government started to apply considerable discounts in medicine prices 
in 2009 to realize its budget targets. This has however caused considerable 
decreases in profitability, even rises in losses in the industry, resulting in some 
postponement in planned investments," said the Medicine Industry Employers' 
secretary-general, Turgut Tokgöz. He added the Turkey needed to develop a 
sustainable pricing policy for the industry immediately, otherwise Turkish drug 
companies could not focus on research and development activities, which is a must 
to compete with multinationals.  
 
According to the a recent report published by the Business Monitor International 
(BMI) on Turkey's health and pharmaceutical industry, the market contracted 
significantly in 2012. "We continue to hold a positive long-term view on the market's 
potential, owing to Turkey's rapid economic growth and rising per capita spending. 
However, state intervention in the pharmaceutical sector continues to stifle the 
industry's potential and restrict foreign drugmakers' access to the country's lucrative 
market," the report said.  
 
Import slows down  
 
The price cuts resulted in deferred investments, employee layoffs and the pruning of 
uneconomic medicines from their product lines, sector representatives said.  
 



Following the price cuts on drugs, most of those drugs had started not to be 
imported to Turkey. Then, the Turkish government reduced the discounts on more 
than 800 drugs for life-threatening diseases, such as cancer, and chronic diseases, 
such as diabetes, at the beginning of 2013.  
 
The most prescribed medicine in Turkey is believed to be antibiotics at 11.3 percent 
of prescriptions, followed by cardiovascular, anti-rheumatic, neurotic and oncology 
medicines, according to Turkish Ministry of Health figures. 
 
Meanwhile, Turkey imported $4 billion of medicine in 2012, a 14.9 percent decrease 
compared to 2011, and exported $662 million of medication, a 16.8 percent 
increase. 
 
 
23. Turkey's new Islamic banks ready to open soon 
Hurriyet Daily News 
May 13, 2013 
 
Turkey has begun to open the doors to giving new banking licenses after the 2001 
banking crisis, with no exception for interest-free Islamic banks, called participation 
banks. 
 
Turkish Deputy Prime Minister Ali Babacan said at the Turkish Participation Banks 
Union's annual meeting that it appeared the format of two participation banks would 
be clearer in a few months. The state-run banks, Ziraat Bank and Halkbank, will 
establish these two participation banks. "These banks should contribute to growing 
the participation banking sector, which is composed of very few players in Turkey," 
Babacan said.  
 
As of now four banks have operated in the participation banking industry: Bank 
Asya, Türkiye Finans, Albaraka Türk and Kuveyt Türk. They constitute 5.3 percent of 
the Turkish banking industry.  
 
"More than 600 Islamic finance institutions are in the world right now and control 
over $1 trillion. This may seem big, but it constitutes just 1 percent of the entire 
finance industry... Participation banks should have a greater share in order to raise 
people's access to more financing and to enable the finance sector to be more 
inclusive, which is also one of the biggest elements on the current agenda of the G-
20," Babacan said.  
 
The aim of the Participation Banks Association of Turkey is to triple the share of 
Islamic banking assets in Turkey by 2023.  
 
Ziraat Bank, Turkey's largest state-run lender, has been planning to set up a 
separate Islamic bank, general manager Hüseyin Aydın said on April 13. Turkish 
lender Halkbank appears to be the second bank to start offering sharia-compliant 
services under a new entity. 
 
 
 
 
 
 



24. Turkey's IMF debt to be paid off, foreign debt stock still on increase 
Hurriyet Daily News 
May 12, 2013 
 
Turkey will wipe off its International Monetary Fund (IMF) debt this month by paying 
its last installment. Turkey will also be one of the countries which contribute 
financially to the IMF with a $5 billion contribution. Turkish Prime Minister Recep 
Tayyip Erdo_an mentions such developments with pride. The relations with the IMF, 
however, are only a small portion of the big picture.  
 
The actual foreign debt portrait that also contains the IMF debts is quite different.  
 
Turkey's debt to the IMF is a very small portion of the total public debt. The IMF debt 
was $4 billion, while the total external debt was $119 billion in 2000. Two-thirds of 
the debt was public debt. At the beginning of the 2000s, high inflation was the 
biggest issue in the Turkish economy. What the IMF had suggested, the prescription 
of taming the inflation by fixing the exchange rate, was applied but in vain. At the 
end of 2000 the fixed exchange rate boosted imports, consequently the current 
account deficit; foreign investors ran away, the American dollar went up and so did 
inflation following it. Thus, the 2001 economic crisis erupted. Kemal Dervi_, Ph.D., 
was brought from the United States to steer the economy in his capacity as the 
deputy prime minister.  
 
Dervi_ and the IMF joined hands. The IMF opened the credit taps to overcome the 
crisis but prescribed the bitterest pill to Turkey ever in history. It tamed the Treasury 
with "fiscal discipline," eliminated bankrupt banks and tamed the system. It cleared 
the road for privatizations, etc. With the credits it gave, its total credits reached $24 
billion. This corresponded to 17 percent of Turkey's total debt of $130 billion in 2002.  
 
Debts explode  
 
The outcome of the IMF pill came after 2002. The IMF prescription, however, shook 
people. That was brought to account at the ballot box in the Nov. 3, 2002 elections. 
The coalition parties - Democratic Left Party (DSP), Motherland Party (ANAP) and 
Nationalist Movement Party (MHP) - could not even pass the election threshold. The 
Justice and Development Party (AKP) found itself in the position of being able to 
form the government alone. The party also found a recovered economy in its lap. 
From the road the IMF had opened, foreign credits flowed in streams. The economy 
grew with the foreign credit that started flowing in the AKP era; tax and privatization 
incomes increased; and the IMF debt started being paid with these. Meanwhile the 
public sector and especially the private sector borrowed swiftly from markets and the 
economic wheels were turned with this loan.  
 
External debt as of the end of April 2013 neared $340 billion. This is almost 43 
percent of the national income. During the 2003-2012 AKP term, $210 billion of new 
foreign loans have been taken; foreign debt has increased by 162 percent. One-third 
of the foreign debt, that is $110 billion, belongs to the state and the Central Bank. 
Thanks to the system of indirect taxes and unlimited privatizations, the public debts 
(except CB) remained at $103 billion. Public debt stock, including domestic debts, is 
40 percent of the national income. The same rates in the EU, in the eurozone, reach 
70 to 80 percent. The Maastricht criterion was 60 percent, but those that could 
achieve this were rare. When viewed from this point of view, Turkey's public debt 
burden is better than the EU in general. But, the problem lies in private sector loans.  



 
Private sector debts  
 
As of the end of 2012 the private sector owed $226 billion, which is two-thirds of the 
total foreign debt. As a matter of fact, this figure was $50 billion when the AKP 
stepped into power and it was one-third of the foreign debt. The AKP government 
has opened wide the road to loans for the private sector. The exchange rate was 
pressed down so much, nobody shied away from borrowing; foreign creditors were 
elevated. Many firms took the risk and used foreign loans. Even the privatized Public 
Economic Enterprises (K_Ts) were bought with foreign credits. Moreover, such high 
amounts were reached in the outstanding external debt that in order to be able to 
pay the installments, it became necessary to opt for short-term borrowing with 
heavy interest and in the end, the share of the short-term ones in the total foreign 
debt reached 30 percent. However, it is not only that; the Central Bank announced 
that as of February 2013, the total of debts due in less than 12 months was $150 
billion. This is truly an alarmingly high amount. 
 
 
25. Twitter, Facebook to pay tax in Turkey 
Hurriyet Daily News 
May 13, 2013 
 
The Turkish Finance Ministry has sped up its work to collect taxes from the online 
advertising market. The initiative focuses on collecting taxes from various foreign-
based websites, which have considerable online advertising revenues, like Facebook 
and Twitter.  
 
"Every enterprise that earns money in Turkey will pay tax in Turkey, including 
Facebook, Twitter and others. The online advertising market has now earned $1 
billion, and 70 percent of the income goes abroad without being taxed," Turkish 
Finance Minister Mehmet _im_ek said yesterday. _im_ek added that the ministry is 
about to finalize the related regulation draft to ensure the taxation of online 
advertisement revenue that is earned in Turkey, regardless of the origin of the 
company.  
 
Online search engines and social networks have earned more and more from their 
online advertisement services. Such websites generally withdraw the online 
advertisement payments by credit card and the money goes abroad instantly without 
being taxed, due to the commonly signed intergovernmental agreements by many 
countries to prevent double-taxation for companies. This is also case for Turkey.  
 
Google earns $45 billion annually from its online ads, around $22 billion to 23 billion 
of this is from Europe but the exact number for Turkey is not known.  
 
"We think that such revenues should be taken as service revenues but not business 
income because there are not any goods traded here. We can thus collect such 
revenues by excluding them from the intergovernmental agreements" _im_ek added. 
 
 
 
 
 
 



CORPORATE NEWS 
26. Bank Asya 1Q13 Results  
Erste 
May 13, 2013 
 
Bank Asya (ASYAB TI) released its 1Q13 results with TRY45mn in net earnings, 
indicating 25% y/y growth. The results were slightly higher than both our estimate 
and the TRY42mn consensus estimate. Although revenues were in line with our 
expectations, a lower than expected effective tax rate made a positive surprise to 
our estimate. Even though the bank's 1Q13 results were better than expected, the 
guidance provided during the earnings call highlighted hat tough times lie ahead for 
Bank Asya. The bank's management has raised its NIM compression guidance, 
depicted a not-so-compelling picture on credit quality and has also slightly raised its 
operating expenses growth guidance. Based on its 1Q13 results, we will revise our 
estimates downwards.  
 
Key points worth mentioning are as follows:  
 
1. Lending activities: Bank Asya delivered 6% q/q loan growth, mainly driven by 
corporate (ca.8%) and retail loans (ca.14%). With regards to loan yields, Bank Asya 
registered a ca.153bp q/q decline in loan yields.  
 
2. Funding: Deposit growth was 9% q/q thanks to FX deposit growth, 11% q/q 
in USD terms. TRY deposits grew by 6% q/q. Currency blended deposit costs 
declined by 64q/q to 4.20%, while total funding costs declined by 65bp q/q to 4.0% 
in 1Q13.  
 
3. Margins: Declining funding costs could not cope with the sharp contraction in 
loan yields and Bank Asya experienced a 95bp q/q compression in its net profit share 
margin, declining to 4.8%.  
 
4. Credit quality: In 1Q13, its specific cost of risk declined by 32bp to 179bp, 
while its gross cost of risk was at 236bp, declining 36bp q/q, but still higher than 
other Turkish banks. In 1Q13, Bank Asya also registered a 53% increase in its Group 
II loans, mainly stemming from working loans. The gross NPL ratio deteriorated by 
ca.70bp to 4.6%, while the bank lowered its NPL coverage ratio to 60% from 66% at 
the end of 2012.  
 
5. Capital Strength and Profitability: As the bank borrowed a USD250mn 
subordinated loan at the end of 1Q13, its total capital adequacy ratio rose to 15.44% 
from 13.60% at the end of 2012, while its Tier 1 ratio declined by 39bp q/q to 
12.58% at the end of 1Q13. ROE remained weak at 7.6%.  
 
Guidance for 2013: Although management raised its loan growth target to 25% from 
20%, it also guides for higher NIM compression and estimates a ca.50bp 
compression as opposed to 25-30bp before. As for credit quality, management 
expects weak credit quality to continue and expects loan loss provisions to reach 
TRY360mn (2012: TRY336mn). As for operating expenses, management upped their 
growth estimate to 12% from 10% before. Management's ROE guidance remained 
unchanged at 10% for 2013.  
 
  



27. EBRD gets biggest wind farm in Turkey rolling 
EBRD 
May 11, 2013 
 
The biggest wind farm in Turkey, Enerjisa Bares Wind Power Plant in Balikesir in the 
west of the country, has started producing electricity. 
 
The plant, built with a €135 million syndicated loan arranged by the EBRD, will 
increase Turkey's current wind power-generated electricity by about 8 per cent and 
help the country diversify away from expensive imported fossil fuels. 
 
"Last year when the EBRD invested in this brilliant wind farm, we knew which way 
the wind was blowing. The energy that Bares starts producing today can provide 
clean electricity to about 170,000 households in Turkey, blowing away costly 
imported resources, enhancing Turkey's energy security and bringing the country 
closer to its renewable energy targets,"said EBRD Director for Power and Energy 
Nandita Parshad attending the commissioning ceremony on 11 May 2013. 
 
Minister for Energy and Natural Resources Taner Yildiz, Chairman of Sabanci Holding 
Guler Sabanci, E.ON International Energy CEO Stein Dale and E.ON Board Member, 
Jorgen Kildahl cut the ribbon. 
 
Enerjisa, jointly owned by Haci Omer Sabanci Holding A.S. and E.ON SE, is the 
leading privately-owned Turkish energy company, active in electricity generation, 
trading, wholesale and distribution. 
 
Enerjisa Bares Wind Power Plant in Balikesir is the EBRD's second financing of a large 
wind farm in Turkey. In 2009, the Bank provided €45 million to help finance the 
construction and development of a 135 MW on-shore independent wind farm in 
Osmaniye in southern Turkey. The EBRD also finances mid-sized renewable energy 
generation through credit lines to Turkish banks. 
 
Today, the renewable energy produced by EBRD-financed generators in Turkey can 
light homes for 4 million people. 
 
The commissioning ceremony coincides with the EBRD's Annual Meeting in Istanbul 
on 10-11 of May. The event is bringing together political leaders, EBRD officials and 
business representatives from all 34 countries where the Bank invests. 
 
 
28. EBRD providing TRY21.8 million long-term loan to independent internet 
services provider TurkNet 
EBRD 
May 10, 2013 
 
The EBRD is lending to a dynamic independent provider of broadband internet and 
fixed telephony services to help it grow and deliver better services to more 
subscribers. The long-term Turkish lira loan worth EUR 9.5 million will support 
TurkNet's capital expenditure programme. 
 
The capital expenditure programme will enable TurkNet to improve its own 
infrastructure and reduce its reliance on the incumbent telecom operator. TurkNet is 
aiming to improve its fibre network coverage in Istanbul, Izmir, Izmit and Bursa, 



reach out to more users and modernize its services. This will allow the company to 
improve its margins and continue being a price leader on the local market thanks to 
its own infrastructure and the bundling of broadband internet and fixed-line 
telephony. 
 
"The EBRD financing will enable TurkNet to be a step ahead of the market by offering 
fair prices and good deals. It will mean bringing faster and cheaper internet access to 
more people in Turkey," said Izzet Guney, EBRD Director for Information and 
Communications Technologies.  
 
"This loan will enhance TurkNet's rate of growth. EBRD has demonstrated a sound 
understanding of our business and has shown great flexibility in tailoring a financing 
solution in line with our strategic growth plans for expanding our fiber infrastructure 
in Turkey, and accelerating the roll-out of our telephony and broadband Internet 
services", said Mehmet Celebiler, the co-founder and Chairman of TurkNet. 
 
"The telecommunications market in Turkey is emerging in a very rapid manner, 
whilst the new regulations allow for alternative operators to increase their presence 
in a market which the incumbent operator is retaining a significant market share. 
TurkNet has been well positioned to benefiting from the growth in the market 
through its investments", added Cem Celebiler, co-founder and CEO of TurkNet. 
 
The EBRD funding is extended under the €400 million Local Enterprise Facility for 
investments in small and medium-sized enterprises (SMEs) in the Balkans, Turkey 
and the countries in Southern and eastern Mediterranean, whose needs are not 
sufficiently addressed by existing financing sources. 
 
Since the beginning of its operations in Turkey in 2009, the EBRD has invested over 
€2.5 billion in the country, both in direct deals and through credit lines. Last year 
Turkey became the EBRD's second largest country of operations with €1.0bn in new 
investments in 2012 alone. 
 
 
29. Enerjisa launches largest Turkish wind farm plant 
Hurriyet Daily News 
May 13, 2013 
 
Enerjisa, a joint venture between Turkey's Sabancı Holding and Germany's E.ON, has 
launched a 52-unit wind farm in the north western province of Balıkesir with the aim 
of becoming the largest such power generation facility in the country. 
 
The 143 MW plant is the first joint wind project by the duo since the German party 
replaced Austria's Verbund in the 50 percent to 50 percent partnership in April, and 
Enerjisa's overall investments have reached $10 million with the new plant, 
according to company executives. 
 
Energy Minister Taner Yıldız said in a speech during a ceremony in Balıkesir on May 
11 that Turkey needed to diversify its energy basket, putting an emphasis on the 
government's nuclear goals. "The growth in Turkey is more rapid than the growth of 
renewable energy investments," Yıldız said, recalling last week a key deal with Japan 
for the construction of Turkey's second nuclear plant project at a cost of nearly $22 
billion. 
 



The minister also said the tenders for privatization of entire electricity distribution 
grids in the country would hopefully be finalized in June or July.  
 
Sabancı, which had won the power grid in Ankara for $1.23 billion, recently won two 
other grids for a sum of nearly $3 billion. Turkey is also bidding to increase its 
domestic energy facilities, Yıldız said, speaking of a new project, Mini RES, which 
refers to small wind energy plants.  
 
"Initially we want to produce 2.5 MW at domestic wind stations, because our goal is 
to produce 20,000 MW of wind energy as of 2023. The total investment at the Bares 
plant in Balıkesir will total 153 million euros," Sabancı Chairperson Güler Sabancı 
said at the ceremony.  
 
EBRD fund support 
 
The total volume of energy to be produced there is set roughly to supply the 
electricity needs of some 170,000 Turkish households. The group, which is also 
active in the electricity distribution business, aims to reach 9 million users, Sabancı 
said.  
 
The European Bank for Reconstruction and Development (EBRD) provided financing 
for the project. Nandita Parshad, the power and energy utilities director of the group, 
said the EBRD provided 135 million euros of financing for the Bares facility, 
increasing the total amount of energy financing in Turkey to 460 million euros.  
 
30. Galataport tender will be held on May 16, 2013  
Erste 
May 13, 2013 
 
Recall that Turkey's Privatization Authority announced that they had received five 
bids before the deadline for the submission of bids for the Galataport tender. The 
bidders were:  
 
1. Dogus Holding  
2. Alsim Alarko Sanayi Tesisleri ve Ticaret (subsisidiary of Alarko Holidng, ALARK 
TI)  
3. Polimeks-Folkart-Sembol JV  
4. Turkish real estate company Torunlar Gayrimenkul (TRGYO TI)  
5. Global Yatirim (GLYHO TI), Ozak Gayrimenkul (OZKGY TI), Delta Proje Insaat 
JV.  
 
Galataport in brief: Galataport is owned by TDI, the Turkish Maritime Organization, 
the port's premises extend over a coastal line of 1,200m. While the the port's lot is 
101,207m2, it covers an area of 141,395m2. Port facilities include historic buildings 
and warehouses. Located in close proximity to Istanbul's major tourist attractions, 
the port is preferred by the largest cruise operators and the port's cruise 
transportation services account for one-third of all cruise transportation in Turkey. 
Galataport was first tendered in 1990 and the port has been up for privatization 
twice more in 1997 and 2005. While the tender in 1997 was cancelled due to an 
insufficient number of bids, the tender in 2005, which was a 49-year BOT type 
privatization project, was finalized with a winning bid of USD 4.33bn. However, as 
per the decision of the Council of State regarding the area's zoning plan, the tender 
was cancelled in 2006.  



31. Speculation on future of Turkish Airline's GM 
Erste 
May 13, 2013 
 
According to local daily Milliyet, Turkish Airlines Chairman Hamdi Topcu asked GM 
Temel Kotil to leave with pay due to a conflict between the two, however, no 
material reason was mentioned in the news other than possible so-called different 
views about internal procedures regarding the outward appearance of cabin crew. On 
the other hand, according to news portal airporthaber.com, Kotil's leave of absence 
is due to his own request as his father is ill. Although his own request was accepted 
by the board, he prefers to postpone due to upcoming possible strike on May 15, 
according to the source.  
 
 We have not come across any official announcement from the company about the 
accuracy of this news. In the absence of an official announcement, we refrain from 
making a detailed comments. That said, we would definitely perceive Kotil's possible 
departure as a negative development due to his pivotal role in Turkish Airlines' 
success in the past years. Moreover, even if the news was groundless, we are 
unhappy to see such newsflow when the company is facing a possible union strike on 
May 15. Such non-operational newsflow may negatively impact share performance.  
 
  
 
 


