Merchant Banking | Global Markets | Economic Research & Strategy INVESTMENT RESEARCH

Macro Scope

18 - 24 February 2008

FORTIS -~

Weekly Economic and Strategic Review

Haluk Burumcekei (Managing Director)
Tel: +212 318 34 49
Email: haluk.burumcekci@fortis.com.tr

H. Erkin Isik, CFA (Manager)
Tel: +212 318 34 05
Email: erkin.isik@fortis.com.tr

Nilufer Yildiz (Assistant Manager)
Tel: +212 318 37 90
Email: nilufer.yildiz@fortis.com.tr

Email: research@fortis.com.tr
Tel: +212 27279 98
Fax: +212 275 44 05

Home Sweet Home...

As is well known, the deepened concerns as to the price bubble in the housing
sector, which eventually blocked the channels that used to feed this price
increase, was for many economists the primary development to blame for the
global credit crunch — the turmoil that led the U.S. economy to the verge of a
recession now and has been threatening the growth in other developed
countries, as well. As a next move in this process, the housing sector, which has
many strong direct and indirect repercussions, would conceivably weigh on the
consumer spendings. As a matter of fact, would the elevation of the house prices
enjoyed during 1997-2006 period happen to turnaround all over the world, similar
to what happened in the countries most benefited from that rise such as the U.S.,
Ireland and Spain, the harder it would get to sustain a fairly strong global growth.
In essence, during the mentioned term, two common indicators (price over
disposable income and price over rent) used in housing sector valuations rose
remarkably in many countries, except in Germany and Japan. For example,

those indicators rose by 1/3 and by 2/3", respectively, for the OECD average. In

the developing countries, where there is not sufficient data, house prices rose
much faster than the per capita income. (Please see the graph in page 3).

After this ascertainment, we may proceed with the state of the sector in Turkey,
together with some remarks over its impacts on other areas of the economy.
Despite the lack of relevant data, it is possible to claim anecdotally that the
above-mentioned ratios depicted a similar uptrend in Turkey. Therefore, the
housing sector, which has many linkages with other sectors, has turned to be the
center of attention, after building permits suffered a visible annual contraction and
the sector growth remained below the preceding terms in 3Q last year.
Separately, the rental price inflation for the apartments, which had remained very
stubborn for years, has recently entered into a downward pattern, hinting that

something has been changing.
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Annual Change in Rents and Housing Credits
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The increasing supply in housing sector may obviously be argued as a
reason behind the slowing rental inflation. However, to us, the expansion of
the housing credits, which had cut pace after the May 2006 turbulence and
stabilized at much measured levels thereafter, was the primary factor
behind this downward inflation pattern. As we had analyzed in more detail last
week, that type of credits seem very unlikely to recover going forward. That is
because, Turkey has been mimicking the tightening credit conditions across the
board, though at a less significant extent, while swap market has been stagnating
due to the slowdown in TRY-linked Eurobond issues, which has important dismal
implications for Turkey’s long term credit supply. Atop of this, the Central Bank’s
recent bias towards a more cautious stance will likely limit the credit supply, as
well.

On the other hand, the construction sector has about 5% share in the GNP.
However that weight alone cannot fully represent the importance of this sector.
The acceleration of the constructions has fueled production gains in many other
sectors. Among the most benefited ones are white goods to start with, as well as
furniture, cement, building materials and glass. Looking that way, total share may
approach around 20% of the GNP. The Central Bank had placed an unusually
long assessment over the construction sector in the last MPC meeting
statements and that verified far reaching importance this sector has gained for
growth. After analyzing the indicators such as housing starts, the
consumers’ incentive to buy resident, employment in the sector and
cement production, the Bank concluded that the sector’s growth will keep
slowing down without suffering a severe stagnation.
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Coming to our own assessments, the indirect impact of the visible changes in the
construction sector to other sectors can only be felt through time, since part of
those sectors have linkages to the housing starts and some others have
exposure to the number of finished buildings. Moreover, while calculating the
value added of the construction sector to national accounts, TURKSTAT takes
the building permits data as a proxy and assumes that the buildings will be
finalized in 5 years so that the effect of the construction sector developments on
the GNP are made to extend over a period of time. More specifically, in the latest
methodological note released to the public, TURKSTAT had assumed that 1.5%
of the construction will be finalized within the first year, 28.8% in the second year,
43.3% in the third, followed by 18.9% and 7.5% in the next 2 years. For that
reason, even though the housing starts had accelerated in the middle of 2002, it
was 2004 when this was reflected to the GNP.

Accordingly, the true impact of the deceleration in building permits in the
middle of 2006 will likely be felt more visibly from the mid-2008 onwards,
i.e. with some 2 years lag. However, there are drawbacks to this presumption,
considering that the TURKSTAT may have revised the methodology or may
revise it going forward as a part of the more comprehensive methodological
change planned for the national account calculations.












