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Disclaimer

This document (the “Document”) has been prepared by UniCredit S.p.A. and its controlled companies1 (collectively the
“UniCredit Group”). The Document is for information purposes only and is not intended as (i) an offer, or solicitation of 
an offer, to sell or to buy any financial instrument and/or (ii) a professional advice in relation to any investment decision.
The Document is being distributed by electronic and ordinary mail to professional investors and may not be redistributed,
reproduced, disclosed or published in whole or in part. Information, opinions, estimates and forecasts contained herein
have been obtained from or are based upon sources believed by the UniCredit Group to be reliable but no representation
or warranty, express or implied, is made and no responsibility, liability and/or indemnification obligation shall be borne by
the UniCredit Group vis-à-vis any recipient of the present Document and/or any third party as to the accuracy, complete-
ness and/or correctness of any information contained in the Document. The UniCredit Group is involved in several busi-
nesses and transactions that may relate directly or indirectly to the content of the Document. Accordingly, the UniCredit
Group may hold a position or act as market maker in any financial instrument mentioned in the Document. Information,
which is not reflected in the Document, may therefore be available to persons connected with the UniCredit Group. The
Document has been approved for distribution in UK by the London branch of UniCredit Banca Mobiliare S.p.A., regulated
by the FSA for the conduct of investment business in the UK. It has not been approved for distribution to or for the use of
private customers, as defined by the rules of the FSA. The Document may not be distributed in USA, Canada, Japan or
Australia.

1) Including Koc̨ Financial Service A.S., a joint venture established pursuant to the laws of Turkey, of which UniCredit S.p.A. has a
50 % shareholding.
The definition of “control” is pursuant to Italian laws.
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In Turkey UniCredit Group is represented by Yapi Kredi. Yapi Kredi is the

result of the merger between Yapi ve Kredi Bankasi A.S. and Koçbank

A.S. at the beginning of October 2006. The bank embodies the

strengths, experience and resources of two strong and long-estab-

lished institutions in the Turkish financial sector.

Yapi ve Kredi Bankasi A.S., established in 1944 as Turkey’s first 

nationwide private bank, has played a significant role in the country’s

economic development as well as in the improvement of individuals’ 

financial capabilities.

Koçbank A.S. was founded in the 1980s by Koç Holding and is one 

of the top industrial conglomerates in Turkey.

Yapi Kredi is currently the fourth-largest bank in terms of assets, with

leading positions in credit cards, managed assets, non-cash loans,

leasing and factoring. The group’s combined financial services network

constitutes a premier franchise in retail, corporate and commercial

banking. Yapi Kredi offers a broad range of banking products including

asset management, leasing, insurance and brokerage.

UniCredit Group in Turkey
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Turkey is undoubtedly one of the world’s most interesting emerging markets in terms of business

opportunities.

Its size makes the country a “natural” target for all the big international companies. It is the largest

emerging market after the so-called BRICs (Brazil, Russia, India, China) and the 17th biggest econo-

my in the world.

Turkey’s general business environment has improved substantially in the last few years following

deep structural transformation, especially after the 2001 crisis. Turkey is now much more resilient to

domestic and international shocks. From 2002 to 2007 real GDP growth averaged close to 7 %,

recording annual peaks of around 9 %. In 2008 global risks abound: the US economy and financial

market instability remain the major source of danger, but the Turkish economy and its banking sec-

tor are now much sounder than before. Growth slowed in 2007–2008, but is poised to accelerate

again given the expected recovery of consumer and business confidence.

Political stability, the government’s commitment to reforms (addressing the issues posed by public

finance and strengthening the financial system) and the EU convergence process have been impor-

tant drivers of change. While the AKP is the most stable government Turkey has had in its modern

history, the domestic political landscape is characterised by a strong divide between the government

and the secular powers. The latest confrontation (related to the decision whether to close down the

AKP for anti-secular activity) was resolved by the decision of the Constitutional Court in summer

2008, which ruled in favour of the AKP. The solution of the confrontation has clarified one of the

most important uncertainties facing the country.

Turkey is becoming a favourite target for foreign direct investment as it is both an efficient produc-

tion base and an important market for delivery of goods and services. Turkey’s industrial sector, de-

spite mounting competition from low-cost countries and the real appreciation of its local currency,

has preserved its competitiveness, with Turkey retaining its market share in international markets

(exports have more than quadrupled since 2000). Turkish producers remain major players in some

specific sectors: textiles, non-metallic mineral products (cement, glass, etc.), basic metals, white

goods and road vehicles. The potential of the domestic market is also huge: its population of 70 mil-

lion with fast growing incomes is without comparison at the European level. With an average income

of around EUR 7, 500 in terms of per capita GDP, the demands of Turkish consumers in terms of

quality and quantity will continue to increase.

Clearly, a further advantage of the Turkish economy is the achievement of EU candidate status (since

2005). Moving towards EU norms represented a major driver for the modernisation of the Turkish

economy and – despite the slowdown in the negotiations during the last two years – this will contin-

ue to remain an important driver for the reform process.

From 2005 to 2007 Turkey attracted three times the amount of foreign investment received in the

previous twenty years. The country’s business environment has been improving without interruption

and the privatisation agenda is still full (especially regarding infrastructure, the financial sector, and

the energy and food industries). Whilst we are not of the opinion that Turkey is immune from the 

current global financial crisis (the pass-through of sharp movements in financial variables to the real

economy has been traditionally painful in Turkey), we do believe that the resilience of the Turkish

economy has improved significantly and the return of better conditions in financial markets will help

the country to clearly be on the radar screens of foreign investors.

Executive Summary
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Next elections
Presidential elections: 2014 

(for the first time with a popular vote, as settled by the Constitutional

amendment approved on 30 September 2007)

Parliamentary elections: 2011

Legislative system
Legislative power is held by a single-chamber Parliament (whose 

550 members are elected for four years), and executive power by 

the Prime Minister (designated by the President of the Republic and

usually the leader of the main party).

In order for their candidates to win seats in Parliament, the parties

must exceed the minimum threshold of 10 %. The Constitution may

only be modified with a parliamentary majority of two-thirds (or three-

fifths with the subsequent obligatory recourse to a referendum).

Main Political Parties 

Governing Party:

AKP (Justice and Development Party, 340 seats)

Opposition Parties:

CHP (Republican Party, 98 seats);

MHP (National Action Party, 70 seats)

DTP (Democratic Society Party, 20 seats)

DSP (Democratic Left Party, 13 seats)

Independent (5 seats)

ODP (Freedom and Solidarity Party, 1 seat)

BBP (Big Unity Party, 1 seat)

Country Facts
Turkey

■ Area: 780,580 km2

■ Capital: Ankara (population: 4.5 mn)

■ Population: 70.6 mn

■ Life expectancy at birth: 73.14

■ Average age: 29 years

■ Currency: New Turkish Lira

■ Languages: Turkish (official),

Kurdish dialects, Arabic, Armenian, Greek.

■ Religions: Muslim 99.8 %, other: Christian and Jewish 0.2 %

■ Ethnic Groups: Turk 80 %, Kurd and others 20 %

■ Form of Government: Parliamentary Republic

■ Head of State: Abdullah Gul (28 August 2007)

■ Head of Government: Recep Tayyip Erdogan 

(March 2003, confirmed in July 2007)

ia

a

Turkey
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Modern Turkey was born with the dissolution of the Ottoman Empire at

the end of the First World War. In October 1923 the new Republic of

Turkey was proclaimed with Kemal Ataturk as President. In addition to

abolishing the Caliphate, he launched a dynamic modernisation pro-

gramme based on secularism and nationalism. When Ataturk died in

1938, control of the country passed to his right-hand, General Ismet

Inonu, who continued the pacifist line of President Ataturk, keeping

Turkey neutral in the Second World War except for brief intervention in

the closing months alongside the Allies. The first elections open to

other parties took place in 1946, and in 1950 the opposition Democra-

tic Party won the multi-party elections.

In the second half of the 20th century, economic recession and politi-

cal instability led to two military coups in 1960 and 1971.

In 1980, the government headed by Demirel was overturned once

again by a new military coup d’état which brought General Evren to

power. In 1983 elections were held and Ozal, the leader of the Mother-

land Party, took on the role of Prime Minister, initiating a series of 

economic reforms and liberalisation. Several destabilising factors re-

mained. The most significant was the armed Kurdish insurrection

aimed at independence (organised by the Kurdistan Workers Party –

PKK). Following the death of President Ozal, and the period of the Ciller

Government, the first woman prime minister in Turkey, in 1996 the

Welfare Party (subsequently banned in 1998) founded by Erbakan and

which also included the current Prime Minister Erdogan managed to

form a coalition government. However, the Welfare Party’s Islamic traits

and some attitudes bothered the strong secular establishment in

Turkey and the military among them fought back with a “soft” coup

that after only 6 months forced Erbakan to leave the government,

which once again passed into the hands of the coalition led by centre-

left Ecevit. Nonetheless, here again, the radicalisation of the armed

Kurdish insurrection, and the banning of the Virtue Party in 2001 (the

Virtue Party was founded in 1997 by some members of the Welfare

Party) for anti-secular activity resulted in rising opposition to the gov-

ernment. Finally, the economic stability programme that started in

2000 collapsed in 2001 on the back of a weak banking sector and un-

stable coalition government that could not keep up with the necessary

reforms. Resulting devaluation and sharp recession subsequently

forced the country into new elections.

In the 2002 elections while neither Erbakan nor Erdogan (the leader 

of the new, moderate wing of the Welfare Party) could officially run for

office, political Islam managed to propose two parties, the Erbakan-

backed Saadet (“Happiness”) and the Erdogan-backed Adalet ve

Kalkınma (AKP, “Justice and Development”). The voters granted the 

relative majority (34.2 %) of votes and the absolute majority of seats 

to the AKP (while the Saadet party stood at 2.5 % and the Kemalist 

Republican Party suffered a clear defeat with 19 %).

The winning AKP implemented a series of legal amendments which

allowed its leader Erdogan to return to political life and become Prime

Minister in March 2003.

A strong government majority do not prevent from
future tensions
Since the early elections in 2002, Turkey has been governed by a

majority single-party government composed of the Justice and Devel-

opment Party (AKP).

Turkey is a parliamentary Republic and the Head of State is the

President, elected (according to the latest constitutional changes 

implemented by the government in October 2007) by popular vote 

for a five-year term that is renewable once. The country has a unicam-

eral Parliament, the National Assembly, composed of 550 members,

elected in a proportional vote for a period of four years.

The role of the military, seriously reduced in recent years, warrants

attention. According to the Constitution, the Turkish Army is actually

charged with defending the secular state. But after three military coups

in 1960, 1971 and 1980 and the “soft coup” that toppled the Islamist

Refah Party from power in 1997, Turkey set out on a “new political

path” thanks also to the EU process.

The AKP Government in power since 2002 has been Turkey’s most 

stable government in years, and thanks to its undisputed parliamentary

majority it has significantly speeded up the reform process bringing

far-reaching changes in the political sphere (opening negotiations with

the EU; reducing the armed forces’ role in social and political life with

1. Political Outlook
Further challenges ahead
Francesca Nenci

■ In power since 2002, the AKP Government has significantly

speeded up the reform process bringing farreaching changes

in the political sphere, the economic domain and the social

environment

■ While this has been the most stable government in Turkish

modern history, the domestic political scene is clearly

characterized by a strong divide between the Government 

and the secular power

■ The latest confrontation has been related to the decision

weather to close down the AKP itself for anti-secular activity.

The decision of the Constitutional Court in summer 2008 – 

in favor of AKP – has cleared one of the most important

uncertainties in front of the country. The divide will re-emerge

in the future and some tensions could arise in view of the local

elections, to be held in March 2009

■ The EU accession process (Turkey is a candidate country

since 2005), despite slowing down in the most recent two

years, will remain an important anchor
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extended powers given to the Turkish Court of Accounts to control mili-

tary expenditure; introducing direct elections instead of parliamentary

ones to elect the President of the Republic), the economic domain (in-

troducing a sounder fiscal policy; opening up the economic system;

speeding up the privatisation process and innovating the regulation of

FDI by adopting a liberal approach) and the social environment (ex-

tending the freedom of association, opinion and press; recognising the

cultural rights of non-Turkish ethnic groups, above all Kurds).

During the legislature, Turkey’s strong economic growth helped the

AKP to consolidate its parliamentary majority. The performance of the

government was also approved by the electorate in the solid victory

obtained by the AKP (46.4 % of votes and 340 seats), during the latest

early elections held on 22 July 2007.

The continuity of the AKP government, which has promised a new pri-

vatisation scheme and further impetus in liberalising the economy and

the labour market, is an important element of stability for the country.

However, Turkey’s main political challenge remains the same as ever:

the growing polarisation and the existing cleavages between the con-

servative government and the secularist state establishment. In partic-

ular, since its first election in 2002 the AKP has been accused by the

secularists – including the Army, the judiciary and academics – of hav-

ing a secret “Islamic agenda”, to replace the existing order dating back

nearly 90 years with religious rule.

The divisions between the AKP government and the secular power of

the Armed Forces led to a serious political crisis on the occasion of the

parliamentary elections for the President of the Republic in April 2007.

After heated debates and tensions, PM Erdogan announced early gen-

eral elections for July 2007 to break the political impasse: the AKP was

confirmed as the leading party and Abdullah Gül was elected by the

new Parliament as President of the Republic.

Recently, tensions flared between the government and the secularists

again after Parliament approved the AKP-sponsored law allowing

women to wear headscarves in universities (February 2008). The law

was then (June 2008) declared unconstitutional by the Constitutional

Court because it was contrary to secular principles. The AKP’s move to

ease the headscarf ban played a central role in the Chief Prosecutor’s

decision, at the beginning of 2008, to ask the Constitutional Court to

close down the party and ban 71 of its leaders from party politics for

five years – including PM Erdogan and President Gül – on the grounds

of its anti-secularist activities. However, in summer 2008 the Constitu-

tional Court rejected the Chief Prosecutor’s appeal and did not close

down the AKP. This cleared one of the most important uncertainties in

front of the country and the political environment can now be consid-

ered safer than in the last two years. The next confrontation of the

main political blocks will be for the local elections, to be held in

March 2009.

From both the political and economic side, the EU convergence

process has represented another important element of the recent Turk-

ish history. From November 2002 and despite the initial scepticism of

the international community, the AKP undertook a vast series of re-

forms with the ultimate aim of joining the European Union. Conver-

gence to the European Union was beneficial for Turkey in terms of legal

and economic restructuring and negotiations were officially opened on

3 October 2005 (Turkey has now the status of “candidate country”).

However the road towards EU seems very long and not smooth: many

hurdles will have to be faced in the next years (public opinion’s mood

in Western Europe, the Cyprus issue, many reforms, etc.). In the last

two years the speed of the EU convergence process has been rather

disappointing. The process has clearly slowed down and Turkish au-

thorities need to revive them. As the slowdown of the reform process

was largely attributed to the elections, the relations with the EU should

gain momentum, like in the past. Indeed, the EU accession period has

been an intense reform process for Turkey. In the first eight of nine re-

form packages, 218 articles of 53 different laws were amended. The

most prominent structural reforms include the Banking Law, FDI law,

Insurance law, and tax reform. The simplification of legal and regulato-

ry rules governing the conduct of business was achieved, reducing

business registration significantly. The new Turkish Commercial Code

and Capital Market Law, which substantially improve alignment with

the acquis, will be adopted and the envisaged legislation is expected to

boost FDI inflows. Hence the continuation of Government’s adherence

to economic and EU reforms is the key to help improve both the re-

silience of the Turkish economy and support the development of the

political environment.

Political Outlook
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The political stability secured by the first AKP administration boosted

the recovery of the Turkish economy: from 2002 to 2007 real growth

was close to 7 % on average, recording annual peaks around 9 %, and

the Turkish economy is now more than double the size it was at the be-

ginning of the decade. Hence, the period of high political uncertainty

and sluggish economic performances characterising the 1980s and

the 1990s have been left behind.

Indeed, ups and downs have characterised recent Turkish history, with

sharp economic slumps in 1994, 1999 and 2001. During the last cri-

sis the Turkish gross domestic product (GDP) contracted by 5.7 %, and

inflation reached 70 %. At that time the budget deficit and public debt

reached the astounding levels of 12 % and 80 % of GDP respectively.

In a few months, between February and October 2001, the Turkish lira

depreciated by 130 %.

From 2001, the Turkish economy has managed to transform itself in a

short period of time, thanks especially to a consistent stabilisation plan

based on reconverting agents’ expectations by dealing with the prob-

lems of public finances and by strengthening the financial system.

This policy has been effective and years of chronic inflation have faded

away. Inflation fell to 7.7 % in 2005, which is a 30-year low (but infla-

tion was again higher than 10 % in the most recent readings). From

January 2005 the Turkish lira has been rescaled through a technical

operation – 6 zeros has been dropped – providing an additional signal

of the commitment by the authorities to contain inflation.

The effects on the corporate sector were also visible: the Turkish

manufacturing industry benefited from strong productivity gains and

declines in unit labor costs. The corporate sector’s return on equity and

return on assets ratios are now back at their levels prevailing in mid-

1998. The improvements in productivity gains, corporate profits and

the recovery in financial conditions contributed to capital formation, in-

creasing private sector’s appetite for hiring new staff and undertaking

new investments.

However, in spite of the positive economic performance during

2002–2007, vulnerabilities – common to other emerging markets –

still persist: public debt is still a heavy burden, especially considering

the heavy cost of servicing it, the high interest rates, and the fact that

disinflation process is still far from being completed. So far, Turkey

remains one of the few countries in Central and Eastern Europe with a

rating below the investment grade – the cut-off level between risky

and non-risky countries. And, the Turkish economy is still very sensitive

to international market moods, as evidenced, for instance, during the

“mini-crisis” in spring 2006 and the US subprime mortgage concerns

in 2007 and 2008.

Although Turkish economy was already relatively open to foreign in-

vestments before 1990, the role of foreign direct investment in the

country has never been as relevant as in recent years. FDI inflows have

experienced a rapid surge since 2005, especially in services, mainly

finance and telecommunications. This vast inflow of capital – con-

tributing to the financing of the mounting current account deficit as im-

ports exceed exports by far – was the by-product of an acceleration in

the privatisation process. The mentioned EU convergence process did

the rest, putting Turkey in the radar screens of foreign investors.

The macroeconomic outlook:
local political risks remain, global risks abound but
the economy is resilient
Turkey has suffered a lot from the roller-coaster performance in the

economy, as mentioned, especially during 1989–2001 (a period that

was marked with two major crises, one in 1994 and the other in

2001). But in the aftermath of 2001 crisis Turkey has been growing

very rapidly. Not only the economic growth performance has been

spectacular when compared to the previous years, it has also been

remarkable in comparison to that of the countries in the Central and

2. Macroeconomic environment
The Turkish economy in the 21st century: 
a structural transformation
Eren Ocakverdi, Matteo Ferrazzi, Yelda Yucel

■ The radical structural transformation which characterized the

Turkish economy in the last years, especially since the 2001

crisis, has made it clearly resilient to domestic and interna-

tional shocks

■ Local political risks improved but remain, global risks abound:

the US economy and financial market instability remain the

major source of danger, but the Turkish economy and its

banking sector are solid

■ Growth slowed down in 2007–’08, but it is set to accelerate

again given the expected resumption in consumer and busi-

ness confidence

Macroeconomic scenario in Turkey: 
comparison with the recent past 

Average Average
1998–2001 2002–2006 2007

GDP growth (in real terms, %) –0.4 7.2 4.6

Inflation (December, %) 61.5 15.0 8.4

Interest rates (CB reference, simple) 81.6 23.8 15.8

Public Debt/GDP (%) 58.9 60.0 41.6

Budget Balance/GDP (%) –9.7 –5.4 –1.6

FDI/GDP (%) 0.7 1.5 3.4

Source: Central Bank, UniCredit CEE Research Network
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Eastern Europe. In fact, only Russia exhibited a growth performance

similar to Turkey’s, while the Central European countries lagged behind

in this sense.

The Turkish economy in 2008 has been affected by the political turmoil

and the financial crisis originated from US and international financial

markets. The upturn of economic growth observed between the second

half of 2007 and beginning of 2008 has been short-lived. Growth was

weak in the second quarter of 2008. The overall growth of 4.6 % in

2007 was already lower than the previous five years’ average. In addi-

tion to the stress exported from the European and US markets, private

expenditure and especially private investments, the flagship of growth

for some years, do not yet signal any clear recovery. Anyway the transi-

tion to a much lower growth scenario should not be too abrupt. As a

baseline scenario, we predict that growth will remain close to 4.0 %

this year, at 4.6 % in 2009 and 5.5 % in 2010. The growth environ-

ment will benefit from the clearance of political risks (following the

Constitutional Court decision in July 2008), on one side, but on the

other side the turbulence at international level will test the resilience of

the Turkish economy (structurally more solid than in the past).

Externally, despite the Turkish Lira’s appreciation and the weak global

economic framework, Turkey’s exports nearly quadrupled with respect

to 2000 and reached to USD 108 billions in 2007. The improvement in

labour productivity, the disinflationary gains and the downward trend in

interest rates have helped buffer the external competitiveness from any

potential negative impacts resulting from the Lira appreciation. The re-

covery in domestic consumption and investment spending caused im-

port volumes to increase significantly. Turkey’s current account deficit

therefore widened to 5.8 % of GDP in 2007 through trade deficit. In

the 2008–’10 period we expect the current account deficit to remain

higher than 6 % of GDP, driven by the expected robust growth in im-

ports (especially regarding intermediate and investment goods, as ef-

fect of the sustained growth in manufacturing activity).

The financing quality of the current account deficit has deteriorated in

2008. This is revealed by the declining share of non-debt financing.

FDI inflows in the first five months accounted for half of those from last

year. Big-ticket deals in FDI in the first half of 2008 included the privati-

sation of the tobacco unit of TEKEL, the sale of Migros (retail chain

store) and sales in the banking and insurance sectors. In the first half of

the year, completed sales approached USD 9 billion. We believe that FDI

inflows will be lower than in the previous two years, due to the effect of

global trends. The FDI potential of the Turkish economy remains, howev-

er, very high, as the privatization process will continue in many areas.

On the other hand, there were some outflows from portfolios in 2008

signalling some increased cautiousness of foreign investors. A large

amount of total capital inflows stemmed from borrowing through loans,

by banks and by the corporate sector. Indeed, the corporate sector

continues to borrow heavily from abroad, with some risks in the avail-

ability (and cost) of credit for the corporations themselves, especially if

we take into account the open positions in terms of foreign currency

(corporations borrowing on foreign currency).

Inflation outlook:
fully exposed to the global environment?
On the inflation front, this variable is now a source of concern at global

level, and the Turkish economy is not immune from global pressures on

energy and food prices. In 2007, inflation in Turkey has declined to the

lowest levels in three decades, with prices rising by 8.4 % on a year-

on-year basis for CPI at the end of 2007. Strong deceleration in the

underlying inflation rate, together with the strong Turkish Lira, has

weakened inflationary pass-through effects, creating a virtuous circle

of low inflation expectations. However, since the second part of 2007

increases in food and energy prices are taking its toll on inflation in

Turkey. Central Bank of Turkey (CBRT) announced that 4 % inflation

target of 2008 will be definitely missed (for the third year in a row) and

a relatively long period – more than two years – is required to achieve

the 4 % target. Meanwhile, CBRT has changed the inflation targets for

the period 2009–2011. Revised inflation targets for 2009, 2010 and

2011 are set at 7.5 %, 6.5 % and 5.5 %, respectively.

During 2008 the CBRT resolutely reacted to the worsening inflation

outlook and increased its policy rate from 15.25 % to 16.75 % in three

consecutive meetings in May, June and July, after having lowered rates

in the first months of the year. The Turkish interest rates are now at the

highest level among OECD countries.

Macroeconomic environment
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In summary, for quite some time Turkey has been struggling with glob-

al imbalances (e.g. financial turmoil, oil prices, sub-prime and financial

crisis in 2007–’08) along with domestic political tensions (e.g. general

and presidential elections in 2007, closure case of ruling party in

2008). During this period growth did not vanish, foreign investor did

not loose faith and the macroeconomic environment remained sound,

with inflation increasing less than in other peer countries and fiscal ac-

counts remaining under control. This is the effect of the structural

transformation of the previous years: the steps Turkey has taken in the

last five years significantly contributed to Turkey’s resilience against

external shocks. Political risks sharply improved but remains, local

economic risks are visible as well and global risks abound, but the

Turkish economy is not in any deep crisis like the ones experienced six

or seven years ago.

■ Growth potential in the longer term 

(possibly related also with the South Eastern underdeveloped areas)
■ Continuation of FDI flows (and future potential in this sense, also

connected with privatizations)
■ Solidity of the banking sector and its limited exposure to external

funding (hence relatively protected from the “subprime” crisis)

■ Turkish assets, and the economy itself, are very sensitive to

international markets’ volatility
■ Political turmoil will re-emerge in the future
■ Reduced commitment to fiscal discipline (lower primary surplus in

the next years)
■ Disappointing EU convergence process
■ External conditions will drag down growth, at least in the short term
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The Turkish macroeconomic picture

Positive Negative

Macroeconomic data and forecasts

2005 2006 2007 2008f 2009f 2010f

GDP, nominal (EUR bn) 387.0 419.2 477.9 531.1 607.2 662.8

Per capita GDP, EUR 5,520 5,950 6,770 7,500 8,550 9,310

Real GDP, yoy (%) 8.4 6.9 4.6 4.2 4.6 5.5

Inflation (CPI), yoy, Dec (%) 7.7 9.7 8.4 11.0 7.8 6.8

Inflation (CPI), yoy, avg (%) 8.2 9.6 8.8 10.5 9.0 7.3

Unemployment rate (%) 10.3 9.9 9.9 10.5 10.0 9.5

Exchange rate/EUR, eop 1.595 1.860 1.714 1.813 1.877 1.950

Reference rate, Dec, simple 13.50 17.50 15.75 16.75 15.75 14.25

Current Account/GDP (%) –4.6 –6.1 –5.8 –6.5 –6.7 –6.8

FDI/GDP (%) 2.1 3.8 3.4 1.5 1.6 1.7

Budget balance/GDP (%) –1.1 –0.6 –1.6 –1.6 –1.4 –1.3

Public Debt/GDP (%) 54.1 48.2 41.6 37.5 35.0 32.6

Source: Central Bank, Turkish Statistical Institution, Yapi Kredi Strategic Planning and Research, UniCredit CEE Research Network.
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Like many other developing economies in the world, the main econom-

ic development strategy of Turkey was centered on import substitution

policies during the 1960s and 1970s. During the 1980s, the country

geared towards a more outward-oriented economic development strat-

egy (restrictions on imports were lifted, exchange rates were allowed to

depreciate in real terms, procedures for foreign direct investment were

simplified, etc.).

Over the past two decades Turkey has successfully shifted to a growth

strategy based on open and competitive markets. In the aftermath of

twin crises in 2000 and 2001, high growth rates were achieved on the

back of fundamental macroeconomic and structural reforms. Currently

Turkey is in a transition period right between the successful recovery

and sustainable path of high growth. Despite the mounting competition

from low-cost countries and real appreciation of domestic currency,

the business sector has managed to maintain its market share in inter-

national markets.

A strong manufacturing sector and an attractive
local market
Economic performance varied with respect to sub sectors and the

main engine of the growth has been the manufacturing industry. Re-

cently, in addition to the manufacturing sector, the services sector and

construction has also been contributing to economic growth. Despite

the improving harmony in the sectoral breakdown of the overall growth,

agriculture sector has acted as an outlier as the contribution of agricul-

tural sector to economic growth declined significantly in recent years.

During the post-crisis era high growth rates were observed in invest-

ment, production and exports of the manufacturing industry along with

the changes in the sectoral composition of exports. The sectors, which

achieved highest production growth during 2002–2007 period were

office equipment, motor vehicles, machinery and equipment, metal

products, publishing, electrical machinery, wood products, basic met-

als, chemicals and plastic products industries.

With the integration of countries such as China and India to the world

trade system, competition based on input costs in the basic industrial

products has become difficult. Since 2002, the production of traditional

sectors such as textiles, wearing apparel, and leather products has ex-

3. Investing in Turkey
The main industrial patterns
Eren Ocakverdi

■ Despite the mounting competition from low-cost countries

and real appreciation of domestic currency, the Turkish

business sector has managed to maintain its market share in

international markets 

■ Turkish producers remain major players in some specific

sectors: textiles, non-metallic mineral products, basic metals,

white goods and automobiles.

■ The main interest of foreign investors is not only related in

producing in Turkey, but especially in serving the vast local

market.

■ Turkey is a “natural” target for all the big international compa-

nies as it is the largest emerging market after the so-called

BRICs and the 17th biggest economy in the world. With an av-

erage income of around EUR 7, 500 in terms of per capita

GDP, growing rapidly, the demands of consumers in terms of

quantity and quality will continue to increase and a growing

number of foreign companies is expected to enter the market.
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perienced a negative performance. On the contrary, the share of medi-

um and high technology sectors in the manufacturing production and

exports, after Customs Union with EU, has increased.

Turkish producers remain major players in some specific sectors: tex-

tiles, non-metallic mineral products, basic metals, white goods and au-

tomobiles. Turkish exports in textiles, for example, account for almost

3.5 % of the entire world textile trade (and 7 % of EU-15 imports), de-

spite the difficulties due to increasing competition from emerging mar-

kets. The sector is characterized by having many small enterprises and

a very interesting chain of suppliers. Turkey is also a world leader in

non-metallic mineral products (with an export share of almost 3 % at

world level) as a significant producer of cement, glass, and other goods

and materials. The production of white goods, in which local manufac-

turers are particularly strong, is also competitive at international level,

and attracts foreign investments.

Looking at the automotive sector, companies like Fiat, Ford, Toyota,

Honda, Hyundai, and Renault are already in Turkey, manufacturing light

vehicles in particular and mostly through joint ventures with local

groups. More than one million of cars and light vehicles were produced

in Turkey. This represents 5 % of the whole European production; 15 %

in the segment of light vehicles. Truck production is also relevant (with

the presence, among others, of Man and Mercedes). At the same time

many supplier, follower of the main car manufacturers, are also pro-

ducing in Turkey, like Bosch (from Germany), Denso, Aisin Seiki

(Japan), Delphi, Lear, Visteon, TRW (USA), Magna (Canada), Faurecia

(France).

Turkey is definitely considered an efficient production base, from 

which many foreign manufactures serve also other markets. Turkey 

is a bridge to serve markets where links with Europe are weaker, like

Middle East, Caucasus and Central Asia.

However, the main interest of foreign investors is not only related in

producing in Turkey, but in serving the vast local market. Turkey in this

sense is the largest emerging market following the BRICs (Brazil,

Russia, China, India) and the 17th biggest economy in the world. It’s a

“natural” target for all the big international companies.

Its population of 70 million, with fast growing incomes, has no

comparison at the European level. Turkey is the second largest country

in Europe, after Germany, in terms of population, and with a favourable

demographic trend: Turkish citizens are younger than the European

ones, with an average age around 29 years, ten years less with respect

to the “old continent”. The city of Istanbul, with a population of around

12 million inhabitants, is the main door to enter the local market. In-

equality in incomes is relevant as well. The Turkish income distribution 
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Production Exports
2000 2006 2000 2005

High 5.9 6.0 7.8 6.0

Medium-High 22.5 27.1 20.4 28.5

Medium-Low 30.4 26.9 20.5 26.9

Low 41.2 40.0 51.3 38.7

TOTAL 100.0 100.0 100.0 100.0

Source: SPO

Turkey’s Position in World Trade

2005 2006 2007*

Turkey’s Foreign Trade

Exports (USD bn) 73.5 85.5 104.0

Imports (USD bn) 116.8 139.6 166.0

Percentage Share of world trade

Turkey’s Exports / World Exports 0.6 % 0.6 % 0.6 %

Turkey’s Imports / World Imports 1.1 % 1.2 % 1.2 %

Source: Annual Programme 2008, SPO * Estimation

Technology Intensity of Manufacturing Industry 
Production and Exports (% share)
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The real estate sector: an exclusive market? 
By Doga Taslardan Ersoy and Yelda Yucel

The real estate and construction sectors have been the fastest grow-

ing sectors of the Turkish economy in the post-2001 crisis period.

Factors such as decreasing interest rates (in parallel with declining in-

flation), positive sentiment in the economy and strengthening investor

confidence, all contributed to robust economic growth. In 2007, global

and local uncertainties seem to have slowed this performance to

some extent, although output growth in the construction sector still

continued at satisfactory rates.

The whole construction sector, which is one of the engines of overall

economic growth, faced a serious downturn during the 2001 econom-

ic crisis with a 17.4 % contraction in output. However, growth rates in

the sector bounced back from 2002 onwards and grew by an average

of 12.7 % during 2002–2006.

Both private and public sector agents have been heavily involved in

the recent construction activity in Turkey. As of 2007 it is estimated

that more than 1,000 mass housing projects throughout Turkey, most-

ly located in big cities like Istanbul, Ankara and Izmir, were carried out.

On the public side, governmental agencies such as TOKI (Housing

Development Administration), Emlak GYO (Real Estate Investment

Company), and subsidiaries of municipalities like KIPTAS, TOBAS, etc.

are the major players in construction projects in metropolitan areas.

The recovery in construction activities within metropolitan areas takes

three distinct forms. Firstly, older houses in the cities are abolished

and multi-storey buildings are built in their place. Secondly, upscale

housing complexes with extended social services (security, sports,

malls, etc.) are increasingly popular. And finally, suburban style luxury

villas are built in line with the demand from the upper classes who

want to move away from the disorder in the cities.

Turkey’s young and increasingly urban population is the source of res-

idential demand in the future. Around 70 % of the 70.6 mn Turkish

population are now under 30. The average household size, which is al-

most double the EU average, could be another factor of residential de-

mand in the coming years, assuming that the size of households will

decline over time towards nuclear families. Currently, the rate of home

ownership seems high (72 %), but this contracts significantly when

speaking about urban areas (64 %). Therefore, urban areas are ex-

pected to become the main source of demand for new construction

and residential activity. The current price per square meter in metro-

politan cities is estimated on average at between USD 700 and USD

2,000 for mass housing projects, which is quite expensive given the

low average income levels. Real estate prices may further increase

since land supply is very tight in urban areas.

Newly introduced mortgage law (February 2007), as well as the young

mortgage market, mean that households only recently started to fi-

nance their home acquisitions in this way. The new regulatory frame-

work introduces a variable rate on mortgages (different from current

housing loans) and an early repayment penalty on fixed-rate mort-

gages. Also, this law will enable banks to securitize their mortgage

loan stock and envisage a secondary market for issued mortgage se-

curities.

In the last few years, construction companies mainly targeted first and

upper part of the second highest income segment customers. In fact,

the demand of the higher income classes is relatively saturated al-

ready or at least will be soon. In the near future, middle and upper-

lower income level customers will be focused upon. The distribution of

incomes in Turkey is very uneven: the fact that 20 % of households

(top segment) control 48 % of total income implies that the potential

for growth in residential demand in the future rests on reaching the

middle and upper-lower income groups. Finally, demand from abroad

represents another relevant driver behind the recent development in

the Turkish residential market.

As mentioned, Turkey started to attract substantial foreign direct in-

vestment (FDI) from 2005. The real estate investments of non-resi-

dents also started to flourish in this period. Non-resident purchases of

real estate in Turkey amounted to USD 1 billion in 2003, whereas this

surged to USD 3 billion in 2006 and 2007, corresponding to 15 % of

total FDI. With over 300 days of sunshine a year, the Mediterranean

and Aegean coasts of Turkey are popular tourist destinations for for-

eigners who demand quality residential property. Thus foreign proper-

ty developers are constructing leisure and entertainment complexes

along the coasts, in light of the potential for foreign buyers.

In summary, backed by rising housing needs and increasing access to

bank financing, the prospects for the Turkish residential property mar-

ket remain positive.

is by far more unequal than in any other European country (Eastern

and Western), with a wide urban upper-class. Inequality is also visible

at geographical level: the West side of the country is well industrialized

and service oriented while the South and Eastern part is relatively less

developed.

Average income in Turkey is around EUR 7, 500 in terms of per capita

GDP in 2008 and it is forecasted to be not far from 10,000 in 2010. In

parallel of this increase, the demands of consumers in terms of quanti-

ty and quality will continue to increase and a growing number of for-

eign companies is expected to enter the market and serve these

needs.
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The changes in the Turkish legislation, to be in accordance with EU

norms and regulations, modernised the structure of the Turkish econo-

my in recent years.

In terms of aligning its economy to EU, Turkey significantly reduced the

role of the state sector through privatisations, transferred the regulato-

ry power of the state to independent regulatory authorities, and re-

moved the legislative and administrative barriers of free market econo-

my. In other words, Turkey has significantly improved the functioning of

its market economy in recent years and has made important legislative

amendments in various areas (such as Electricity Market, Natural Gas

Market, Telecommunications, Sugar, Tobacco, Banking, Petroleum Mar-

ket, Foreign Direct Investment, Reform of Agricultural Subsidies, In-

vestment Environment Policy Framework, etc).

The main achievement of these efforts has been a relevant surge in

foreign direct investments inflows in the country, in 2005–’07 struc-

turally higher than in the previous two decades. Privatisations played a

relevant role in this sense, and the privatisation agenda is still busy.

The energy sector constitutes the core of planned privatisations in the

next years, with energy distribution and generation plants. The privati-

sation process of ports is to be completed within the next two years.

State lottery, toll motorways and two Bosphorus bridges are also in the

privatisation portfolio.

Examining foreign investments in Turkey during 2003 and 2007, the

bulk of investments were concentrated in services sectors, oriented to-

wards the domestic market, and it is clear that investments in industri-

al sectors remained limited, (hence the so called “market seeking” FDI

rather than “efficiency seeking” FDI). Foreign investments in services

sectors accounted for around 74 % of total investments in 2007. More

specifically, financial intermediation received 60 % of the FDI. Inflows

to the banking sector amounting to USD 23 billion were quite impres-

sive over three years (see the box on the banking sector and the role of

the foreign players). The inflows to manufacturing sector (i.e. chemical,

non-metallic and basic metal) have followed an upward trend, and a

certain shift from the service sector to industry in the next years seems

4. The business climate
A strong flow of foreign direct investments,
not only privatisation driven
Matteo Ferrazzi and Eren Ocakverdi

■ Moving towards EU norms, the reform process in Turkey rep-

resented a major driver for the modernisation of the Turkish

economy

■ Thanks to this, from 2005 to 2007 Turkey attracted three

times the amount of foreign investment received in the previ-

ous twenty years

■ The so called “market seeking” FDI – with the aim of serving

the local market – are prevalent (rather than “efficiency seek-

ing” FDI as in other CEE countries)

■ Privatisations have played an important role as well in the last

years and the privatisation agenda is still busy

Companies in the privatisation portfolio

Name of the company Industry 

1. Sümer Holding Textile, leather, ceramics, carpet

2. Sümer Halı Carpet

3. T. Denizcilik İletmeleri Maritime

4. Tobacco, Tobacco Products,

Salt and Alcohol Enterprises (TEKEL) Tobacco Products, Salt

5. Turkish Electricity Distribution (TEDAS) Electricity Distribution

6. Ankara Doğal Elektrik Üretim ve Ticaret Electricity

7. Türkiye S̨eker Fabrikaları Sugar processing

8. KBİ-Karadeniz Bakır İs̨let. Copper

9. T. Halk Bank Banking

10. Doğusan Boru Sanayi ve Ticaret Pipe Production

11. THY-Turkish Airlines Airline

12. PETKİM Petrokimya Hold. Petrochemicals

13. Türk Arap Pazarlama Marketing

14. Kayseri S̨eker Fabrikası Sugar processing

Entities in the privatisation portfolio

Toll Motorways Bosporus Bridges PORTS

1. Pozanti–Tarsus–Mersin 1. Boğaziçi 1. State Railway’s Bandirma Port

2. Edirne–Istanbul–Ankara 2. Fatih Sultan Mehmet 2. State Railway’s Izmir Port 

3. Tarsus–Adana–Gaziantep 3. State Railway’s Samsun Port

4. Toprakkale–Iskenderun 4. State Railway’s Derince Port

5. Izmir–Çes̨me 5. State Railway’s Iskenderun Port

6. Izmir–Aydın

7. Gaziantep–S̨anlıurfa OTHERS

8. Izmir ve Ankara Çevre State Lottery
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plausible. The amount of greenfield investment is expected to rise over

the next term as well.

In general terms, despite a cyclical slowdown in 2008–’09, FDIs are

expected to remain at high levels in the longer term. The failure to at-

tract a meaningful level of FDI in the 1980s and 1990s had been a re-

sult of macroeconomic and politic instability in past. This era is over

now. For that stability is in place now, problems in business procedures

and competition with other investment locations, especially in Asia,

Central Eastern Europe and North Africa, play the leading role.

The competitive environment in Turkey
The openness of the Turkish economy and the local competitive envi-

ronment improved sharply during the last decade, especially following

the last economic crisis. This resulted, as mentioned, in higher FDI in

recent years and in an increasing interest from abroad for Turkish

companies and activities.

Many investments in the last years were carried on in combination with

local partners. The Turkish productive structure is indeed dominated by

some local players that are very strong. Some big Turkish conglomer-

ates, mainly family-owned, coexist with a vast number of local micro

enterprises. The first three financial-industrial big conglomerates –

Koç, Sabancı and Doğus̨ – practically pervade all the economy (from

manufacturing to media, tourism, etc.), and represent a big piece of it.

The revenues of Koç alone, the largest of the three conglomerates,

account for 8 % of the country’s GDP.
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Competitiveness Survey

Global competitivenes Ease of doing business Perceptions index Freedom of the press
World Economic Forum1 World Bank2 Transparency International3 Heritage Foundation3

rank country rank country rank country rank country

51 Poland 33 Azerbaijan 58 Poland 46 Poland

53 Turkey 45 Bulgaria 58 Turkey 76 Bulgaria

57 Croatia 47 Romania 62 Croatia 80 Croatia

58 Russia 59 Turkey 67 Georgia 80 Montenegro

61 Kazakhstan 70 Kazakhstan 70 Romania 84 Serbia

66 Azerbaijan 76 Poland 72 Bulgaria 90 Romania

73 Ukraine 94 Serbia 85 Serbia 98 Bosnia

74 Romania 103 Moldova 92 Bosnia and H. 98 FYR Macedonia

79 Bulgaria 106 Croatia 109 Moldova 105 Turkey

91 Serbia 119 Bosnia and H. 134 Ukraine 112 Ukraine

97 Moldova 120 Russia 145 Kazakhstan 164 Azerbaijan

106 Bosnia and H. 145 Ukraine 147 Russia 164 Russia

109 Albania 158 Azerbaijan 166 Kazakhstan

14 China 83 China 72 China 77 India

48 India 122 India 85 India 181 China

131 Total 181 Total 180 Total 195 Total

1) 2007–2008. 2) 2007–2008. 3) 2008.

Sources: World Economic Forum, World Bank, Transparency International, Heritage Foundation

Business Climate Indicators

Starting a Business Hiring-Firing Difficulty Index Registering Property Enforcing Contracts Closing a Business Paying Taxes

Procedures Duration Hiring Firing Procedures Duration Procedures Duration Duration Procedures Ratio to Gross
Number Days Number Days Number Days Years Number Profit (%)

Turkey 6 6 56 30 6 6 36 420 3.3 15 45.1

OECD Average 6 15 25 28 5 28 31 443 1.3 15 46.2

Source: Doing Business 2008, World Bank.
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Regarding the competitive position, according to World Bank’s “Doing

Business 2008” report, which provides measures for business environ-

ment regulations and their enforcement, Turkey was ranked 59 out of

181 countries in terms of ease of doing business (in a comparable po-

sition with Italy and Slovenia; worse than Germany, Austria, Hungary,

Slovakia, Romania and Bulgaria; better than Serbia, Russia, Ukraine,

China, India). Compared to the report of 2007, besides general rank-

ing, improvements are observed in Turkey’s situation in the areas of

starting a business, closing a business and paying taxes indicators. A

similar position (in the first half of the classification, in the 40 %–50 %

positioning area) is occupied by Turkey if looking at the competitive-

ness index of the World Economic Forum and the Corruption Percep-

tion Index of Transparency International (respectively 53rd on 131

countries, 58th on 180 countries1).

Production costs (labour, land, inputs) in Turkey are not as low as in

other emerging economies: hence the country has to “offer” other 

advantages and should continue to improve its attractiveness for the

business community to remain competitive at international level. It’s

clear that the evolution of comparative advantages will be shaped by

the improvements in the business environment, moving towards higher

value added activities if the country will succeed in this process.

All in all, the evolution of the Turkish economy during the last five years

has proved to be sustainable and the characteristics of many emerging

markets – high but very unstable growth, risky and difficult business

environment, high inflation, complex political context – will gradually

leave room to some qualities that will make Turkey similar to other

Central Eastern European countries, some of them already EU mem-

bers and not any more considered as emerging markets.

1) The first is a weighted average of different sub-index covering infrastructures, technological

readiness, higher education, and the macroeconomic framework. The second refers to the per-

ception of corruption among public officials and politicians in each country (the higher the posi-

tioning the lower the perception of corruption in the country).
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■ Ample and fast growing local market with a relevant potential 

■ Sophisticated upper-middle class of consumers

■ Base for accessing other countries where links with Europe are

weaker (Middle East, Caucasus and Central Asia)

■ Strengths in some productions: cement, ceramic, glass, basic metals,

white goods, cars

■ High level local supply in many manufacturing segments

■ Strength in “white collars” labour force

■ strong currency lead to a reduction in cost competitiveness

■ difficulties in joining EU and length of the process

■ excessive bureaucracy

■ taxes are higher than in other Central Eastern European countries

■ unfair competition resulting from informal economy which is very large

■ waves of political instability prevent investments during some periods

■ the South Eastern part of the country is still far from the standard of

the Western part and it is not a major target of foreign companies

Being present in Turkey: Strengths and weakness of the Turkish productive system

Strengths Weaknesses

Sources of attractiveness: a comparison among Central Eastern European countriess

Poland Hungary Czech Rep. Slovakia Romania Bulgaria Croatia Turkey

Population (mn, 2007) 38.2 10.1 10.3 5.4 21.5 7.6 4.4 70.6 

Average age, years 37 39 39 37 38 41 40 29

Youth education attainment level, 69 60 59 52 47 49 55 27

Science and technology graduates 11.4 5.1 8.2 10.2 10.3 8.6 5.7 5.7

GDP per capita, EUR, 2007 8,100 10,040 12,390 10,150 5,640 3,780 8,450 6,770

Gross monthly wages average, 2007 715 727 781 596 309 213 961 907 

Labour productiveity per person (EU25 = 100) 67 75 73 77 41 36 66 61

R&D expenditure, % of GDP 0.6 1.0 1.5 0.5 0.5 0.5 0.9 0.6

Corporate tax (%) 19 16 + 4 21 19 16 10 20 20

FDI (in % of GDP, avg 2005–’07) 4.4 5.7 6.3 5.2 7.1 19.7 7.4 3.1

GDP growth (real, in %, avg. 2005–’07) 5.5 3.1 6.6 8.5 6.0 6.2 4.9 6.6

Sources: Statistical Offices, UniCredit Group CEE Research Network
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Turkish banking sector compared to other CEE countries

Banks Branches Banking Market share Total gross loans Total deposits
(no.) (mn inhabit.) penetration1 Foreign banks TOP 5 EUR bn % of GDP EUR bn % of GDP

Poland 645 353 67 % 67 % 47 % 131 42 139 45

Hungary 38 151 69 % 68 % 55 % 61 61 46 46

Czech R. 37 192 81 % 97 % 66 % 63 50 89 70

Romania 41 255 48 % 89 % 58 % 44 36 38 31

Turkey 46 108 48 % 30 % 62 % 159 33 198 41

Russia 1296 163 71 % 12 % 45 % 343 36 299 32

Ukraine 175 333 69 % 33 % 58 56 38 37

Euro Area 6,130 571 98 % 18 % 43 % 11,114 126 8,993 102

1) Population aged 15+ having a banking relationship with a bank

Source: BRSA, UniCredit CEE Research 

The Turkish banking sector and the role of foreign players
By Matteo Ferrazzi

Following the economic crisis of 2001 the Turkish economy and its

financial sector underwent a radical transformation. The favourable

macroeconomic conditions, especially between 2002 and 2006,

coupled with a more encouraging attitude towards foreign invest-

ments have lured financial international players, which have entered

the local market through the networks of local banks. The entry of

foreign institutions has been substantial in the last three years and is

likely to continue as long as the privatisation process progresses,

given that some major banks are still state-owned. Indeed, the three

state-owned banks hold some 30 % of banking sector assets.

Before 2001 and in contrast to other transition countries in Central

and Eastern Europe, foreign capital was not prevalent in the Turkish

financial system. Late in 2001, HSBC – which already had opera-

tions in Turkey by that time – bought Demirbank, a middle-sized

bank, and this was the first major acquisition in the Turkish financial

market at that time. In 2002 UniCredit entered the Turkish market by

means of a 50 % joint venture (Koç Financial Service, KFS) with Koç

Holding, the biggest Turkish conglomerate, which owned a bank

ranked among the top ten in the sector. These two examples repre-

sented the first round, albeit modest, of foreign investor acquisitions

in the Turkish banking system.

However, it was between 2004 and 2006 during the economic con-

solidation of the country that foreign interest in Turkey surged, and

not only in the banking sector. Many privatisation deals were

achieved, particularly in 2005, including Tupras̨ (refinery), Erdemir

(steel), Türk Telecom, Telsim (Telecommunications) and IPOs of finan-

cial institutions such as Halkbank, Vakifbank, and the flag-carrier air-

line THY.

The banking sector in particular saw record inflows of foreign invest-

ments and the series of local bank acquisitions by foreign banking

groups has been one of the main determinants in restructuring the

Turkish financial framework. HSBC, UniCredit, BNP Paribas, Citibank,

Fortis, ING, General Electric Consumer Finance, Dexia and the Na-

tional Bank of Greece now all have significant commitments in Turkey.

Currently, four of the top fifteen banks are state-owned or semi state-

owned while the others are private. All of the other private banks, with

the exception of Is̨Bank (second-largest Turkish bank) have had some

kind of participation from foreign investors in recent years, very often

in conjunction with local partners. From 2002 to 2006, in less than

five years, the assets controlled by foreign banks have increased

sharply to almost 30 % from a low starting level of 5 %.

Top-15 Turkish Banks (December 2007)

Share of total assets Major Shareholders Share of total assets Major Shareholders

Ziraat Bank 14.4 % State-owned Denizbank 2.7 % Dexia

Is̨ Bank 14.3 % Pension fund of Is̨ Bank, CHP1 and floated HSBC 2.4 % HSBC

Akbank 12.2 % Sabanci Holding and Citibank Oyak 2.2 % ING Group

Garanti 12.0 % Doğus̨ Holding and General Electric Consumer Finance TEB 2.1 % Çolakoğlu Group and BNP Paribas

Yapi ve Kredi 9.0 % Koç Holding and UniCredit Fortis 1.8 % Fortis

Vakiflar 7.6 % State-owned and floated S̨ekerbank 1.1 % Bank TuranAlem (Kazakhstan)

Halk Bank 7.2 % State-owned and floated and Pension Fund of S̨ekerbank

Finans Bank 3.7 % National Bank of Greece Iller Bank 1.0 % State-owned Investment Bank

1) Turkish Republican People’s Party: traditionally secular and Kemalist (it inherited the tradition of Mustafa Kemal Atatürk, founder of the Republic), the party belongs to the Socialist 

International. The party, the second in Turkey in terms of votes at the last elections (it now represents the main opposition to the ruling AKP), has no voting rights in the bank.

Source: Turkish Banking Association, UniCredit CEE Research
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The EU convergence process will play a role in this sense. The simplifi-

cation of legal and regulatory rules governing the conduct of business

was achieved, reducing business registration significantly. The new

Turkish Commercial Code and Capital Market Law, which substantially

improve alignment with the acquis communautaire, will be adopted.

The envisaged legislation is expected to boost FDI inflows. The testing

times in the global environment we are currently experiencing can

postpone – but not arrest – the achievements of the benefits from this

process, but it can even represent a further incentive for the country to

speed up reforms.



5.1. Company Law

5.1.1. General information
Company Law in Turkey is governed primarily by the Turkish Commer-

cial Code (TCC) which has recently been adopted and updated.

The forms of enterprises in Turkey can be analysed under the Com-

mercial Law in broad terms. Commercial Law is the area of law con-

cerned with commercial activities. Merchants, companies, checks and

bonds, insurance, maritime trade and civil aviation are some of the key

issues of Commercial Law. Various laws and regulations specifically

regulate this field, but the main source for commercial law, which cov-

ers general principles, is the Commercial Code. The Civil Code and the

Code of Obligations contain the most important regulations for com-

mercial activities.

In light of the regulations of the Commercial Law (including the Code of

Obligations), the forms of enterprise can be classified in five sub-head-

ings as follows:
■ Capital companies
■ Partnerships
■ Joint ventures
■ Sole traders
■ Branches

The procedure for founding a company involves the registration of the

company in commercial registries which are maintained at the Cham-

bers of Commerce and Industry. Each company has a special file with

its own number in each register. The commercial register is open to the

public. All persons may examine the contents of the commercial regis-

ter and all documents and certificates that are kept in the registry of-

fice and request certified copies. Although some registries have elec-

tronic files, most of the registries in Turkey keep the records in paper

form. Online registration and online public access to the documents

and information in the registries are not available. Currently a new

trade law is being developed that will stipulate that all procedures con-

cerning the registration of companies are to be carried out online.

5.1.2. Capital Companies
The main document governing capital companies are the Articles of

Association (“Articles”) of the respective company.

By law, the Articles must contain information on the trade name, scope

of activities, founders, capital structure, duration (if any), board of direc-

tors/managers, general assembly, distribution of dividends, reserves to

be set aside and restrictions on and procedures for the transfer of

shares.

According to Turkish legislation, shareholder agreements are not con-

sidered to be a document that governs the company and which is bind-

ing on it. They are rather deemed to be separate documentation evi-

dencing the contractual relationship between a company’s parties and

entitling them to contractual remedies or recourse in case of breach.

Shares of capital companies can be in bearer or registered form. How-

ever, shares of certain companies like banks, insurance companies and

brokerage houses are required to be in registered form.

Holders of registered shares are registered in the company’s share

ledger and the transfer of registered shares is completed after the new

shareholder is registered in the ledger. The company has the right to

refuse to register a transfer for reasons specified in the articles or

without stating any reason, if so specified in the articles. In such case,

the purchaser does not acquire full ownership status of the shares and

is prevented from exercising his management rights, such as the right

to vote, until the registration is completed.

5.1.2.1. Joint Stock Companies (Anonim Sirket, AS)
Joint stock companies are established for an indefinite period with the

following requirements:
■ minimum of five shareholders (physical persons of legal entities)
■ equity of at least YTL 50,000 

Assets that may be treated as capital for foreign investors include:

Cash, machinery, equipment, parts, tools, goods, intangible assets

(patents, trade marks, etc.), natural resources exploration and manu-

facturing rights, shares in other companies, rights on profits obtained

from foreign investment and principal of foreign loans and interest

thereon and other financial rights.

Under Turkish law, certain activities such as banking or insurance can

only be carried out by companies established as an AS.

In addition, only an AS may offer its shares to the public and trade its

shares on the stock exchange.

The capital of an AS is divided into shares, each being separate and

conferring equal rights in proportion to their nominal value, except in

the case of special privileges. While shares are freely transferable, cer-

tain transfer restrictions may be set forth in the Articles. The transfer of

shares in an AS is effected through endorsement and delivery of the

share certificate or provisional share certificate, as the case may be.

Furthermore, once a subscribed share is fully paid in, the holder of that

share may not be excluded as a shareholder.

Legislation provides for two administrative bodies in the joint stock

companies: the Board of Directors and the General Assembly.

The board of directors is composed of at least 3 persons, who are

shareholders or representatives of the legal shareholders, designated

in the articles of association or elected by the general meeting. A Board

of Supervisors consisting of at least two persons can be established in

the articles.

5. Legal Basis and Environment for Investments
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The Board can also delegate its authorities fully or partially to a board

member (who is called “managing director”) or to a general manager

appointed from outside the company.

5.1.2.2. Limited Liability Company (Limited Sirket)
Limited liability companies need to have an initial capitalisation of 

YTL 5,000 and can have 2 to 50 shareholders. The duration of limited

liability companies is limited to a maximum of 99 years.

A shareholder of a limited liability company has a partnership share

calculated in accordance with the nominal value of the subscription

amount. In certain cases, the total share of each shareholder is regard-

ed as one equity share, regardless of the nominal value.

The liability of shareholders is in principle limited to the capital con-

tributed to the limited company. Nevertheless, shareholders of limited

liability companies are responsible for the tax and social security liabili-

ties of the limited liability company in case it is in default. If the tax 

office cannot collect outstanding taxes from the assets of the company

each shareholder is responsible for the unpaid taxes in respect of his

or her shareholding ratio to the company capital.

Shareholders of limited liability companies may be natural persons or

legal entities, residents or non-residents.

The shareholders’ meeting, consisting of all shareholders of the com-

pany, is the main decision-making body of the limited liability company.

The company is represented and managed by the manager or man-

agers appointed by the shareholders’ meeting. The managers can be

resident in Turkey or abroad, and they can be either foreign nationals

or Turkish citizens.

The following assets may be treated as capital for foreign investors:

Cash, machinery, equipment, parts, tools, goods, intangible assets

(patents, trade marks, etc.), natural resources exploration and manu-

facturing rights, shares in other companies, rights on profits obtained

from foreign investment and principal of foreign loans and interest

thereon and other financial rights.

5.1.2.3. Partnerships
Partnerships are not legal entities. The partners are all jointly and sev-

erally liable for the debts of the partnership. Unlike capital companies,

written articles of association are not required for the establishment of

a partnership.

All ordinary partnerships and commercial companies are subject to the

provisions of the Turkish Code of Obligations and the TCC. Two or more

individuals may form an ordinary partnership by entering into an oral or

written agreement, which has no impact on third-party relationships.

Ordinary partnerships may not have their own trade name, nor may they

appear in the Register of Commerce or the Register of Title Deeds.

The partners of an ordinary partnership have equal rights and obliga-

tions, they jointly own the assets of the partnership, and they have un-

limited liability for partnership debts.

5.1.2.4. Joint Ventures
Joint ventures are formed between legal entities and individuals or

partnerships to complete a certain project in a specified time according

to a written agreement. One of the partners to a joint venture must be

a capital company (see 5.1.2.1.) that is subject to corporation tax.

Joint ventures are separately subject to corporation tax (if preferred),

VAT and withholding tax, but have no separate legal entity and there-

fore do not have ownership rights.

A joint venture is an entity that includes foreign partners, established

for the completion of a specific contract. In recent years the govern-

ment and municipalities have availed themselves of foreign contractors

for specific projects.

5.1.2.5. Sole Traders 
If a commercial business does not have the legal structure of a compa-

ny and is not conducted in the form of a partnership, the business 

operation is treated as personal assets and liabilities of the owner.

The individual owner is the ultimate employer and manager of the firm.

The business must be registered with the Chamber of Commerce. For

tax purposes, the results of operations are reported in the sole trader’s

income tax return.

5.1.2.6. Branches
Foreign and domestic companies as well as partnerships and sole

traders may register a branch in Turkey.

Such branches are not a separate legal entity. The rights, debts, profits

and losses of the branch offices are assumed by the parent company.

A branch office can only engage in activities of its parent company. It

cannot provide goods and services or engage in any commercial activi-

ties that are not specified in the parent company’s articles of associa-

tion. Although there is no legal capital requirement for branch offices,

the incorporating company is required to maintain sufficient capital to

run the branch office in practice.

In accordance with amendments to existing laws a branch does not

need to be approved but the Undersecretary of Treasury has to be noti-

fied of the establishment of a branch.

5.1.2.6.1. Liaison office
Liaison offices are a specified sub-group of branches. Under Turkish law,

a liaison office cannot engage in any commercial or gainful activities.

It can only conduct ‘non-commercial activities’ such as market re-

search, customer services with the customers or suppliers of the par-

ent company, information gathering, advertising and promotional activi-

ties in Turkey.

A liaison office cannot repatriate funds except for the termination or

liquidation of the liaison office.
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5.1.7. Termination of companies
Turkish law permits companies to be terminated in two ways: the liqui-

dation can either be initiated by a court decision at the company’s re-

quest or at the request of creditors of the company.

A liquidation involves the conversion of assets into cash, settlement of

liabilities and distribution of the surplus to the shareholders in propor-

tion to their equity. Capital gains (asset realisation value less book val-

ue) are subject to corporation tax. Net liquidation proceeds (after tax)

can be repatriated. Liquidation is a fairly lengthy process generally

lasting eighteen to twenty-four months.

As regards the taxation of terminations of companies, the financial pe-

riod is replaced by the liquidation period, which starts when a company

is put into liquidation. The period between this date and the end of the

same calendar year, as well as every calendar year following this date,

is considered as a separate liquidation period. When liquidation is fi-

nalised, the final liquidation profit or loss is computed and the liquida-

tion returns, which were previously filed, are corrected and, if neces-

sary, taxes overpaid are refunded.

5.2. Accounting

5.2.1. General information
Turkey has made significant progress since 2002 in terms of the adop-

tion of international accounting standards. In 2002, a Turkish Account-

ing Standards Board was established as an administratively and finan-

cially autonomous public legal entity for the purpose of identifying and

publishing the national accounting standards that will be applied for

public benefit and that will ensure the development and adoption of

national accounting principles to enable accurate, reliable, balanced,

comparable and comprehensible financial tables in the audited finan-

cial statements.

The Board has decided to adopt the “International Financial Reporting

Standards” (IFRSs) to enable integration with international practice

whilst ensuring harmonisation with European Union legislation. Within

this framework, 36 national standards in full conformity with IAS have

been published in the Official Gazette since 2005.

It is foreseen that the remaining two standards will be adopted by the

Board once the two standards have been published as soon as possi-

ble after the necessary translation work has been completed.

In Turkey, since the beginning of 2005, banks and public companies

have been preparing their financial statements in conformity with the

IFRSs. The Turkish accounting standards which have been published as

of 1 January 2006 constitute current legislation for these sectors.

Following the publication of all Turkish Accounting/Financial Reporting

Standards in full conformity with the IFRS, it is foreseen that a separate

set of standards in full conformity with the relevant international

arrangements will be published for the small and medium-sized enter-

prises (SMEs) operating in Turkey.

5.2.2. Regulations for chartered public 
accountants, tax accountants and auditors

Turkish law classifies acounting professionals in three categories:
■ Independent Accountant (SM)
■ Certified Public Accountant (SMMM)
■ Sworn Public Accountant (YMM)

Individual persons and a certain number of professionals in auditing

companies respectively need a licence as Certified Public Accountant

or Sworn Public Accountant to carry out audits for taxation purposes.

Pursuant to Turkish tax legislation, accounting records such as the

Journal Ledger, Inventory Ledger, Production Ledger or Stamp Tax

Book have to be retained for five years following the relevant account-

ing period, and for a period of ten years in order to comply with the

Turkish Commercial Code. The financial records must be maintained in

the Turkish language and in Turkish Lira, and must be authenticated by

a notary public.

5.2.3 Financial statements and disclosure
The financial statements have to be prepared in accordance with the

Turkish Commercial Code and other relevant legislation. In case the

fundamental concepts and principles used in the preparation of finan-

cial statements differ from these principles, companies are required to

adjust the information in the financial statements accordingly, in line

with the relevant regulations.

Financial statements generally consist of the following components:

1. Balance sheet

2. Income statement

3. Cost of sales table

4. Source and application of funds

5. Cash flow statement

6. Profit distribution table

7. Statement of changes in shareholders’ equity.

The balance sheet and income statement tables along with their foot-

notes and appendices constitute the basic financial statements,

whereas the others form the supplementary financial statements.

For further information on the contents of the financial statements

according to Turkish legislation please see X.Annex.

5.3. Labour Law

Under Turkish Labour Legislation, the following Acts are relevant for

labour relations:

Labour Act, Maritime Labour Act, Act on Labour/Management Relations

in the Press, Trade Unions Act, Collective Agreements, Strikes and

Lock-Outs Act, Social Insurance and Unemployment Insurance Act,

Labour Courts Act, National Holiday and General Vacations Act, Week-

end Holiday Act, Employment Services Act, Labour Office’s Act, Ap-

prentice, Artisan and Master Workmen Act, Civil Servants’ Trade Union

Act and Employment of Foreign Employees’ Act.

Legal Basis and Environment for Investments
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The most important of these Acts is the Labour Act as it covers the

broadest spectrum of employees.

The new Labour Act governing relations between employers and 

employees came into force in June 2003. This Code contains several

new provisions in conformity with the international and supranational

regulations of the International Labour Organization and the European

Union. The new Act can be considered to be progressive and it has

radically changed the old system of labour relations. Through this Act,

relations between employer and employee are based on a different 

legal concept which affords more protection to employees.

5.3.1. Principle of equality 
Article 5 of the Labour Act regulates the principle of equality which

prohibits any kind of discrimination relating to employment relation-

ships with respect to language, race, gender, political opinion, philo-

sophical thinking, religion and sect, or similar reasons.

The above Article also emphasises that discrimination based on the

gender of an employee is not allowed when employees are working in

the same or equivalent jobs. However, discrimination may be allowed if

biological reasons or the nature of the work make it necessary.

Discrimination between employees working for a specified/indefinite

term of employment or on the basis of a part time/full time contract is

also prohibited.

If any violation of this principle occurs during the term or termination of

the employment contract, the employee has the right to request com-

pensation that can amount to up to four months’ salary and the rights

that he/she was deprived of.

5.3.2. Employment contracts
Through the employment contract, the employee undertakes to work

for the employer dependently and the employer undertakes to remu-

nerate the employee for the work rendered by him/her.

The employee is therefore bound by the employment contract to act

under the instructions of the employer. The employee does not have

the freedom to act outside the scope of the employer’s instructions as

an independent professional.

There are generally three types of employment contracts:
■ Temporary/permanent work 
■ Specified/indefinite period 
■ Part-time/work on call

There is no statutory procedure for the conclusion of employment con-

tracts but employment contracts that are signed for a specified period

of one year or longer must be in written form.

Employment contracts are exempt from stamp duty, other duties and

fees.

If there is no written employment contract the employer has to submit

a document to the employee indicating the general and specific work-

ing conditions, daily or weekly work hours, the term of the employment

contract, the amount of the employee’s salary, if specified, and any ad-

ditional payments, the time when the salary is paid, and the conditions

of termination.

5.3.2.1. Temporary/permanent work 
The criterion for distinguishing between temporary and permanent

work is the agreed period of employment. An employment period of a

maximum 30 working days is defined as temporary work; employment

periods of more than 30 working days are defined as permanent work.

Temporary work is governed by the Code of Obligations, not by the

Labour Act.

5.3.2.2. Specified/indefinite period
An employment contract may be concluded for a specified period of

time or for an indefinite period. As mentioned above, employment con-

tracts signed for a specified period of one year or longer are required

to be in written form.

Unless there is a sound reason, employment contracts for a specified

period cannot be renewed more than once. Turkish labour legislation

does not allow successive employment contracts for specified periods

unless there is a sound reason. If employment contracts are renewed

successively without a sound reason they will be considered to be an

employment contract for an indefinite period from the beginning.

5.3.2.3. Work on call
A work on call contract is a specific type of part-time employment con-

tract. The work on call model was recently incorporated in Turkish

labour legislation by the new Labour Act. A work on call contract must

be concluded in written form.

Unless stated otherwise, the working hours of a work on call contract

are 20 hours per week and at least four hours per day. The call should

be made at least four days before the date on which the work is to

commence. This regulation is aimed at protecting employees. Even if

there is no call within a period of one week, the employee is deemed to

have worked for 20 hours in this week.

5.3.3. Principal employer/sub-employer
relationship

Under the new Labour Act certain conditions require hiring a sub-em-

ployer. Only work that is secondary to the main business objective of

the principal employer, like auxiliary work or a part of the main work

can be sub-contracted, like cleaning, loading, unloading and construc-

tion work.

In order to protect the sub-employer’s employees, the new Labour Act

provides that the principal employer is jointly responsible for the em-

ployees of the sub-contractor with respect to the liabilities arising from

the Labour Law, the employment contract and the collective agree-

ments, to which the sub-employer is a party.

5.3.4. Probationary period
Probationary periods of up to 2 months can be agreed in employment

contracts. Longer probationary periods are not allowed in individual
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employment contracts. The only possibility for longer probationary 

periods is through collective labour agreements. In this case the 

probationary period can last up to 4 months.

During the probationary period, the employment contract can be 

terminated without prior notification or indemnity by both sides.

5.3.5. Termination of employment contracts

5.3.5.1. Termination of employment contracts for s
pecified periods

Employment contracts limited to a specific period expire on the date

specified in the contract. No further financial responsibilities arise for

the contracting parties.

5.3.5.2. Termination of employment contracts for 
indefinite periods

5.3.5.2.1. Termination of an employment contract 
requiring advance notification

Under the Labour Act, both employer and employee have the right to

terminate an employment contract for an indefinite period by comply-

ing with the minimum notification period.

However, it should be noted that the right to terminate indefinite em-

ployment contracts by an employee does not depend on any condition,

while the employer has the right to terminate an employment contract

only if there is a valid reason.

This condition of valid reason is only applied to an employer-employee

relationship that has lasted for at least six months and on the condition

that the employer runs the business with thirty or more employees.

The concept of valid reason relates to the efficiency or the behaviour 

of the employee as well as to the requirements of the company, work-

place or work. The Labour Act cites specific reasons that cannot be

considered as valid reasons for the termination of employment con-

tracts.

For example, membership of a trade union or reasons relating to race,

gender, political opinion, personal belief, religion and sect are not valid

reasons.

The employee whose contract has been terminated has the right to file

a lawsuit against the employer within one month as of the date of the

advance notification sent for termination of the contract if the reasons

of termination are not defined in the notification or if the employee is of

the opinion that the reason given is invalid. If the court decides that the

termination of the contract is invalid or groundless, the employer has to

re-employ the employee within one month. If the employer insists on

not re-employing the employee, the employer has to pay compensation

ranging from four to eight monthly salaries. The amount of compensa-

tion is determined by law.

However, employees can obtain this compensation if he/she has re-

course to the employer for re-employing him or her within one month

after the decision concerning the invalidity of the termination.

The aforesaid underlines the fact that both employee and employer

should respect the period of advance notification. If this period is not

taken into consideration, compensation has to be paid. The duration of

the period of advance notification depends on the employee’s length of

service. The Labour Act regulates the advance notification period as

follows:
■ 2 week period for an employment period of 0–6 months 
■ 4 week period for an employment period of 6–18 months 
■ 6 week period for an employment period of 18–36 months 
■ 8 week period for an employment period of more than 36 months 

It is possible for the employer to disregard these periods by paying 

an amount equal to that which the employee would receive during the

advance notification period.

5.3.5.2.2. Termination of employment contracts without
advance notification on justifiable grounds

The termination of employment contracts without advance notification

on justifiable grounds is not possible for indefinite employment con-

tracts and for terminable employment contracts.

Both the employer and the employee have the right to terminate the

contract under certain conditions stipulated in the Labour Act. These

conditions can be classified into three categories:
■ Reasons of health 
■ Cases which are incompatible with proper conduct, good will and

similar circumstances 
■ Force majeure preventing the employee from working in the work-

place for a period exceeding one week 

It should be stated that the right to terminate a contract on the grounds

of circumstances which are incompatible with good conduct or good

will may not be exercised after a period of six working days has

elapsed since the day on which one of the parties has been acquainted

with the action of the other party, and in any case after a period of one

year has elapsed since the occurrence of the event. If the employee

gains material benefit, then the period of one year will not be applied.

5.3.5.3. Severance payment
Under certain circumstances employers are obliged to make a sever-

ance payment. These circumstances are applicable for indefinite 

employment contracts:
■ Termination of the contract by the employer for reasons other than

those stipulated in Article 25-II of the Labour Act 
■ Termination of the contract by the employee in conformity with 

Article 24 of the Labour Act 
■ Termination of the contract on account of compulsory military 

service 
■ Termination of the contract by a woman on her own volition within

one year from the date of her marriage 
■ Termination of the contract with the death of the employer 

Legal Basis and Environment for Investments
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The severance payment is computed according to the last wage re-

ceived and the number of years worked for the employer.

An employee should have at least one year of service to be eligible for

a severance payment.

No severance payment has to be made when the contract of employ-

ment is terminated by the employee; exceptions are military service or

unethical behaviour of the employer.

Any woman who resigns within one year of her marriage is also enti-

tled to remuneration for her years of service with the company.

5.3.5.4. Collective dismissal of employees
Collective dismissal under Turkish law means:
■ the dismissal of at least ten employees by employers with 20 to 

100 employees,
■ the dismissal of at least ten percent of the employees by employers

with 101–300 employees,
■ the dismissal of at least thirty employees by employers with 301 or

more employees

in the same month.

Reasons for collective dismissal of employees are as follows: econom-

ic, technological or structural reasons, or due to similar causes related

to the company, working place or business.

The employer is required to give written notice to the Directorate of the

Turkish Employment Authority at least thirty days in advance.

5.3.6. Working conditions

5.3.6.1. Wages and salaries
A minimum wage is determined by the representatives of the govern-

ment, employees and employers at least every two years.

The monthly minimum wage applicable from 1 January 2008 to 30

June 2008 is YTL 608.40 in gross terms for employees aged 16 and

more.

The employer is obliged to pay employees their vacation bonus in ad-

vance i.e. before they commence their vacation.

There is no legal obligation concerning bonuses and other extra pay-

ments. The determination of bonuses and other extra payments is at

the discretion of the parties involved.

5.3.6.2. Working hours
The maximum weekly working hours is 45 hours. By mutual agreement

between the parties, the standard hours of work in a week may be dis-

tributed unevenly among the days of the week, provided that the total

daily working hours do not exceed eleven hours. In this case, the aver-

age weekly working hours of employees for a two-month period are

compared with normal weekly working hours. The above-mentioned

maximum working hours must not be exceeded.

5.3.6.3. Overtime
Overtime is defined as working hours exceeding the maximum of 

45 hours per week. The annual limit for overtime work is 270 hours.

Hourly wages for overtime work are 50 % higher than those for ordinary

working hours. The consent of the employee is necessary for overtime

work. When overtime work is undertaken on the weekend or on official

holidays, the employee is entitled to an additional full day working wage.

5.3.6.4. Compensation work
Employers have the right to request compensation work within two

months if the work is stopped for compelling reasons if a vacation enti-

tlement is granted to the employee at his/her own request or if working

hours are below the regular level because of official or general holidays.

Compensation work must not exceed three hours per day and the

overall maximum working hours.

5.3.6.5. Breaks 
Under the Labour Act employees are entitled to a break of 15 minutes

for 0–4 hours of work, to a break of 30 minutes for 4–7.5 hours of

work and to a break of 60 minutes for more than 7.5 hours of work.

The breaks should be consumed in the middle of the daily working

hours and according to local custom and working requirements.

Break hours are not included in working hours.

5.3.6.6. Annual vacation
Employees are entitled to an annual vacation after an employment 

period of one year.

Vacation entitlement ranges between 14 and 26 days depending on

the length of the employment period.

For employees under the age of 18 and over 50, the number of annual

vacation days must not be less than 20 days, irrespective of the length

of employment.

In the case of termination of the employment contract employees are

entitled to receive monetary compensation for unused vacation days.

5.3.6.7. Maternity leave
Female employees have the right to take maternity leave of up to 

16 weeks, 8 weeks before and 8 weeks after having given birth. They

are free to work upon the doctor’s approval until three weeks before

giving birth.

If necessary, these periods may be extended depending on the health

of the employee and the special requirements of the job. These periods

are determined by a medical report.

Following the 16-week maternity leave period, it is possible to have

unpaid leave for a period of up to 6 months. This period is not included

in the calculation of the annual vacation. Also, female employees have

the right to feed their children one and a half hours per day until the

child reaches the age of one year.
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5.3.7. Obligation to employ disabled persons,
ex-offenders and victims of terrorism

Employers with more than 50 employees are obliged to employ

disabled persons, ex-offenders and victims of terrorism. 6 % of total

employees should be disabled persons, ex-offenders and victims of

terrorism.

The contingent of disabled persons, ex-offenders and victims of terror-

ism as a percentage of total employees is determined on an annual ba-

sis by the Council of Ministers (current figure: 6 %). However, the rate

of employment for disabled persons may not be less than one half of

the total rate.

Both the employees who are working under an employment contract

for a specified and an indefinite period are taken into consideration in

order to determine the total number of employees in a workplace.

5.4. Employment of foreign nationals

The diverse and multi-faceted structure of legislation concerning the

employment of foreign nationals was standardised through the Law on

Work Permits Issued to Expatriates, which came into force in Septem-

ber 2003.

In order to be eligible to work and reside in Turkey, foreign nationals

need a work permit, a working visa and a residence permit if they are

not exempt from these requirements by special provisions in the

legislation.

Obtaining a work permit is the first step for obtaining permission to

work in Turkey. Work permit applications can be made to the repre-

sentatives of the Turkish Republic abroad (Turkish embassies) or di-

rectly to the Ministry of Labour in Turkey. Work permits are granted 

by the Ministry of Labour after consulting the relevant institutions, if

necessary.

After obtaining the work permit, the foreigner is entitled to receive a

working visa from the Turkish embassy in his/her home country. After

the working visa is issued, the application for a residence permit

should be submitted to the Ministry of Internal Affairs. It is also possi-

ble to submit the application to the respective Turkish embassy.

The Law on Work Permits Issued to Expatriates requires work permits

to be issued to “key personnel” to be employed in companies which

are deemed to be a “foreign direct investment with special priority” by

the Ministry of Labour immediately (within 15 days as of the date of

application) without evaluating the employee’s competence for the

specific position. The term “key personnel” in this provision refers to

the shareholders, chairman of the board, board members, general

manager(s) and assistant general managers, managers and other per-

sons in similar positions at the companies classified as “foreign direct

investment with special priority”.

Work permits to be issued for employees that are not regarded as key

personnel are evaluated by the Ministry of Labour in due consideration

of the development of the Turkish labour market and the current condi-

tion of the relevant industry. If the evaluation yields positive results a

written work permit is either sent to the foreign employee, or to his/her

employer in Turkey.

Work permits are issued for a maximum period of one year. It is possi-

ble to extend the validity period of the work permit for an additional pe-

riod of two years under the condition that the required applications are

submitted within the specified deadlines (at least 2 months prior to or

15 days subsequent to the expiry of the work permit), and that the ex-

patriate remains in the same place of business and within the same

profession.

At the end of this period of extension the employment period may be

extended for three years, without the obligation to work for the same

employer.

Employees who have resided in Turkey for at least eight years legally

and without interruption, and who have been legally employed for a 

total period of six years, are entitled to a work permit for an indefinite

period of time.

Foreign employees who obtain a work permit are obliged to submit a

request for an entrance visa to Turkey within 90 days of the date of 

receipt of the work permit certificates, and to apply to the competent

authorities for a residence permit within 30 days of the date of their

entry into Turkey.

5.5. Social security system

The Turkish social security system covers free health care at state hos-

pitals, a small pension, maternity benefits and unemployment insur-

ance. There are three institutions – the Social Security Institution, the

Pension Fund and the Bag-Kur – which are regulated by their own

laws under the social security system.

Private sector employees are covered by the Social Security Law. Both

the employee and the employer pay social security contributions. The

contribution rate is 14 % of the gross salary for employees and 19.5 %

of the gross salary for employers (the percentage varies according to

the risk potential of the work).

Health care, excluding prescription drugs, is provided free by the state-

run hospitals.

A small pension is payable upon retirement at the age of 60 for men

and 58 for women upon completion of 20 to 25 years of employment

provided that the long-term insurance premiums are paid for a certain

number of days. In practice, most employees prefer to continue work-

ing because of the inadequacy of the pension.

As a rule, foreigners working in Turkey are subject to Social Security

Law at the same rates as local employees. However, those who are as-

signed by a foreign employer only for a temporary period and paying

social security contributions in the home country may be exempt from

Legal Basis and Environment for Investments
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Turkish social security contributions, provided that the necessary docu-

ments are submitted to the Social Security Institute by the competent

authorities of the home country.

Turkey has bilateral social security agreements with various countries.

Turkey is also a party to the European Social Security Agreement. Most

bilateral treaties and the European Social Security Agreement enable

employees to be covered by the social security scheme of their home

country based on the length of their assignment in Turkey.

5.5.1. Private personal pension system
The system is funded entirely on a voluntary basis by means of individ-

ual retirement accounts. Employers can make contributions to the 

private pension accounts of their employees and deduct these contri-

butions from their corporate tax base as business expense. Such

arrangements are called Group Personal Pension Plans.

According to Law No. 4632 on the Private Pension Savings and Invest-

ment System, only licensed pension companies are entitled to sell 

personal private pension products and collect personal pension contri-

butions. The funds collected through this system are to be invested

through investment vehicles called pension mutual funds, which are

mutual funds founded by pension companies exclusively for the invest-

ment of pension money. Furthermore, the investment of these pension

mutual funds can only be managed by portfolio management compa-

nies and not by the pension company itself. The pension company pays

the portfolio management company a commission for the fund man-

agement services.

The Treasury (General Directorate of Insurance-Dept. for Private 

Pensions) and the Capital Markets Board are the main governmental

supervisory bodies in the system.

Moreover, the system has two daily monitoring and supervision mecha-

nisms which are used by the aforementioned institutions to ensure 

effective and efficient off-site supervision.

There are tax incentives for private personal pension arrangements in

all stages of the pension plan.

During the contribution stage contributions are deductible from the in-

come tax base up to 10 % of the gross monthly income. Also, the total

deduction in a year is not allowed to exceed the threshold of the annu-

al minimum wage level. (In the case of group personal pension plans,

the total of employee and employer contributions is subject to the

same limits).

The contributions made by the employer on behalf of his employees

are deductible from the corporate tax base as business expense.

During the interest build-up stage the increment of the pension fund 

is tax free. However, the investment income from the individual invest-

ment instruments is subject to withdrawal tax.

The final stage is the distribution stage. If the participant has been

contributing to the system for less than 10 years the distributions are

taxed at an income tax rate of 15 %.

If the participant has been contributing to the system for more than 

10 years but is not yet 56 years old at the time of withdrawal, the dis-

tributions are taxed at an income tax rate of 10 %.

According to law, the cabinet has the right to double the tax deductibil-

ity limits and the utilisation of this option is currently being considered

by the authorities.

5.6. Tax law

The Turkish tax regime can be classified in three main categories:
■ Income taxes

– Corporate income tax

– Personal income tax
■ Taxes on expenditure

– Value Added Tax

– Special consumption tax

– Banking and insurance transaction taxes

– Stamp tax
■ Taxes on wealth

– Inheritance and gift taxes

– Property tax

– Withholding tax

In addition to these taxes, there are other taxes such as motor vehicle

tax and special communications tax. The latter is applied to communi-

cations services at the rate of 25 % for GSM operators and 15 % for

other telecom services provided under a license or permit from the

Telecommunications Board.

Major tax laws governing the Turkish tax system are Tax Procedure

Law, Income Tax Law, Corporate Tax Law and Value Added Tax Law.

Tax Procedure Law regulates the procedures concerning tax liability,

various forms of taxation and bookkeeping.

5.6.1. Income taxes
Income tax is applied to the income of natural persons, while corporate

tax is applied to the income of legal persons.

The rules for the taxation of individual income and earnings are out-

lined in the Income Tax Law (ITL). Likewise, the rules for the taxation of

corporations are contained in the Corporation Tax Law (CTL).

Despite the fact that each tax is governed by different legislation, many

rules and provisions of Income Tax Law also apply to corporations, es-

pecially in terms of income elements and determination of net income.

Income Tax Law is about the types of income earned by real persons,

exemptions, expenses which are deductible and non-deductible from

taxable income, and payment of income taxes.
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Corporate Tax Law is about the entities subject to corporate tax,

exemptions, expenses which are deductible and non-deductible from

taxable income, thin capitalisation, mergers and acquisitions, and 

payment of corporate taxes.

In addition to these laws, Law No. 6183 regulates the payment,

penalties and interest rates to be applied to those who default on 

their obligations.

The individual tax system in Turkey is progressive. In other words, the

higher the income, the higher the rate at which the income is taxed.

In 2008 individual tax rates vary from 15 %–35 %.

Corporate income tax is a flat tax of 20 % in 2008.

5.6.1.1. Corporate income tax
Companies with their legal or business headquarters in Turkey, or 

companies whose operations are focused and managed in Turkey are

subject to Turkish corporation tax.

The Corporate Income Tax Law distinguishes between taxpayers with

full tax liability and taxpayers with limited tax liability.

According to Corporate Income Tax Law, the following legal entities are

subject to corporate income tax:
■ Joint stock companies and limited liability companies which are 

established under the Turkish Commercial Code, and similar foreign

companies
■ Mutual funds established in accordance with the Capital Market Law 
■ Cooperative companies: consumption, production, credit and sales

and other cooperatives established under the Law on Cooperatives
■ Commercial, industrial and agricultural organisations owned by cen-

tral and local administrations, municipalities and other public organi-

sations, and state economic enterprises
■ Economic units run by associations and foundations

5.6.1.1.1. Assessment basis
The assessment basis for corporate income tax payable by taxpayers

with full tax liability is their worldwide income.

By specifying two criteria the law intends to prevent any problems

which may arise in determining the tax liability. One criterion is the 

legal head office, as used in the context of the Corporate Tax Law. The

legal head office is the office specified in the written agreements of the

mentioned entities.

The second criterion is the place of the effective management of the

company, which is defined as the place in which the business activities

are concentrated and supervised.

The assessment basis for companies with limited tax liability is the 

income derived in Turkey, provided that both the legal head office and

the place of effective management are abroad.

5.6.1.1.2. Corporate tax return 
The assessment of the corporate income tax is conducted through the

filing of annual tax returns by the taxpayer.

The tax return contains the results of the respective taxation period.

Generally, every taxpayer is required to file only one tax return, even if

the income is generated through different business places or branch-

es, and those places and branches have their own accounting unit and

allocated capital.

The corporate tax return has to be filed by the evening of the 25th day of

the fourth month of the year following the month in which the fiscal year

ends. The assessed taxes have to be paid by the end of that month.

If a company with limited tax liability terminates its business operations

in Turkey, the corporate tax return has to be submitted to the compe-

tent tax office 15 days before the company closes down 

If the income generated by foreign companies with limited tax liability

consists of capital gains and non-recurring income discussed in the

preceding sections (except for income earned from the sale and trans-

fer of intangible rights like licences, know-how and royalties), the 

income has to be declared to the competent tax offices within fifteen

days after the income has been generated. This procedure is called

“special declaration”.

If there is no permanent establishment or branch office in Turkey, with-

holding tax will generally be charged on income earned; for example,

income earned from the sale and transfer of intangible rights like 

licences, know-how and royalties, income from movable and immov-

able property and income from independent professional services 

provided in Turkey.

Reduced rates of withholding tax may be applied if this is provided for

in a double taxation treaty.

5.6.1.1.3. Tax rate
The tax rate calculated for the assessment basis amounts to 20 %.

Advance payments have to be made to the tax authorities and are 

deducted from the tax due for the whole taxation period.

5.6.1.1.4. Taxable income
All income (including capital gains) generated by the above-mentioned

legal entities that are subject to corporate tax is taxable unless ex-

empted from tax or excluded under the incentive rules.

5.6.1.1.4.1. Allowable deductions

Generally all expenses in connection with generating and maintaining

income are fiscally deductible. Pursuant to Turkish Corporate Tax Law,

the following expenses as deductible:
■ Charges against Turkish companies for management expenses by a

parent or sister corporation. However, the same charges by a foreign

parent or sister company to their branches in Turkey are not de-

ductible if the charges are not related to specific work on behalf of

the Turkish company;
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■ Taxes imposed on goods such as taxes on real estate, stamp tax,

registration duties and municipal fees;
■ Specific bad debt reserves (doubtful debts) are allowed while the

dispute about the receivables is under review by the courts in cases

involving miscellaneous receivables which have not been paid after

a formal notarised or written request for payment or where the

Banking Law or related regulations have special reserve require-

ments for non-performing loans;
■ Expenses for business entertainment are deductible if the invoices

state the purpose and the names of the guests;
■ Travel expenses (including meals and lodging) for business purposes

if they are commensurate with the importance of the business;
■ Gifts and donations to government offices, municipalities, villages,

associations that pursue the public interest and foundations under

the Civil Code with a tax exempt status granted by the government,

and organisations engaged in scientific research and development

are deductible up to 5 % of the taxable income;
■ Employee’s salaries and payments to the chairman, directors and

auditors. Payments may be in the form of allowances, fees, premi-

ums and bonuses. Payments in kind are also deductible but are

deemed to be a salary and are taxed as such;
■ Interest costs either as a direct charge or included in the deprecia-

tion allowance when capitalised;
■ Undocumented expenses up to 0.5 % of the gross income realised

in foreign currency from export and construction, maintenance and

transportation services maintained outside Turkey;
■ Fees paid to the trade unions provided that the monthly fees do not

exceed the daily total payment of salaries;
■ A loss incurred in a financial year can be carried forward for 5 years

against future profits for purposes of corporation tax. It cannot be

carried back;
■ Start-up costs;
■ Cost of issuing share certificates and the expenses of forming and

registering a company;
■ Research and development costs;
■ Merger and liquidation expenses; 
■ 100 % of sponsorship payments for amateur sport activities and

50 % of sponsorship payments for professional sport activities;
■ Social security contributions; 
■ Losses incurred in foreign countries subject to certain conditions;
■ Compensation payments or losses incurred in connection with 

contracts or court rulings, provided that they are business-related;
■ Contributions by the employer to the private pension system (subject

to a ceiling);
■ Cost value of food donated to food banks;
■ Depreciation of fixed assets;
■ Investment allowances.

5.6.1.1.4.2. Non-allowable deductions

The following categories of expenses are not allowed to be deducted

from the taxable income:
■ Interest and foreign exchange losses on capital and on loans that

are regarded as thin capital;
■ Fines and penalties and other indemnities arising from the 

taxpayer’s improper conduct;
■ Legal reserves;

■ Gifts and donations to government offices, municipalities, villages,

associations that pursue the public interest and foundations under

the Civil Code with a tax exempt status granted by the government

and organisations engaged in scientific research and development

over 5 % of the taxable income;
■ Expenses recorded through severance payment provisions (sever-

ance payments are tax deductible only when the actual payments

are made to employees);
■ Disguised earnings.

It should be noted that expenses that may not be deducted are gener-

ally expenses that cannot be properly documented or those that fail to

meet the “business-related” or “business-promoting” criteria (e.g. ex-

cessive entertainment, representation or travel expenses).

5.6.1.1.4.3. Depreciation

The Tax Procedures Code contains fairly liberal provisions with respect

to the depreciation of fixed assets.

By definition, depreciation is applied to assets that are used in the en-

tity for more than one year and that are subject to wear and tear (land

is not subject to depreciation). Taxpayers may determine the deprecia-

tion rate for all their fixed assets, excluding buildings, on a straight

line basis.

The Ministry of Finance specifies the depreciation rates for assets. The

Ministry of Finance is authorised to increase or decrease depreciation

rates for specific assets. For fixed assets that are subject to higher de-

preciation rates the applicable rates are announced in general commu-

niqués issued by the Ministry of Finance.

Alternatively, depreciation by the double-declining method is also al-

lowed. If this method is applied, the rate of depreciation corresponds to

double the rate used under the straight line method, provided that it

does not exceed 50 %.

In cases when extraordinary depreciation is required, due to economic

and technical reasons, the rate of depreciation is determined by the

Ministry of Finance.

The capitalisation or direct expense recording of pre-operating and

start-up expenses depends on the preference of the taxpayer. If such

expenses are capitalised, depreciation is applied over a period of 

5 years and in 5 equal instalments.

Depreciation of leasehold improvements is calculated on the basis of

the duration of the lease period and in equal yearly instalments over

the life of the lease.

Taxpayers may discontinue the application of the double-declining

method and change to the straight line method. However, once they

start using the straight line method, they may not return to the double-

declining method.
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5.6.1.1.4.4. Losses carried forward

The carrying forward of losses (including foreign source losses but

subject to certain procedures) is allowed for a period of five years; loss

carry-back is not permitted except in the case of liquidation.

5.6.1.2. Personal income tax 
Personal income tax is applied to the income of natural persons. The

taxable income is defined as the net amount of profits and earnings

obtained by natural persons in one calendar year. The income compo-

nents are broken down into seven categories:
■ Income from commercial activities
■ Income from agriculture
■ Income from professionals
■ Wages and salaries
■ Income from capital investment (interest and dividends)
■ Income from immovable assets and rights
■ Other income and earnings

Individuals with unlimited tax liability in Turkey (permanent residents)

are taxable with their global income.

Foreign residents who are employed in Turkey and all other individuals

with limited tax liability are taxable with their income earned in Turkey.

In order to qualify as a resident in Turkey, a person must be resident in

Turkey for a period of over 6 months in any calendar year.

A foreigner who spends less than a continuous period of six months in

Turkey during a calendar year and whose customary home is not in

Turkey or who, although staying for more than six months, has come to

Turkey for a specific and temporary assignment (e.g. businessman, ex-

pert, press, radio or TV correspondent) is deemed to be a non-resident

and is taxed only on his income from employment in Turkey.

Employers are required to deduct the amount of tax and national insur-

ance due to a salaried worker each month immediately.

Self-employed individuals are required to make advance payments for

income tax that will be offset on the assessment of the income tax for

the whole year. In the case of a new business, the advance payments will

be calculated according to the estimates of the owner of the business.

The advance payments have to be made on a quarterly basis each year.

The standard rate for advance payments for income tax in Turkey is

15 % of the net profit.

Certain payments are deducted from taxable income. Capital gains are

usually added to the normal income.

5.6.1.2.1. Personal income tax rates in Turkey in 2008 

5.6.1.2.2. Exclusions and exceptions
Certain amounts received by individuals are tax free. The following 

incomes are specifically exempt from taxation:
■ Annual rental income up to YTL 2,400; 
■ Income from dependent personal services consisting entirely of

salaries derived from one resident employer, provided that all pay-

ments are taxed by the withholding mechanism on the payroll;
■ Interest income subject to withholding tax at source;
■ 50 % of income from dividends received from a resident corpora-

tion;
■ Income from copyrights and patent rights (e.g. authors, sculptors,

painters and composers);
■ Pensions and other social security compensation received up to a

certain level;
■ Employee’s reimbursed travelling expenses;
■ Salaries paid for importing foreign exchange by the representative/li-

aison offices of foreign companies;
■ Retirement and termination indemnity payments (currently a maxi-

mum YTL 2,080.83 1 Jan. 2008-30 June 2008);
■ Capital gains from the sale of Turkish corporation shares held for

more than two years.

5.6.1.2.3. Income tax return
The annual declaration is used for the consolidation of the profits and

earnings derived from various sources in the course of one calendar

year.

An individual who only receives income from one employment contract

is not required to file an annual return. The employer deducts the rele-

vant tax for the employee and transfers it to the tax authority each

month.

The annual tax return for each calendar year is to be submitted by

25 March of the following year. The declarations of those who leave

the country permanently during a calendar year are to be submitted

15 days prior to departure, and in the event of death, within 4 months

of the date of decease.

The only exemption is the return for lump-sum taxation. This return has

to be filed by 25 February of the following year.

5.6.1.3. Withholding tax
Under the Turkish tax system withholding taxes are levied in certain

cases in order to secure the collection of taxes. Regulations about

withholding taxes are stated in Article 94 of the Income Tax Law and in

Articles 15 and 30 of the Corporate Tax Law.

Withholding tax is – amongst others – collected on salaries of employ-

ees, lease payments to individual landlords, independent professional

service fee payments to resident individuals, and on royalty, licence

and service fee payments to non-residents. Companies in Turkey are

required to withhold such taxes on their payments and declare them

through withholding tax returns.
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The following tax rates are applied:

5.6.1.4. Dividend taxation
Generally, the payment of dividends is subject to withholding tax (see

5.6.1.3.), with the exception of the payment of dividends to a Turkish

company.

If a Turkish company pays dividends to the following beneficiaries, the

amount of the dividend payment is subject to a 15 % withholding tax:
■ Resident real persons;
■ Beneficiaries who are not liable to income or corporation tax;
■ Beneficiaries who are exempted from income or corporation tax;
■ Non-resident real persons;
■ Non-resident corporations (excluding those that acquire dividends

through a permanent establishment or permanent representative in

Turkey);
■ Non-resident corporations exempted from corporation tax.

If the profit of a company is not distributed but retained, no withholding

tax has to be paid.

Another exemption from withholding tax is the payment of dividends

out of profits that 
■ were generated in 1998 or before;
■ originated from exempt income generated between 1 January 1999

and 31 December 2002;
■ correspond to the investment allowance calculated over investments

realised within the scope of incentive certificates.

5.6.1.5. Taxation of capital gains
Generally, capital gains are added to the regular tax base for individu-

als as well as for corporations.

5.6.1.5.1. Taxation of capital gains for corporations
Capital gains are taxed at the standard corporation tax rate of 20 %.

The taxation of capital gains is based on the real profit between the 

acquisition costs of an asset adjusted to the increase of an underlying

index and the sales revenue.

Exempt from the taxation of capital gains is the sale of depreciable 

assets if the assets were held for more than two years.

5.6.1.5.2. Taxation of capital gains for individuals
The capital gains of natural persons who are subject to income tax are

taxed at the standard income tax rates ranging from 15 % to 35 %,

depending on the income of the person.

Capital gains from the sale of Turkish securities that were held by the

seller of the securities for at least one year before the date of sale are

exempt from the taxation of capital gains.

5.6.1.6. Value Added Tax

5.6.1.6.1. General information on VAT
The Turkish name for VAT is KDV and the tax was implemented in

Turkey in 1985.

Transactions carried out in Turkey are subject to value added tax. Tax-

able transactions include the supply of goods and services within the

scope of commercial, industrial, agricultural or independent profes-

sional activities, the import of all kinds of goods and services, and 

other activities.

Value added tax is charged on the value added at each stage of the

production process: the entrepreneur charges value added tax on his

products, but can deduct the value added tax charged to him as input

tax. As a result, only the value added by the company is taxed. The de-

duction of input tax is an essential element of Turkish value added tax.

The final consumer, who is not entitled to deduct input tax, absorbs the

final tax burden. However, it is the entrepreneur who pays the value

added tax to the tax office.

Some expenses (essentially related to passenger cars) do not qualify

for input tax deduction.

The following transactions are subject to VAT:
■ Supply of goods and services in the field of commercial, industrial,

agricultural or independent professional activities
■ Import of all kinds of goods and services
■ Other activities:
■ Postal, telephone, telegram, telex and other similar services; radio

and television services;
■ Organisation of all kinds of betting, gaming and lottery including 

authorised public lotteries; 
■ Organisation of shows, concerts and sporting events with the 

participation of professional artists and professional sportsmen;
■ Sales at custom bonded warehouses and at auctions;
■ Transportation of petroleum and gas and their transportation through

pipelines;
■ Leasing of goods and rights stated in Article 70 of the Individual 

Income Tax Law;
■ Deliveries and services of a commercial, industrial, agricultural or

professional nature performed by companies that belong to national

and local government agencies and establishments, universities,

Type of income Tax rate %

Interest on treasury bills and treasury bonds, other bonds and bills 10

Dividends 15

Royalty from patents, know-how, etc. 15–25

Bank deposits depending on their maturity 15

Profit shares of private financial institutions 15

REPO agreements 15

Some payments from pension and provident funds,

pension and insurance co-operations 5–15

Payments for agricultural goods andservices to farmers 1–4

Payments to small businesses, which are tax exempt 2–20

Payments to independent professionals 17–20

Profits from security investment funds and partnerships 

with a minimum of 25 % invested in Turkish shares 0

Rent 20
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associations, foundations and all types of professional organisations;
■ Deliveries and services deemed to be taxable upon voluntary regis-

tration with the tax authorities, to avoid uncompetitive pricing

5.6.1.6.2. VAT returns – filing and assessment, reverse
charge system

Taxation is based on tax returns filed by persons with VAT liability. Even

if they do not have taxable transactions within a taxation period such

persons are required to file a tax return.

Taxpayers who are subject to the monthly periods must file their re-

turns to the competent tax office by the evening of the 24th day of the

following month.

Persons with VAT liability are those who conduct taxable transactions,

irrespective of their legal status or nature and their position with regard

to other taxes. Persons with VAT liability can use trustees for VAT taxa-

tion who calculate and pay the tax to the related tax office on behalf of

the taxpayer.

If the taxpayer is not resident or does not have a place of business in

Turkey, a legal head office or place of management in Turkey, or in oth-

er cases deemed necessary, the Ministry of Finance is authorised to

hold any one of the people involved in a taxable transaction responsible

for the payment of the tax.

According to Turkish VAT law, there is a so-called reverse charge VAT

mechanism, which requires resident companies to calculate the VAT in

regard to payments made abroad. Under this mechanism, VAT is calcu-

lated and paid to the competent tax office by the Turkish company or

customers on behalf of the non-resident company (foreign company).

On the other hand, the local company treats this VAT as input VAT and

offsets it in the same month.

■ Toll manufacturing and ready-made materials (textiles) are subject

to partial withholding: only one-third of the calculated VAT is paid 

to the seller by the purchaser. Therefore, the purchaser will be re-

sponsible for paying two-thirds of the calculated VAT to the tax of-

fice directly.
■ Scrap metal, waste paper and waste plastic material deliveries are

exempted from VAT: if the above-mentioned exemption should be re-

voked, the purchaser pays 10 % of the calculated VAT to the seller.

Therefore, the purchaser would be responsible for paying 90 % of

the calculated VAT directly to the tax office.

5.6.1.6.3. Tax rates and exemption from VAT
Three different rates are applied to various goods and services under

the Turkish VAT system.

5.6.1.6.3.1. Standard rate

The standard rate of 18 % is applicable to all transactions subject to

VAT which are not eligible for reduced rates.

5.6.1.6.3.2. Reduced rates

For specific transactions reduced rates of 8 % and 1 % are applicable.

The eligible transactions are listed in the VAT law.

The reduced rate of 8 % is generally applied to basic foods, natural

gas deliveries, deliveries of books, etc.

The reduced rate of 1 % is basically applied to agricultural products,

second hand cars and deliveries of newspapers and magazines.

5.6.1.6.3.3. Exemptions from VAT

The following transactions are exempted from VAT:
■ Export of goods and services;
■ Roaming services provided in Turkey for customers outside Turkey

(i.e. non-resident customers) in line with the international roaming

agreement on the basis of reciprocity;
■ Petroleum exploration activities;
■ International transportation;
■ Deliveries made to diplomatic representatives, consulates and inter-

national organisations and to their employees;
■ Supply of machinery and equipment (including imports) to VAT tax-

payers who hold an investment confirmation issued by the relevant

authorities;
■ Services rendered at harbours and airports for vessels and aircraft;
■ Deliveries made by the government and other related organisations

for cultural, educational, health and similar purposes;
■ Services rendered in free trade zones;
■ Banking and insurance transactions (subject to a separate Banking

and Insurance Transactions Tax at the rate of 5 %).

5.6.1.6.4. Requirements for invoices
VAT legislation prescribes the following requirements for invoices:
■ Serial and sequence number of invoice;
■ Date of supply (i.e. the date the invoice was issued);
■ Name, address and tax registration number of the company receiv-

ing the goods;
■ Name, address and tax registration number of the supplier;
■ Description of goods or services supplied;
■ Quantity and price;
■ Date of delivery of goods and goods dispatch note number;
■ VAT must be shown separately on invoices and similar documents

for imput tax purposes.

5.6.1.7. Other taxes

5.6.1.7.1. Stamp tax
Stamp tax applies to a wide range of documents, including contracts,

agreements, notes payable, letters of credit and letters of guarantee,

financial statements and payrolls.

Stamp tax is levied as a percentage of the value stated on the docu-

ment at rates ranging from 0.15 % to 0.75 %.

The Stamp Tax Law provides that each relevant party shall be respon-

sible for payment of the total amount of stamp tax on the agreements.

Each original document is separately subject to stamp tax.

5.6.1.7.2. Motor vehicle tax
The subject of the tax are motor vehicles. Taxpayers are real and legal

persons having motor vehicles that are registered in their own names
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in the traffic, municipality and docks register and the civilian air-vehicle

register maintained by the Ministry of Transportation.

Tax is assessed and accrued annually at the beginning of January. The

motor vehicle taxes are paid in two equal instalments, in January and

July, every year.

Motor vehicles are classified into four categories in terms of motor 

vehicle tax:
■ List 1: cars, special utility vehicles and motorcycles
■ List 2: minibuses, panel vans, motorised caravans, buses, pickups,

trucks etc.
■ List 3: yacht-cutters and all sorts of motor ships
■ List 4: planes and helicopters

The amount of Motor Vehicle Tax for land transportation vehicles is 

determined according to their weight, age, cylinder capacity and fuel

consumption. For 2008 it ranges from YTL 40 to YTL 12,697 for cars

and YTL 139 to YTL 1,902 for buses, trucks and the like.

5.6.1.7.3. Property taxes
Property taxes are paid each year on the tax values of land and build-

ings at rates varying from 0.1 % to 0.3 %. In the case of the sale of a

property, a 1.5 % levy is paid on the sales value by both the buyer and

the seller.

Property tax returns have to be filed every four years; the annual tax is

paid in two equal instalments, the first being in March, April or May

and the second in November.

5.6.1.7.4. Environmental Services Tax (EST) 
For residential properties, local water suppliers charge EST amounting

to YTL 0.13/m3 for water consumed. For non-residential buildings EST

is charged as a rate between YTL 13 and YTL 1,537 per year.

The rates for metropolitan cities are YTL 0.16/m3 for water consumed

by residential properties and a rate of YTL 16 to YTL 1,921 for non-

residential properties.

5.6.1.7.5. Special consumption tax 
This tax is governed by the Special Consumption Tax Law and is levied

on different kinds of goods. The law distinguishes four kinds of groups

of goods which are taxable once:
■ Group I contains petroleum products, natural gas, lubricating oil,

solvents and derivatives of solvents. Taxpayers are manufacturers

and importers of the petroleum products;
■ Group II contains automobiles and other vehicles, motorcycles,

planes, helicopters and yachts. Taxpayers are merchants of motor

vehicles, exporters or sellers by auction;
■ Group III contains tobacco and tobacco products, alcoholic bever-

ages and cola. Taxpayers are manufacturers, exporters or sellers 

by auction of tobacco, alcoholic beverages and cola; 
■ Group IV contains luxury products. Taxpayers are manufacturers,

exporters or sellers by auction of luxury products.

5.7. Special aspects of imports, customs and
acquisition of real property

5.7.1. Customs tariff
Turkey formed a customs union with the European Union on 1 January

1996. This involves the adoption of a new import regime by Turkey,

which applies the EU’s common external customs tariff (CCT) for most

third country imports and provides preferential or zero rates for indus-

trial and processed agricultural items of EU/EFTA origin. Traditional

agricultural products are not covered.

As of January 2002 Turkey set the simple average tariff rate for im-

ports of industrial products at 4.5 percent, except for imports from EU

and EFTA countries, for which the rate is zero. At that time Turkey also

began to apply EU GSP and GSP rates in List II of the import regime.

Trade with the U.S. is based on the Treaty of Commerce and Navigation

of 1929, which provides a mutual most-favoured-nation treatment in

the application of all import and export duties and restrictions.

Imports of machinery and equipment for projects introducing new and

competitive technology and imports of products utilised in training, ed-

ucation and research, are exempt from customs duty. Basic materials

may be temporarily imported into Turkey without payment of duties and

tax if they are to be used in the production or manufacture of a product

that is to be exported. Capital goods, some raw materials, imports by

government agencies and enterprises, and products for investments

with incentive certificates are exempted from import duty.

All customs duties are computed on the CIF value of the imported

goods. Turkey is a party to the “Customs Valuation Agreement” negoti-

ated under GATT and now assumed by the World Trade Organization

(WTO). Under these rules, provision is made for a primary method of

valuation as well as a series of alternative methods that must be ap-

plied in a defined sequence. Specific duties are applied to some goods,

usually on the net or gross weight, although, if appropriate, the duties

may be applied on a “by unit” basis instead.

Value-added tax is levied on most imported goods and services, unless

they are specifically exempted. The importer is responsible for paying

the VAT. The VAT is calculated on a CIF basis plus a duty rate and any

other applicable charges levied before the goods are cleared by cus-

toms. Government decrees are periodically issued to regulate tax rates

in accordance with the changing economic conditions and volume of

trade.

A special consumption tax has been levied for the import of automo-

biles, industrial chemicals and cosmetics.

Capital goods, some raw materials, imports by government agencies

and state-owned enterprises, and products for investments with incen-

tive certificates are exempt from import duty.
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5.7.2. Acquisition of real estate by foreigners in
Turkey

The acquisition of real estate by foreign real and legal persons is regu-

lated in Article 35 of the Land Registry Law that was last amended on

3 July 2003. The amendment introduced new regulations concerning

the acquisition of real estate by real persons who are foreign nationals

and by trading companies with a legal personality which were estab-

lished in a foreign country according to the country’s laws.

On the condition of reciprocity real persons who are foreign nationals

and trading companies with a legal personality which were established

in a foreign country according to the country’s laws can acquire real

estate within the territory of the Republic of Turkey. When a reciprocity

principle is implemented, it is essential that any real estate acquisition

rights granted by a foreign country to its own citizens and to trading

companies established in a foreign country according to the country’s

laws are also granted to the citizens and trading companies of the Re-

public of Turkey.

The acquisition of real estate in excess of 2.5 hectares requires the

permission of the Council of Ministers.

5.8. Foreign investment in Turkey 

5.8.1. General
A new law concerning foreign investment came into force in 2003. The

new law is the “Foreign Direct Investment Law”. The law aims to en-

courage foreign direct investment, to protect the rights of foreign in-

vestors, to define investment and investor in line with international

standards, to establish a notification-based system for foreign direct

investments rather than screening and approval and thus regulate the

principles to increase foreign direct investments through established

policies.

Based on the regulations of the “Foreign Direct Investment Law”

foreign investors are free to make direct investments in Turkey and

they are treated on an equal basis with domestic investors. All compa-

nies established with a foreign capital contribution and under the rules

of the Turkish Commercial Code are regarded as Turkish companies.

Foreign direct investments shall not be expropriated or nationalised 

except for a public purpose and upon compensation in accordance

with due process of law.

Foreign investors can freely transfer profits, dividends, proceeds from

the sale or liquidation of all or any part of an investment, amounts 

arising from licensing, management and similar agreements, and 

reimbursements and interest payments arising from foreign loans

through banks or special financial institutions abroad.

The settlement of disputes by means of national or international 

arbitration is also accepted in case of foreign investments.

Contributions in kind are valued within the regulations of Turkish 

Commercial Law. On the other hand, stocks and bonds of companies

domiciled abroad are accepted as a foreign capital share of foreign 

investors and the values determined by the courts of the home country

or other relevant authorities in the home country, or by any other inter-

national institutions performing valuations are accepted.

The working permits for foreign personnel employed in the companies,

branches and entities established within the scope of the Direct For-

eign Investment Law are granted by the Ministry of Labour and Social

Security. This means foreign personnel can be employed for invest-

ments in Turkey.

The most important amendment of the new law is the abolition of all

permits granted by the General Directorate of Foreign Investment. The

procedure for establishing a company with foreign capital is therefore

the same as the procedure for establishing a company with domestic

capital.

The new law does not call for a minimum amount of capital especially

for companies with foreign capital. It is also no longer obligatory to 

establish either a limited liability company or joint stock company. Any

form of company included in the Turkish Commercial Code is accept-

able.

5.8.2. Investment zones in Turkey
There are four different kinds of investment zones in Turkey which have

different objectives and advantages for foreign investors.

5.8.2.1. Technology Development Zones (TDZ) 
Technology Development Zones are areas designed to support R&D

activities and attract investments in high tech sectors.

There are 14 operational TDZs and 8 new TDZs which have been 

approved for construction.

TDZs offer the following advantages to foreign investors:
■ Offices ready for occupancy and complete infrastructure facilities; 
■ Profits derived from software and R&D activities are exempt from 

income and corporate taxes until 31 December 2013;
■ Delivery of application software produced in TDZ is exempted from

VAT until 31 December 2013;
■ Remuneration of researchers, software and R&D personnel em-

ployed in the zone are exempt from all taxes until 31 December

2013; 
■ Exemption from income and corporate taxes is provided for IT 

specific sectors;
■ Exemption from customs and duties, as well as fund levies;
■ Special incentives for graduates to establish companies or partici-

pate in an established company or join its executive boards as well

as conduct research in the zones.

5.8.2.2. Organized Industrial Zones (OIZ)
Organized Industrial Zones are designed to allow companies which

provide goods and services to operate within approved areas with the

necessary infrastructure, techno parks and social facilities.
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The infrastructure provided in the zones includes roads, water, natural

gas, electricity, communications, waste treatment and other services.

There are 93 OIZ in 81 provinces with a completed infrastructure.

Another 155 OIZs are currently under construction throughout Turkey.

OIZs offer the following advantages to foreign investors:
■ Exemption from income tax for employees;
■ Exemption from the employer’s share of social security costs;
■ Free land allocation;
■ Up to 50 % support for electricity costs;
■ Exemption from real estate tax, waste water charges and building

construction duties.

5.8.2.3. Industrial Zones (IZ)
Industrial Zones are designed to provide sites suitable for large-scale

and technology intensive investments.

The Council of Ministers approves the IZ after the evaluation of the

project by the Ministry of Industry and Trade.

The investments carried out in an IZ should be in a high tech sector

and have an investment site of a minimum 1,500 m2. Industrial Zones

benefit from all the advantages provided to OIZ.

5.8.2.4. Free Zones (FZ)
Free Zones are special sites which are considered to be outside the

customs area although they are within the political borders of the

country. These zones are designed to increase the number of export-

focused investments.

Legal and administrative regulations governing commercial, financial

and economic issues which are applicable within the customs area are

either not implemented or partially implemented in the Free Zones.

There are 20 Free Zones in Turkey which operate close to the EU and Mid-

dle Eastern markets and have easy access to international trade routes.

Free Zones offer the following advantages to foreign investors:
■ Exemption from customs duties and other duties; 
■ Exemption from corporate income tax for production companies; 
■ Exemption from VAT and special consumption taxes;
■ Goods can remain in Free Zones for an unlimited period; earnings

and revenues generated in Free Zones can be freely transferred to

any country, including Turkey, without prior permission;
■ Goods in free circulation can be sent to Turkey or to EU countries

from the Free Zones without any customs duty. Moreover, no cus-

toms duty is applied to goods of third country origin at the entrance

to the Free Zones or exit to third countries.

5.9. Double Taxation Treaties

Turkey has concluded double taxation treaties with approximately 60

countries including: Austria, Germany, Italy, France, Spain, Greece, Unit-

ed Kingdom, China, India, United States, Russia, Ukraine, Israel, etc.

5.9.1. Double taxation treaty between Turkey and
Austria

The double taxation treaty with Austria was concluded in 1970. It cov-

ers personal and corporate income taxes and is essentially structured

on the basis of the OECD model agreement.

As in the OECD model agreement, a “permanent establishment” is

construed as a fixed place of business, where the activities of a com-

pany are conducted in whole or in part.

Income from immovable property may be taxed in the state in which

the property is located.

Earnings from the operation of ships or aircraft used for international

transport may only be taxed in the signatory state where the actual

management of the company is located.

Dividends which are paid by a company domiciled in one state to a per-

son domiciled in another state may be taxed in the other state. Such

dividends may, however, be taxed in the first state in accordance with

the prevailing laws of that state. The rate of taxation is 25 % of the

gross amount if the recipient is a corporate entity and the share held in

the company is over 25 %. In all other cases the tax rate is 35 %.

Interest which originates in one state and is paid to a person in another

state may be taxed in the other state. Such interest may, however, be

taxed in the first state in accordance with the laws of that state, but the

rate of taxation may not exceed 15 %.

Licence fees which originate in one state and are paid to a person in

another state may be taxed in the other state. Such licence fees may,

however, be taxed in the first state in accordance with the laws of that

state, but the rate of taxation may not exceed 10 %.

Pensions and similar payments which are paid to persons for non self-

employed activities carried out in the past may only be taxed in the 

recipient´s country of residence.

If a person domiciled in one state derives income or has assets and

such income may be taxed in the other state, in the interests of avoid-

ing double taxation, the first state shall exempt such income or assets

from taxation. In cases where taxation takes place in one state al-

though the other state has the right of taxation (e.g. dividends, interest,

etc.), the tax paid in the first state is credited in the country of domi-

cile. In determining the tax on the remaining income or remaining as-

sets of such persons, this state may apply the tax rate which would be

applicable if the income or the assets involved were not exempt from

taxation.

The competent authorities of the signatory countries will exchange in-

formation which becomes available to them in the course of their nor-

mal administrative duties and which is necessary for the performance

of this agreement. All information exchanged in this manner shall be

treated as confidential and may only be disclosed to such persons or

authorities which are involved in determining or levying the taxes that

are covered by the agreement.
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Content of financial statements

CURRENT ASSETS

Comprises liquid assets, marketable securities, trade receivables, other

short-term receivables, inventories, prepaid expenses, income accru-

als, and other current assets.

LIQUID ASSETS

This comprises cash-in-hand and cash balances held with banks and

other liquid assets (excluding marketable securities).

MARKETABLE SECURITIES 

This account group is used to follow up income derived from mar-

ketable securities, and capital gains income. Also to follow up income

from price fluctuations, interest or dividend income from marketable

securities like mutual funds, government bonds, treasury bills, com-

mercial papers, investment fund participation certificates, profit and

loss participation certificates and income participation certificates. Pro-

visions for the diminution of value of these marketable securities are

also followed up in this group.

TRADE RECEIVABLES 

Receivables arising from trading activities, which are to be converted

into cash within one year, are stated in this account. Receivables aris-

ing from trading activities of the parent company, investments and

partnerships are stated under the relevant accounts of this group.

OTHER RECEIVABLES

This comprises notes receivable and other receivables which do not

result from trading activities and are expected to be collected within

one year. Doubtful receivables related to this item and provisions that

are made for such receivables are also included here.

STOCKS

Comprises assets like raw materials, work-in-progress, finished goods,

trading goods, by-products and scrap which are used in production and

which are to be run down, or stocks may be liquidated in one year. Goods

in transit are stated in the relevant items of the financial statements.

CONTRACT PROGRESS COST

Serves to record the cost of construction and repair extending over a

period of years.

PREPAID EXPENSES AND INCOME ACCRUALS FOR THE 

FOLLOWING PERIOD

Reflects expenses that arise in the current period, but actually relate to

following periods or which will be debited in the following period.

OTHER CURRENT ASSETS

Other current assets that are not stated above are recorded in this

category.

NON-CURRENT ASSETS 

This comprises assets purchased for the operations of the company,

which are not intended to be sold within one accounting period. Fixed

assets can be classified as trade receivables, other receivables, finan-

cial fixed assets, tangible assets, intangible assets, assets subject to

depletion, expenses related to the following years and income accruals

and other fixed assets.

TRADE RECEIVABLES

Notes receivable and trade receivables with a maturity of more than

one year are reflected in this item. Receivables with a maturity of less

than one year are shown in related items under current assets. If there

are receivables from the parent company, subsidiaries or companies in

which an equity investment is held, these are disclosed as sub-items.

OTHER RECEIVABLES

Comprises receivables arising from non-operating activities which are

not expected to be collected within one year. Receivables with a matu-

rity of less than one year are transferred to related items in current as-

sets.

FINANCIAL NON-CURRENT ASSETS

Long-term marketable securities which have been held due to legal

liabilities, or non-liquid marketable securities, or securities which have

lost their marketability are included in this category. Shares held for

partnership purposes are also recorded here.

TANGIBLE NON-CURRENT ASSETS

Assets held for the company’s activities with a useful life of more than

one year are recognised in this category. Accumulated depreciation of

these assets is stated under “Tangible non-current assets” as a de-

ductible item.

INTANGIBLE NON-CURRENT ASSETS

This reflects rights, patents and goodwill, i.e. assets lacking physical

substance.

RIGHTS

This comprises legal rights purchased like franchises, patents, know-

how, licences, trade-marks, and utilisation rights.

ASSETS SUBJECT TO DEPLETION

This consists of expenses highly dependent on the timing and intensity

of production operations and which are closely related to a certain

tangible asset or made for an asset subject to complete consumption.

PREPAID EXPENSES AND INCOME ACCRUALS FOR THE 

FOLLOWING YEARS

Comprises income accrued in the related accounting period but not

collected during the same period and expenses realised in the current

accounting period but relating to the following years.

6. Annex
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OTHER NON-CURRENT ASSETS

Those not included in the previous sections are stated here.

SHORT-TERM LIABILITIES

Short-term liabilities consist of the liabilities of the company which are

paid within one accounting period. These include financial liabilities,

trade payables, other payables, advances taken, taxes payable and

other liabilities, provisions for liabilities and expenses, deferred income

and expense accruals and other short-term liabilities.

FINANCIAL LIABILITIES

Financial liabilities include the company’s short-term debts to financial

institutions, liabilities relating to loans raised through capital market in-

struments or payments of principal, and interest payments on long-

term financial debt maturing within one year.

TRADE PAYABLES

The company’s payables relating to its trading activities either with or

without notes are recorded here.

OTHER PAYABLES 

This consists of payables which do not result from trading activities

and which are payable within one year.

ADVANCES TAKEN

These are advances from third parties for goods and services to be 

delivered or for other reasons.

ADVANCES RECEIVED FOR CONTRACTS IN PROGRESS

Reflects advances received for construction and repair costs over

years.

TAXES PAYABLE AND OTHER LIABILITIES

Taxes, fees, duties, deductions, insurance premiums, contributions to

unions, syndicate instalments and other such liabilities for which the

company is both responsible and liable to pay are reflected in these

items.

PROVISIONS FOR LIABILITIES AND EXPENSES

Liabilities and expenses for which the related amounts cannot be 

precisely determined or those for which the accrual date is not defi-

nitely known are included in this group of items.

DEFERRED INCOME AND EXPENSE ACCRUALS FOR THE 

FOLLOWING MONTHS

This group of items includes the income arising during the current 

accounting period but is related to the following months, and expenses

which are related to the current accounting period but will be paid in

the following months.

OTHER SHORT-TERM LIABILITIES

Those not stated in the group of items above are included in this

group.

LONG-TERM LIABILITIES

Long-term liabilities include the company’s liabilities to financial

institutions, bonds and related third parties with maturity dates of more

than one year with respect to the balance sheet date.

This category covers: financial liabilities, trade payables, other

payables, advances taken, taxes payable and other liabilities,

provisions for liabilities and expenses, deferred income and expense

accruals for the following years and other long-term liabilities.

FINANCIAL LIABILITIES

Financial liabilities include the company’s long-term debts to banks

and other financial institutions or liabilities relating to loans raised by

issuing securities.

TRADE PAYABLES

Trade payables for which the due date is more than one year from the

balance sheet date are recorded here. The amounts due to subsidiaries

and to affiliates are disclosed in the footnotes.

OTHER PAYABLES

This group includes payables which are not related to trade activities

maturing in more than one year.

ADVANCES TAKEN 

These are advances for which the due date exceeds one year from the

balance sheet date.

PROVISIONS FOR LIABILITIES AND EXPENSES

This item includes provisions for long-term liabilities and expenses

which arise at the balance sheet date but whose amounts are not

identifiable, or those where the accrual date is not definitely known.

DEFERRED INCOME AND EXPENSE ACCRUALS FOR THE 

FOLLOWING YEARS

This category includes income collected in advance which relates to

subsequent accounting periods from the balance sheet date, and ex-

penses relating to the current accounting year but which will be paid 

in subsequent periods.

OTHER LONG-TERM LIABILITIES

Those not stated in the above categories are included here.

SHAREHOLDERS’ EQUITY

Comprises the amount of capital investments made by the owners or

shareholders of the company, capital reserves, reserves, profits or

losses of previous years and profits or losses of the current year.

PAID-UP SHARE CAPITAL 

CAPITAL RESERVES

This category of items includes share premium reserves and the

amounts arising from capital movements such as revaluation which are

added to the reserves of the company.
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RETAINED EARNINGS

This consists of profits retained according to legislation, the Articles of

Association or Board minutes.

NET PROFIT FOR THE PERIOD

This comprises the net profit after tax.

NET LOSS FOR THE PERIOD 

This comprises the net loss for the period.

INCOME STATEMENT

This schedule consists of gross sales, sales discounts, cost of sales,

operating expenses, income and profit from other operations, expense

and loss from other operations, financial expenses, extraordinary in-

come and profit, and extraordinary expenses and loss incurred within

the company’s current operating period.

GROSS SALES

Gross sales consists of the total amounts received or accrued in ex-

change for goods or services constituting the company’s main busi-

ness objective. Subsidies on goods sold and services rendered, foreign

exchange rate differences arising from export and tax rebates are in-

cluded under gross sales. Value added tax realised within that period is

not included in gross sales. Gross sales can be classified as domestic

sales, exports and other income.

SALES DISCOUNTS (–)

This consists of amounts deducted from sales in order to obtain the

net sales revenue figure.

This is classified as sales return, sales discounts and other discounts.

COST OF SALES (–)

This category consists of the cost of services, finished goods, semi-fin-

ished goods, raw materials, commercial goods, and stock movements

within the accounting period.

In other words, it consists of all expenses incurred for the production of

goods supplied and services rendered to the customer.

OPERATING EXPENSES (–)

This category consists of research and development, marketing, sales,

distribution, general and administrative expenses, which are not allo-

cated to production costs but are still related to the company’s main

business objective.

INCOME AND PROFIT FROM OTHER OPERATIONS

Apart from operating income of the firm, income on the sale of mar-

ketable securities, repo (repurchase agreement) transactions, foreign

exchange differences, rent, dividend and interest income from sub-

sidiaries and long-term investments are included here.

EXPENSE AND LOSS FROM OTHER OPERATIONS (–)

Expenses from operations other than the main activities of the firm are

reflected in this item.

FINANCIAL EXPENSES (–)

Non-capitalised interest expenses, foreign exchange differences and

loan commissions incurred from loans received are recorded here.

EXTRAORDINARY INCOME AND PROFIT

Apart from operating income, income obtained from the extraordinary

sale of fixed assets and similar transactions is recorded in this category.

EXTRAORDINARY EXPENSE AND LOSS (–)

Apart from the company’s main business objective, expenses from 

extraordinary activities and transactions are shown here.

Annex
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UniCredit Group CEE banking network – Headquarters

Banking network

Azerbaijan

Yapi Kredi Azerbaijan

G28 May Street,5
AZ-1014 Baku, Azerbaijan
Phone: +994 12 497 77 95 
E-Mail: yapikredi@yapikredi.com.az 

The Baltics

UniCredit Bank Estonia Branch

Liivalaia Street 13/15,
EST-10118 Tallinn
Phone: +372 668 8300
www.unicreditbank.ee

UniCredit Bank Lithuania Branch

Vilniaus Gatve 35/3,
LT-01119 Vilnius
Phone: +370 5 2745 300
www.unicreditbank.lt

UniCredit Bank (Latvia)

Elizabetes Iela 63,
LV-1050 Riga
Phone: +371 708 5500
www.unicreditbank.lv

Bosnia and Herzegovina

UniCredit Bank

Kardinala Stepinca b.b.,
BH-88000 Mostar
Phone: +387 36 312112
E-Mail: unizaba@unizaba.ba
www.unicreditbank.ba

UniCredit Bank Banja Luka 

Marije Bursac 7,
BH-78000 Banja Luka
Phone: +387 51 243344
E-Mail: info@novablbanka.com
www.novablbanka.com

Bulgaria

UniCredit Bulbank

Sveta Nedelya Sq. 7,
BG-1000 Sofia
Phone: +359 2 923 2111
www.unicreditbulbank.bg

Croatia

Zagrebačka banka

Paromlinska 2,
HR-10000 Zagreb
Phone: +385 1 6305 250
www.zaba.hr

Czech Republic

UniCredit Bank

Na Príkope 858/20
CZ-11121 Prague
Phone: +420 221 112 111
E-Mail: info@unicreditgroup.cz
www.unicreditbank.cz

Hungary

UniCredit Bank

Szabadság place 5–6,
H-1054 Budapest,
Phone: +36 1 301 12 71
E-Mail: info@unicreditbank.hu
www.unicreditbank.hu

Kazakhstan

ATFBank

100, Furmanov Str.
KZ-050000 Almaty
E-Mail: info@atfbank.kz
Phone: +7 (727) 2 583 111
www.atfbank.kz

Kyrgyzstan

ATFBank Kyrgyzstan

493, Zhibek Zholu Ave.
KG-720070 Bishkek
Phone: +7 312 67-00-47
E-Mail: bank@atfbank.kg
www.atfbank.kg

Macedonia

Bank Austria Representative Office

Dimitrie Cupovski 4–2/6,
MK-1000 Skopje
Phone: +389 2 3215 130
E-Mail: office@ba-ca.com.mk

Montenegro

Bank Austria Representative Office

Hercegovacka 13,
ME-81000 Podgovica
Phone: +382 81 66 7740
E-Mail: ba-ca@cg.yu

Poland

Bank Pekao

ul. Grzybowska 53/57,
PL-00-950 Warsaw
Phone: +48 42 6838 232
www.pekao.com.pl

Romania

UniCredit Tiriac Bank

Ghetarilor Street 23–25,
RO-014106 Bucharest 1,
Phone: +40 21 200 2000
E-Mail: office@unicredittiriac.ro
www.unicredit-tiriac.ro

Russia

UniCredit Bank

Prechistenskaya emb. 9,
RF-19034 Moscow
Phone: +7 095 258 7200
www.unicreditbank.ru

Bank Siberia

11, Pevtsov Str.
RF-644099 Omsk
Phone: +7 3812 24-49-19, 28-98-80
E-Mail: gu@omsk.cbr.ru

Yapi Kredi Moscow

Goncharnaya emb. 2,
RF-115172 Moscow
Phone: +7 495 234 9889
E-Mail: yap@online.ru
www.ykb.ru

Serbia

UniCredit Bank

Rajiceva 27–29,
RS-11000 Belgrade
Phone: +381 11 3204 500
E-Mail: office@unicreditbank.co.yu
www.unicreditbank.co.yu

Slovakia

UniCredit Bank

Sǎncova 1/A,
SK-813 33 Bratislava,
Phone: +42 1 44 547 6870
www.unicreditbank.sk

Slovenia

UniCredit Bank

Šmartinska cesta 140,
SI-1000 Ljubljana,
Phone: +386 1 5876 600
E-Mail: info@unicreditbank.si
www.unicreditbank.si

Turkey

Yapi Kredi

Yapi Kredi Plaza D Blok, Levent,
TR-80620 Istanbul,
Phone: +90 212 339 70 00
www.yapikredi.com.tr

Ukraine

UniCredit Bank

14, D. Galitsky St.,
UA-43016 Lutsk,
Phone: +380 332 776210
www.unicredit.com.ua

Ukrsotsbank

29 Kovpak Street,
UA-03150 Kiev
Phone:+380 44 230 3203
E-Mail: info@ukrsotsbank.com
www.usb.com.ua 
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UniCredit Group, CEE Economic Research

Carmelina Carluzzo (CZ, HU, PL, SK) – Matteo Ferrazzi (HR, LT, SLO, TR) –
Hans Holzhacker (EST, KAZ, RUS, UA) – Fabio Mucci (BG, LV, RO) – Lisa Perrin – 
Bernhard Sinhuber – Gerd Stiglitz

UniCredit Bulbank 
Economic Research Unit

Kristofor Pavlov, Chief Economist
Milen Kassabov – Katerina Topalova – Stanislava Vrabcheva

Zagrebacka banka – Macroeconomic Research

Goran Saravanja, Chief Economist
Nenad Golac 

UniCredit Bank Czech Republic – Economic Research 

Pavel Sobisek, Chief Economist 
Patrik Rozumbersky – Vaclav Verner

UniCredit Bank Hungary

Márta Szegő Bíróné, Chief Economist
Tibor Nagy

Bank Pekao

Marcin Mrowiec, Head, Market Analyses and Forecasting
Agnieszka Decewicz

UniCredit Tiriac Bank – Economic Research

Rozalia Pal, Senior Economist
Anca Mihaela Stoica

UniCredit Bank Russia – Treasury

Valery Inyushin – Sergey Borisov

UniCredit Bank Slovakia – 
Macroeconomics & Market Analyses

Viliam Patoprsty, Chief Analyst
Lubomir Korsnak

Yapi Kredi Bankası 

Cevdet Akcay, Chief Economist 
Ahmet Cimenoglu, Head, Strategic Planning and Research
Yelda Yucel – Murat Can Aslak – Eren Ocakverdi –
Cenk Tarhan – Muhammet Mercan

Debora Revoltella 
UniCredit Group, CEE Chief Economist 
Network Coordinator 
Neweuroperesearch@unicreditgroup.eu

This is a product of the CEE Research Network. The CEE Research Network involves 

all the research offices of the Group dealing with the CEE region, with the aim of providing a shared view in terms of 

economic developments at the single country and at the regional level

Political Studies, Institutional & 
International Affairs, UniCredit Group 

Elena Fenili – Francesca Nenci 





Your Tax Adviser
and Auditor

CONSULTATIO spol.s.r.o.

Stara Prievozska 2 

mail@consultatio.sk 
www.consultatio.sk

CONSULTATIO kft. CONSULTATIO spol.s.r.o.

info@consultatio.cz
www.consultatio.cz

GS CONSULTATIO d.o.o.

SLO

CONSULTATIO

www.consultatio.com

Contact persons:
Mag. Gerhard Pichler

Mag. Karin Eichhorn

Mag. Siegfried Scheiner
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