RKISH ECONOMY WEEKLY "

acro and financial indicators
about Turkish bond market?



What macro and financial indicators tell about
Turkish bond market?
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Any signal, high pricing bond market?

VakifBank

The starting point for our analysis is to form a model which aims to explain the determinants of
Turkish benchmark bond yield level. Our model has 0.975 Adjusted R? . Below is the summary

of our model.

Estimated Model:
Dependent Variable: Average Turkish benchmark bond yields

Variable Coefficient Prob.
Constant 48.7559 0.0000
Industrial Production Index (3 Month Moving Average) 0.0832 0.0000
Expected annual CPI by the end of the next 24 months 1.8796 0.0013
12 Months Cum. Current Account Balance -0.00009 0.0004
Core | Inflation Index -0.2591 0.0001
Domestic Debt Stock -0.0671 0.0183
R? 0.978

Adjusted R? 0.975

Durbin Watson 1.880

Sample: 2004 M09-2010 M091, with White's heteroscedastic consistent standard errors
Source: VakifBank
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In accordance with our model, the fair value of the
benchmark TRY Yields is not in line with macroeconomic
indicators since February 2010

VakifBank
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The Taylor Rule also supports the model results VakifBank

20 - Taylor Rule
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15 - since Q1 2010
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What could explain the difference between actual and
fitted curves?

High Global Liquidity
High Pricing of Bond Market in EM Countries

Low Inflation Expectations for Turkish Economy

Strong Fiscal Stance

Turkish Banking Sector willingness for high asset size
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2. High Pricing of Bond Market in EM Countries  \/3kifBank

In theory,
14

o Long term yield = Inflation Expectation +

10 Growth Expectation +
Risk Premium

However,

In most of the EM countries, long term
yields are lower than the summation of

2 inflation and growth forecasts of IMF.
0 High global liquidity keeps
S & s » . . : .
@a@\ o &a? & Q&Q& Q.&r} \*&? 6“& interest rates low in develop_lng.cogntrles
S a°§ more than macro-economic indicators

suggest.
Expected (GDP+Inflation) ™ Swap (5Y5Y)

Sources :Bloomberg, IMF
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3. Low inflation expectations VakifBank
for Turkish Economy

CPI inflation had a downward trend since

9.5 - the start of global crisis mainly because of
9 - depressed demand . However inflation
8.5 - volatility has been high on the back of
8 - volatility in food prices.
7.5 -
6.5 - N\
67 In spite of high volatility, CPI is still at a very
5': ) low levels historically.
4.5 -_—
$8855588888889S8
828228828228 ¢%;:2

Low level of inflation affects the inflation
——12 Months Later Annual Inflation Expectation expectations positively.

24 Months Later Annual Inflation Expectation

That supports the low rates in Turkish bond
market.

Source: CBRT
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4. Strong fiscal stance VakifBank

With global crisis, low level of revenue base and implementation of fiscal policies caused

sharp increase in budget deficit and debt to GDP ratio globally.

DM economies’ debt stocks are Turkey stands out with its fiscal
much higher than EM economies’ . discipline in Emerging Markets.

Budget performance in the first eight months of

14 - 2010 is in line with the Medium term programme’s

12 - targets. (for the end of 2010, target for budget

10 - deficit/GDP is 4.9%).

8 -

6 - 4.9 . As of August 2010;

4 - 3.2 Outstanding Gross Debt of Central

5 - Government increased %9 yoy and reached

AR B tcr)1462.9fbglionTL. I |
Share of domestic debt stock and externa

A A ) )

2 q,@ q,@ '19& q,@& mdso qSP qspb '1,69,‘9'\'6 ,‘9'\-” '190 debt stocks are 75% and 25%, respectively.
Domestic debt rollover ratio is 87.5%

M TurkishBudget Deficit / GDP (%) between Jan-July 2010.
Turkish Primary Deficit / GDP(%)
Source: CBRT
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5. Turkish Banking Sector willingness for high
asset size

Global crisis crowded out loan portfolio of banks and increased the amount of securities
holdings which supports record low yields.
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The information in this report has been obtained by Turkiye Vakiflar Bankasi T.A.O. from sources believed to be reliable. However, Turkiye Vakiflar
Bankas! T.A.O. cannot guarantee the accuracy, adequacy, or completeness of such information, and cannot be responsible for the results of
investment decisions made on account of this report. This document is not a solicitation to buy or sell any of the securities mentioned. All opinions and
estimates included in this report constitute our judgment as of this date and are subject to change without notice. This report is to be distributed to
professional emerging markets investors only.
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