Final Version[image: image1.jpg]International Year of
Microcredit 2005



 



Country: Turkey

Social and Economic Background of Turkey

According to the World Bank, in 2004, Turkey’s population reached 70.71 million, 67.3% of whom were between the ages of 15 and 64. In 2002, 5% of the population lived on less than US$1 per day and 25% lived on less than US$2 per day based on World Bank statistics. The bank also reports that the 2004 PPP adjusted GDP per capita in terms of international dollars was $7,710, a 9% increase from $7,068 in 2003.

According to the household budget survey (HBS) of the state institute of statistics, Turkey has a low rate of extreme poverty, however a considerable portion of the population is living close to the food and non-food poverty line. HBS findings point to the fact that an additional 1 million people moved below the food and non-food poverty line between 2002 and 2003. According to the International Labour Organization, Turkey had an unemployment rate of 10.3% in 2004. The informal sector of the economy encompasses approximately 6.3 million self-employed individuals or employers, or roughly 13.4% of the population, according to a UNDP study in 2003.  The M2/GDP Ratio in Turkey was 45.5% in 2004, according to a CGAP study.  The GINI index in Turkey was 0.4 in 2000, as reported by the World Bank. The informal economy in Turkey accounted for 32.1% of GNI in 2003, according to the World Bank. Turkey received US$804 million in worker’s remittances in 2004 according to the IMF, and Turkey received US$166 million in foreign aid and development assistance in 2003 according to the OECD. Foreign direct investment (FDI) into Turkey according to the IMF was US$1,562 million in 2003
The currency of Turkey is the Turkish Lira (TRL). Economic measures taken by the government under the supervision of IMF for the Turkish economy could not prevent the country’s financial crises of November 2000 and February 2001. As a result of the collapse of the fixed exchange regime, the Lira experienced a 50% depreciation in February 2001. The average exchange rate was TRL1.51:US$1 in 2002, TRL1.50:US$1 in 2003 and TRL1.43:US$1 in 2004, according to the Economist Intelligence Unit (EIU). 

Turkey has no plan to participate in the Financial Sector Assessment Program (FSAP) of the World Bank and IMF.
Doing Business in Turkey
According to the World Bank, entrepreneurs had to take 8 steps over a period of 9 days at a cost of 26.4% of GNI per capita in order to establish a new business in 2004.  In addition, a deposit of at least 25% of GNI per capita in a bank is required to obtain a business registration number as opposed to 44.1% for OECD countries. Registering property takes approximately 8 steps and 9 days, at an average cost of 3.3% of the property value compared to 4.9% for OECD countries. The cost to create collateral in Turkey is 19.9% of income per capita, compared to a regional average of 7.7%. Turkey’s World Bank disclosure index is 4, which compares favorably with the regional index of 2. Investor protection as measured by the World Bank Disclosure Index is 2, which compares unfavorably with the regional average of 3.6. A public and private credit registry exists covering approximately 32 and 300 borrowers per 1000 adults respectively. Turkey’s credit information index is 4, compared to a regional average of 2. 
Regulatory and Legal Environment of Turkey
According to World Bank data from 2004, enforcement of a contract in Turkey by a creditor takes approximately 22 steps and 330 days, at a cost of 12.5% of debt value. Filing bankruptcy in Turkey takes 2.9 years, at a cost of 8% of the estate, and yields a recovery rate of 25.7 cents on the dollar.
Turkey’s ongoing reforms in all sectors of the economy have resulted in a much stronger banking system. The Banking Regulation and Supervisory Agency (BRSA) continues to strengthen its supervision and monitoring of banking activities based on the Banking Act No. 4839 of June 1999 later amended by Act No. 5020 in December 2003, according to CGAP. 

According to its website, the main goals of BRSA are: to enhance banking sector efficiency and competitiveness; to maintain confidence in the banking sector; to minimize the potential risks to the economy from the banking sector; to enhance the soundness of the banking sector; and to protect the rights of the depositors. According to CGAP, in August 2003, a Draft Act on Micro-financing institutions enabling the licensing of both non-depository and depository microfinance banks was prepared. The draft law also allows associations and other charitable institutions to engage in lending activities. According to BRSA, the legislation is still in draft format and has not been ratified.  Pertaining to microfinance, the draft will include: establishment of microfinance institutions upon the affirmative votes of at least five of its members; microfinance institutions shall be founded as a joint stock company; and microfinance institutions can extend in kind or in cash loans to micro entrepreneurs by resolution of the board of directors. 

Regarding foreign direct investments, laws were recently enacted as a result of studies and cooperation with the IMF in order to simplify bureaucracy relating to foreign direct investment and to bolster Turkey’s capital inflow, according to the Embassy of the Republic of Turkey.
Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Turkey

In June 2005, the Banks Association of Turkey’s website stated there were 3 state owned commercial banks, 18 domestic banks, 6 foreign banks founded in Turkey, 7 foreign bank branches, 13 non-depository banks (3 of which are state owned), and one bank under the Deposit Insurance Fund, for a total of 48 banks with 5984 branches. According to Kiendel Burritt, in a UN Development Program report in 2003, none of the banks currently engage in traditional microfinance. 

However, Kiendel Burritt also reports, the state-owned banking institutions Halk Bank and Ziraat Bank provide loans to small to medium sized enterprises. Halk Bank channels loans to the micro and small enterprise sector to members of the trade cooperatives in part through a subsidized loan program supported by the Treasury. While Halk Bank focuses on members of the Association of Loan and Surety Cooperatives (TESKOMB), Ziraat Bank focuses on established clients in the agricultural cooperatives. 

According to Kiendel Burritt, the Foundation for the Support of Women’s Work, established by the Maya Enterprise for Microfinance in June 2002, is the first and only microfinance institution established in Turkey with the objective of becoming financially viable. Their goal is to “provide low-income women with long-term financial services so that they can improve their businesses and their living standards, and become active participants in the economic life of Turkey.” As an NGO, Maya is not regulated, and as of end 2004 Maya reached 1,058 women with an average loan balance of $398. 

Kiendel Burritt states that the Foundation for Waste Reduction has also initiated a microfinance project with the assistance of Grameen Trust. The Project will initiate its activities in Diyarbakir and plans to reach 4,400 clients within three years. Grameen Trust plans on building the operations using Grameen Bank trained management staff and local programme officers. It plans to transfer management of the operation to a local organization at the end of three years. The project plans to target women, and the poorest of the poor in its service area.

Neither the state owned banks, nor NGOs have been able to reach deeply into the target market, which is estimated by Kiendel Burritt to be between 1,084,800 and 1,627,200 clients, “assuming conservatively that between 20-30% of the market defined by vulnerable households will want services.”

National Committee Activities in Turkey

Turkey has developed a National Committee which includes members from the government, local banks/bank associations, nonprofits/microfinance networks/NGOs, private sector, UNDP, cooperation agencies, and multilateral agencies. The Turkish National Committee is establishing a Microfinance Sector Development Project to facilitate microfinance discussions and to draft legislation on MFIs. It has proposed a bill on microfinance institutions and has opened a Microfinance Information Centre through 2005. The Committee is hosting thematic workshops on microfinance and organizing a national conference. It is working on policy papers on non-banking finance institutions and is organizing a provision for policy advice. Turkey's National Committee is establishing the Turkey Grameen microfinance project and is supporting microfinance product development. 
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