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Current Economic Situation  
The Turkish economy has experienced 6.1% of real GDP growth in 2006 versus 7.4% growth in 2005. Fiscal discipline remained the cornerstone of the Turkish government’s program as well as the continuation of macroeconomic developments and structural reforms in 2006, including changes in the taxation of financial instruments. 

However developments in global financial markets in the second quarter of 2006, led to the depreciation of the Turkish lira, triggered by changes in global liquidity conditions which negatively affected developing countries. Coupled with a rise in interest rates, these events caused the total net asset value of investment funds to fall by 36 % to EUR 11.7 billion in 2006, from EUR 18.5 billion at the end of 2005. 

The private pension system however continued its rapid growth in 2006. Short term concerns of investors ahead of the 2007 elections were not reflected in the pension system. Net asset value of the private pension system doubled from EUR 753 million in 2005 to EUR 1.5 billion in 2006. 

Despite volatilities related to global liquidity conditions, as well as uncertainties ahead of the general elections and the presidential elections in 2007, foreign investors poured $ 20 billion into Turkey in 2006. 

When we look at the most recent developments in the Turkish economy in 2007, real GDP growth was 6.8% in the first quarter of 2007 (latest data), compared to 7.5% in the first half of 2006 and 6.1% growth in the total of 2006. 
Uncertainties and volatilities in the Turkish financial markets, in the first half of 2007, were caused by the elections coupled with movements in the global market. Despite these uncertainties, five years of economic performance helped Turkey’s ruling Justice and Development Party (AK Party) win a decisive victory in the parliamentary elections in July. 

With its victory the AK Party’s secured a majority rule in the Turkish parliament for the next five years, giving Turkey a stronger hand in the international competition for foreign direct investment thus enabling Turkey to sustain its rapid economic growth. Turkey attracted $ 14 billion in foreign direct investments in the first four months of 2007, and forecasts $ 20 billion by the end of 2007.
The new government proposes to tackle urgent issues in the economy, reverse the pre-election fiscal slippage and give a boost to delayed social security reforms and privatization process.

Alongside the new government’s policies, global financial market volatilities are being watched closely by both Turkish and foreign investors.

The Turkish lira appreciated 17% against the dollar during the period of June 2006-June 2007, through the help of increased foreign investments to Turkey in 2007. Turkish June consumer inflation was 8.6% annually compared to 10.2% in June 2006 (annual) and 9.7% in 2006. Turkey’s 2007 inflation target is 4%. 
Economic and Financial Background

	Table 1: Key Economic and Financial Indicators

	
	2005
	2006

	Population (million)

GDP (EUR billion)

Real GDP growth (%)

Inflation rate (%)

Unemployment rate (%)

Stock market capitalisation (EUR billion)

Stock market capitalisation (% of GDP)

Bond market capitalisation (EUR billion)

Bond market capitalisation (% of GDP)

Household gross savings ratio (%)

Household financial wealth (EUR billion)

Average per capita financial wealth (EUR)
	72.1

306.9

7.4

8.18

9.7

132.52

43.23

154.6

50.5

23.0

228.8

4,245
	73.0

320.0

6.1

9.67

9.6

123.08

38.46

135.8

42.4

20.0 
217.6

4,383


Trends in the Mutual Fund Sector in Turkey

The total net asset value of Turkish investment funds fell by 37% (in Euro terms) to EUR 11.7 billion in 2006, compared to EUR 18.5 billion at the end of 2005. During the same period however, the private pension fund sector continued its uptrend in growth. 

When we look at June 2006-June 2007 period, net asset value of the Turkish investment funds (excluding pension funds), increased 10.3% to EUR 13.9 billion in June 2007, compared to EUR 12.6 billion at the end of June 2006. During this period the total amount decreased in terms of Lira value, however the lira’s appreciation against foreign currencies caused an increase in terms of Euro value.

The net asset value of the pension fund system more than doubled to EUR 2.1 billion in June 2007, compared to EUR 938 million in the first half of 2006. 
A majority of the Turkish mutual funds system is still comprised of liquid funds. 84% of the total investment funds in Turkey are money market funds. As of June 2007, only 3% of the total investments are placed in equity funds.  
Mutual Funds System

In Turkey, there are two different types of Mutual Funds which are classified as Type A and Type B funds. Type A Mutual Funds are required to invest at least 25% of their assets in equities that are issued by Turkish companies, while Type B Mutual Funds have no such obligations.

As of June 2007, the total net asset value of all Type A Mutual Funds in Turkey reduced to EUR 420 million, showing an 11.6% decline when compared to June 2006. There are 119 Type A Mutual Funds in Turkey, as of June 2007. The breakdown of the different categories of all Type A Mutual Funds are as follows; Variable funds: 44.54%, Index funds: 13.45%, Equity funds: 15.97%, Foreign Equity funds: 0.84%, Balanced funds: 15.97%, Private funds: 4.20%, Affiliates funds: 2.52% and Sector funds: 2.52%. 

	Kind of Funds  (Type A)
	Number Of Funds

	
	2006
	2007

	
	    Q2
	 Q3
	Q4
	Q1
	Q2

	
	
	
	
	
	

	Variable Funds
	53
	52
	52
	51
	53

	Equity Funds
	18
	19
	20
	19
	19

	Balanced Funds
	20
	19
	19
	19
	19

	Sector Funds
	3
	3
	3
	3
	3

	Affiliate Companies Funds
	3
	3
	3
	3
	3

	Private Funds
	5
	5
	5
	5
	5

	Index Tracker Equity Funds
	21
	18
	18
	18
	16

	Foreign Equity Funds
	1
	1
	1
	1
	1

	TOTAL
	124
	120
	121
	119
	119


As of June 2007, the total net asset value of all Type B Mutual Funds reached EUR 13,487 million, from EUR 12,164 million posted at June 2006 and the total percentage of Type B Mutual Funds has gone up 10.9% in June 2007. Type B Mutual Funds include many different types of investment funds, all of which have different investment criteria. They heavily invest in fixed income securities with a small amount of exposure in equities. There are 158 Type B Mutual Funds in Turkey and the breakdown of different categories of all Type B Mutual Funds are as follows; Bonds & Bills funds: 27.85%, Money Market Funds: 31.01%, Variable funds: 35.44%, Balanced funds: 0.63%, Foreign Equity funds: 1.90%, Private funds: 1.90% and Index funds: 1.27%, as of June 2007. 

	Kind of Funds  (Type B)
	Number Of Funds

	
	2006
	2007

	
	  Q2
	    Q3
	   Q4
	Q1
	Q2

	
	
	
	
	
	

	Variable Funds
	55
	54
	57
	56
	56

	Bonds and Bills Funds
	43
	42
	45
	44
	44

	Money Market Funds
	47
	48
	49
	48
	49

	Balanced Funds
	1
	1
	1
	1
	1

	Foreign Securities Funds
	3
	3
	3
	3
	3

	Private Funds
	4
	4
	4
	4
	3

	Index Tracker Equity Funds
	2
	2
	2
	2
	2

	TOTAL
	155
	154
	161
	158
	158


Net Asset Value of Turkish Investment Funds

	Type of Funds
	Net Asset Value ( EUR million)

	
	Q2/2006
	Q2/2007

	
	
	

	MUTUAL FUNDS
	12,638
	13,908

	A
	475
	420

	B
	12,164
	13,487

	PENSION MUTUAL FUNDS
	939
	2.120

	INVESTMENT TRUSTS
	1,363
	2,394

	Real Estate Investment Trusts
	1,063
	1,977

	Securities Investment Trusts
	243
	345

	Venture Capital Investment Trusts
	57
	72


Pension Fund System

There is no implementation of IORP directives in Turkey, but a similar private pension system was introduced to the Turkish financial system in 2003. The most important aspect of the Turkish pension system is that it is a fund based system, in which pension products (funds) are managed by the asset management companies in Turkey.

In the pension funds system, net asset value of the pension funds more than doubled to EUR 2.1  billion in 2007 Q2, from EUR 0.9 billion in 2006 Q2. Considering that all pension funds were incepted in October 2003, this amount also indicates the steady and fast growth of the pension funds industry in Turkey. Although there are many different types of pension funds for different investment strategies, the majority of assets in Turkish pension funds are government bonds. Pension fund companies in Turkey are entirely separate entities from traditional investment companies and asset management firms. 

In the private pension system, no income tax is claimed from the gains secured by pension funds. Income tax is applied when a participant leaves the system but at different rates depending on when the investor chooses to leave the system. If an investor retires from the system at the age of 56 with 10 years loyalty, the tax burden is only 3.5%. 
Regulatory and Taxation Issues
Mutual funds are established in the form of open-end investment companies in Turkey. They dare not a separate legal entity. They are operated in terms of the rules stated in the prospectus, which includes general terms about the management of the fund, custody of assets, valuation principles, and conditions of investing in the fund. The Capital Markets Board (CMB) is working on the implementation of EU Commission’s recommendations on UCITS III directives. 
Currently, funds in Turkey do not comply with the UCITS Directive, but as they are open-ended, marketed to the public and can be broken into equity, bond, balanced and money market funds, they are included in UCITS data in EFAMA statistics.   
A new tax regime for investment funds and trusts was implemented on October 1, 2006. The gains derived from the redemption of the investment funds’ units or the sale of investment trust shares are subject to 10% withholding tax for residents. 

Only the redemption of the funds’ unit which maintains a portfolio continuously consisting of at least 51% of shares traded on the Istanbul Stock Exchange and held for a duration of more than one year, are exempt from withholding tax. 

The law also brought some structurally important developments to Turkey’s fund industry. The funds do not pay withholding tax on the interest, capital and dividend gains; instead an investor is taxed at the rate of 10% when they realize their profits. Investors are not taxed until they redeem their funds.

The applicable withholding tax ratio is 0% for the non-resident investors on the gains over the investments of the funds and the shares of the trusts.  

A new Capital Markets Law is still on the agenda of the CMB. The new law is expected to bring some changes; further compliance to EU standards (UCITS Directives), gathering of capital market instruments under a single notion “financial assets”, construction of a developed mortgage system, simplification of established procedures for Close End Investment Companies, construction of open-ended Investment Companies, removal of limitations on Investment Fund founders, and the reform of Investment Fund management regulations. 

Corporate Governance

Corporate Governance Principles in Turkey were issued by CMB in June 2003. Therefore, the CMB has defined corporate governance principles, which can be used primarily by listed companies as well as by joint stock companies in both the private and public sector. 
The Turkish Institutional Investment Managers’ Association (TKYD) accepted EFAMA the code of conduct for investment and asset management firms and issued these principles as a guide to its members. Istanbul Stock Exchange is working on several international projects as part of EU accession process. 

Fund Standards and Distribution

Many initiatives have been taken by the Turkish Institutional Investment Managers’ Association (TKYD) towards transparency in the fund industry. CMB is regulating fund performance presentation standards based on global standards. CMB has also new initiatives for disclosure of fees and commissions. Investors are encouraged to review all disclosed information. 

The founding of open end investment funds is restricted to banks, insurance companies, charities, non-bank intermediaries (brokerage houses). 

For a foreign fund to be distributed in Turkey it should not be less than three-years old and in principle foreign funds should not have assets invested in Turkey.

Notice periods for mutual funds are; one business day for subscription and two business days for redemption in Equity funds and one business day for both subscription and redemption in Fixed Income funds except Money Market funds.


Trends in product development and level playing field issues

There are no real estate investment funds in Turkey.  There are only real estate investment trusts which are all closed-ended instruments.

Turkey put into effect the law to establish hedge funds in Turkey but hedge funds (free investment funds – FIFs) and funds of funds are new to the market and do not have viable shares yet. FIFs are able to set any minimum investment amount (including no investment amount) and to determine the number of investors. FIFs can only be sold to qualified investors. 

Structured products have a very short history (1-2 years) in Turkey and the total volume is considered to be less than $ 500 million. To date, structured deposits have been the only viable options for structured products (there are no established regulations for other types of structured products such as notes, funds etc.) and Turkish Central Bank regulates these structured deposits. CBT enforces the distributors to attach simple agreements to inform investors about their rights and responsibilities. Distribution is currently aimed at private banking clients. 

Other Activities of the Association

TKYD hosted the 20th International Investment Funds Association General Assembly last year in November, in Istanbul, gathering fund association members from more than 30 countries and many prestigious guest speakers. TKYD is becoming a widely recognized organization both domestically and globally. 

CMB is working together with TKYD to resolve many issues related with investment funds, as well as discussing certain proposals and offering solutions to some critical issues facing the investment fund industry in Turkey. Among these are new a Capital Markets Law which will bring new regulations to the ownership and management of investment funds. 

TKYD publishes a monthly newsletter in Turkish, covering monthly developments in the investment funds sector in Turkey. Professionals, researchers and graduate students are especially interested in TKYD’s monthly analyses. TKYD is also currently distributing questionnaires regarding institutional investments in Turkey by universities.
TKYD has 26 institutional (asset management companies, insurance companies and brokerages) and 51 individual members. 
Gür Çağdaş, the former vice president of TKYD was elected as its new Chairman in February of this year. The new board members were also elected in the General Assembly.

