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Tel: +212 318 34 49 T

Email: haluk.burumcekci@fortis.com.tr The International Monetary Fund (IMF) revised down the global growth forecasts

H. Erkin Isik, CFA (Manager) !n the Pre-math of the Spring Megtlngs and it is now accounted within the list of

Tel: +212 318 34 05 institutions that forecast a recession for the U.S. economy. However, the IMF

Email: erkin.isik@fortis.com.tr staff's 0.5% prediction for the U.S. growth this year is in line with the general
market view that the recession will not be very deep. As is known, the concerns

Nilufer Sezgin (Assistant Manager) over the extent of this recession, which would be the first episode suffered after
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Email: nilufer s@fortis.com.tr 2001, were continuously growing, as the economy was exposed simultaneously

to a cyclical slowdown on the back of the correction in the housing sector and to

Email: research@fortis.com.tr devastation in the financial sector generated by the securitization of the risk

Tel: +212 272 79 98 associated with the real estate loans. Lately, the risks related to the latter of

Fax: +212 27544 05 these twin problems have been perceived to be limited, thanks to the Fed’s
convincing liquidity and monetary policy interventions, as well as the talks over a
plan that would enlarge Fed’s authorization to lend, in emergency cases when
those interventions become insufficient. Therefore, the upcoming developments
in the housing sector, which had not suffered such a correction back in 2001, is
of critical importance. The critical role attached to the sector was also evident in
the IMF’s World Economic Outlook Report, where there was a sole chapter
spared to analyze the changing housing cycle. Basically, it is stated that the
innovations in housing finance systems in advanced economies over the
past two decades have altered the role of the housing sector in the
business cycle and in the monetary policy transmission mechanism.
According to the IMF, these changes have broadened the spillover from the
weakness in the housing sector to the rest of the economy and have amplified
their impact by strengthening the roles of housing as collateral. Therefore
continuation of the downward correction in housing prices has been
assessed as among the key short term vulnerabilities of the global
economy. Similarly, returning back to growth pattern would likely start only when
the contraction of sales and prices comes to a halt in the housing sector.
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Having talked about the major points, let us proceed with the changes in the
IMF’s baseline scenario. The U.S. is projected to head into a mild recession
in 2008, with only a gradual recovery in 2009, while other advanced
economies are forecasted to suffer sluggish growth, rather than a
recession, lasting also for 2 years. The estimates for the year 2008 and 2009
are 0.5% and 0.6% for the U.S.; 1.4% and 1.2% for Euro Area; 1.4% and 1.5%
for Japan.

IMF emphasized that the overall balance of risks to the short-term global growth
outlook remains tilted to the downside and estimated that the global economy will
grow by 3.7% and 3.8% in 2008 and 2009, respectively. The IMF staff sees 25 %
chance that global growth will drop to 3 percent or less in 2008 and 2009, while
that would be consistent with a global recession. The greatest risk comes from
the still-unfolding events in financial markets, particularly the potential for
deep losses on structured credits related to the U.S. subprime mortgage
market and other sectors to seriously impair financial system balance
sheets and cause the current credit squeeze to mutate into a full-blown
credit crunch. Looking that way, the Fund’s US$945bn estimate, as reported in
the Financial Stability Report, for the overall writedowns in the global finance
sector as of March, becomes further important.

In the same report, the banks were claimed to have posted US$193bn loss, until
now, with the US$95bn portion being written off in the U.S. alone. A rough
comparison with the IMF estimate first gives the impression that there
remains yet a bulky amount of losses to suffer. However the differences in
the coverage and the timing do not let to make a straightforward
comparison. First of all, IMF aimed to describe the worst case scenario,
giving an estimate of the losses that might be realized if distressed
securities had to be sold (or marked-to-market) at current prices. For that
reason, since a great portion of the loss is linked to the mortgage-backed
securities such as ABS or CDO, any improvement in their prices would
downgrade the magnitude of the losses. Separately, most of subprime-related
losses are claimed to have been reported already, with the remaining losses
were estimated at US$95bn.

Estimates of Financial Sector Potential Losses as of March 2008 (US$bn)

Estimates of Losses on Unsecuritized

U.S. Loans Breakdown of Losses

Outstanding Estimated loss  Banks Others
Subprime 300 45 20-30 15-35
Alt-A 600 30 15-20 5-25
Prime 3,800 40 15-20 15-35
Commercial real estate 2,400 30 15-20 <20
Consumer loans 1,400 20 10-15 <15
Corporate Loans 3,700 50 25-30 15-30
Leveraged loans 170 10 5-10 <15
Total for loans 12,370 225 100-130 90-140

Estimates of Losses on Related

Securities (*)

Breakdown of Losses

Outstanding Estimated loss Banks Others

ABS 1,100 210 85-100 90-135
ABS CDOs 400 240 145-160 70-145
Prime MBS 3,800 0 - -
CMBS 940 210 85-95 90-160
Consumer ABS 650 0 - -
High-grade corporate debt 3,000 0 - -
High-yield corporate debt 600 30 10-15 5-20
CLOs 350 30 15-20 <20
Total for securities 10,840 720 340-380 260-350
Total for loans and

securities 23,210 945 440-510 345-630

Source: IMF Financial Stability Report, April 2008
ABS: Asset Backed Security; CDO: Collateralized Debt Obligations; CLO: Collateralized Loan Obligations;
CMBS: Commercial Mortgage Backed Security; MBS: Mortgage Backed Security

(*) Mark-to-market
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Nevertheless, we shall note that the assessments above are not that relieving for
the general outlook. Moreover, IMF report may have provided some evidence to
those who advocate that the worst of the crisis has not been over yet. On the
other hand, we think that rather than involving with the question of whether
the crisis has been over, the Fund is more concerned with delivering a
different message: The credit facilities would not be as comfortable as
before across the globe under the current potential finance sector losses,
and that may have dismal repercussions on other countries’ growth
performances, with the impact being extended to time and felt longer.

In conclusion, dropping the long advocated previous projection that “the U.S.
economy will weather this process with a measured slowdown and the global
growth rate will not decline much,” IMF eventually decided to build its
expectations on a bearish scenario. This strategy would show how bad things go
in the worst case, while this would at the same time put pressure on the
economic policy makers for hurrying up and sharing the burden. In fact, we are
not surprised to the see that IMF is more bearish than the markets now, as
opposed its more optimistic views in the initial months of the crisis. We believe
that IMF, as a forerunner protector of the financial stability, is taking responsible
actions and his strategy should be read as precautionary attempts before things
get out of control.
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Economic and Political Agenda

= The Central Bank’s rate decision due Thursday will be the key event at home
this week. The Banks is seen to remain on hold.

= On the other hand, amidst the data loaded external agenda such as the U.S.
housing figures and Philadelphia Fed Manufacturing Index, we will also eye the
1Q earnings reports of JP Morgan on Wednesday, followed by Merrill Lynch and
Citigroup on Thursday.

Data issuances at Home

Importance Indicator Unit Date of issuance Fortis Consensus
forecast

Weak Unemployment, Jan. % Apr. 15", 7:00 GMT - -

Medium Consumer Confidence, Mar. - Apr. 16" 7:00 GMT - -

High MPC Rate Decision, Apr. %  Apr.17" 16:00 GMT 15.25 15.25

Medium Cent. Gov. Bud. PS, Mar.  YTLmn Apr. 14- 18" - -

Data issuances Abroad

Importance Country Indicator Unit Date of Issuance Consensus
High US. Ret. Sales, total & ex-auto, Mar. %, m/m Apr. 14", 12:30 GMT 01802
Medium Germany ZEW Index, Apr. - Apr. 15", 9:00 GMT -31.0
High us. Core PPl and PPI, Mar, %, m/m Apr. 15", 12:30 GMT 0.2 & 0.4
Weak U.S. Net Long Term Capital Inflow, Feb. US$bn Apr. 15", 13:00 GMT -
High us. Building Permits, Mar. mn Apr. 16", 12:30 GMT 0.97
High us. Core CPl and CPI, Mar. %, m/m Apr. 16", 12:30 GMT 02803
High u.s. Housing Starts, Mar. mn Apr. 16", 12:30 GMT 1.02
Medium u.s. Industrial Production, Mar. %, m/m Apr. 16", 13:15 GMT -0.1
Medium us. Capacity Use, Mar. % Apr. 16", 13:15 GMT 80.3
High U.S. Philadelphia Fed Mnf. Index, Apr. - Apr. 17", 14:00 GMT -15.0

Macro-Economic and Financial Forecasts

Macro Economic Outlook of 2006-2009

2007 2008f 2009f 2010f
GDP (TRY - mn) 856.4 953.1 1,056.8 1,154.0
GDP (US$ - bn) 658.8 727.5 794.6 842.3
GDP Growth (yly % chg) 4.5% 4.5% 5.0% 5.0%
PPI (yly % chg) 5.9 10.0 6.5 3.0
CPI (yly % chg) 8.4 8.5 6.2 4.0
Trade Balance (US$ - mn) -62.8 -68.0 -66.7 -65.4
Exports (FOB, excl. luggage trade) 107.2 121.9 138.1 155.8
Imports (CIF, incl. gold) 170.1 189.9 204.8 221.2
Current Account Balance (US$ - mn) -37.4 -42.7 -40.1 -37.5
Current Account Balance / GDP (%) -5.7% -5.9% -5.0% -4.4%
Financial Indicators Forecasts
Apr. 117 m 3M 6M 12M 2008 2009
US$/TRY 1.3046 1.2950 1.3700 1.3600 1.3300 1.3300  1.3400
EUR/TRY 2.0709 2.0330 2.1250 2.0700 1.9550 2.0000 1.8800
FX Basket 3.3755 3.3280 3.4950 3.4300 3.2850 3.3300  3.2200
EUR/US$ 1.5874 1.5700 1.5500 1.5220 1.4700 1.5040  1.4030
O/N 15.25% 15.25% 15.25% 15.25% 15.25% 15.25% 13.75%

Benchmark Bond 18.46% 18.30% 18.10% 17.00% 16.50% 16.50% 14.75%
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