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Preface

Despite the fact that Turkey is the seventeenth-largest economy (in 2007)
in the world, and one of the oldest and more developed of emerging
markets, its banking system is still relatively small. After financial lib-
eralization in the 1980s, large budget deficits resulting from substantial
public sector borrowing, chronic inflation, dollarization in the economy;,
lack of regulation and supervision, capital inadequacy, and an unstable
economic and political environment have all contributed to the poor
performance of the Turkish banking industry. The sector has faced four
crises since the 1980s, with the most recent occurring in the middle of
the International Monetary Fund (IMF)-led restructuring programime in
2001, resulting in the failure of thirteen banks.

However, after years of mounting difficulties that brought Turkey
close to economic collapse, a tough recovery programme was agreed
with the IMF in 2002 to restore macroeconomic stability through struc-
tural reforms. Since then, Turkey has seen impressive progress. Economic
growth has averaged over S per cent per annum and inflation has fallen
significantly. Inspiring economic performance has led to an historical
amount of foreign investments to Turkey. The banking industry was one
of the recipients of this inflow: between 2004 and 2006, foreign banks -
some of them world-leading financial institutions — have invested around
USD 14 billion, mainly through acquiring majority shares in locally-
established medium-sized banks, to gain a presence in the Turkish
banking market. As of 2006, the level of foreign ownership with a con-
trolling share constitutes a third of the total banking sector assets in
Turkey. As well as its inspiring economic performance, Turkey’s potential
EU membership, its successful banking sector restructuring programme,
the enforcement of internationally accepted banking regulatory and
supervisory standards, and the growth potential of local credit markets
were all factors influencing such flows.

We believe these recent developments in the Turkish economy and
banking sector make it worthwhile to undertake a comprehensive
overview of the developments in the Turkish banking market. This book,
intended for both academics and practitioners, has several purposes.
First, it aims to portray the phases of banking sector development in
Turkey, where the major emphasis will be to examine the features of
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Preface xv

finan<ialcrises and their repercussions on the banking industry. Second,
the fimarcial structure and performance of the banking sector, together
with its inpact on economic growth, will be analysed, looking at the role
of market participants as fund providers and fund users, and the impor-
tant roleof the state. Third, the future prospects of Turkish banking will
be comsiiered in the context of EU integration, the potential effects of
Basel II, and the newly passed mortgage law’s impact on credit markets.

The authors are very grateful to Emre Ersen, Sinem Munanoglu
Gokd el, Phil Molyneux, Saduman Hacer Okumus and Aziz Ozben, as well
as to the participants of the 2007 Annual Conference of the European
Association of University Teachers of Banking and Finance (The “Wolper-
tinger Club’) conference held in Valladolid, and the Turkish Bankers’
Association for very helpful comments, suggestions and support on the
papers that provided original material for the various chapters of the text.
Thanks are also due to Lisa von Fircks, Flodie Lecoq and Hazel Wood-
bridge for editing the manuscript. Finally, thanks to our families and
loved ones for their patience and support during the project.

The views expressed in this book are the authors’ own and do not nec-
essarily reflect those of the University of Wales, Bangor, Loughborough
University and Kog University. All remaining errors are our sole respon-
sibility. Every effort has been made to contact all copyright-holders, but,
if any have inadvertently been omitted the publishers will be pleased to
make the necessary arrangement at the earliest opportunity.

YENER ALTUNBAS
ALPER KARA
OzeM OLGu
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