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A. FOREIGN DIRECT INVESTMENT
INDICATORS

1. 2008 OVERVIEW

1.1. World Foreign Direct Investment Flows

According to the United Nations Conference on Trade and Development
(UNCTAD)', global foreign direct investment (FDI) inflows, which were at a level of
USD 1.41 trillion in 2006, reached USD 1.83 trillion in 2007, representing an increase
of 30%. UNCTAD published the World Investment Report 2008 in September 2008.
The World Investment Report 2009 is expected to be published on 17 September
2009.

The increase in FDI reflected high economic growth and strong corporate
performance. As a result of increased profits of foreign affiliates, especially in
developing countries, reinvested earnings reached the 30% of total FDI inflows. The

depreciation of the dollar against other currencies was another reason for the record
FDI levels.

FDI flows to developed countries increased by 33% to USD 1.3 trillion in 2007
while FDI flows to developing countries increased by 21% and reached a historical
record level of USD 500 billion (Chart 1).

1 Word Investment Report (WIR) 2008, UNCTAD
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Chart 1: Distribution of Inward FDI According to Country
Groups
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USA maintained its position as the largest recipent country with an FDI inflow
of USD 232.8 billion. USA is followed by the UK (USD 224.0 billion), France (USD
158.0 billion), Canada (USD 108.7 billion), and the Netherlands (USD 99.4 billion).
In 2007 European Union countries managed to attract almost two thirds of total FDI
inflows into developed countries. Among developing and transition economies, the
largest recipient countries are China (USD 83.5 billion), Hong Kong (USD 59.9 bil-
lion), and Russia (USD 52.5 billion). In the same period, FDI inflows into the least
developed countries reached USD 13 billion.

Turkey with an FDI inflow of USD 22 billion in 2007 was ranked the 23" in

the wortld and the 9™ among developing countries (Table 2).
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Developed countries were the source for 85% of the total FDI outflows in
the world in 2007. FDI outflows from developed countries reached a level of USD
1.7 trillion. Developed countries maintained their position as the largest outward

investors (Chart 2).

Among developed countries, USA (USD 313.8 billion), the UK (USD 265.8
billion), France (USD 224.7 billion), Germany (USD 167.4 billion), and Spain (USD
119.6 billion) were the top five countries as the source for 64% of the total FDI
outflow of developed countries. Among the developing and transition economies,
Hong Kong (USD 53.2 billion), Russia (USD 45.7 billion), and China (USD 22.5
billion) were the most important sources of FDI, totaling USD 253 billion (Chart 2).
Turkey became the 50* in the wotld with an outward FDI amount of USD 2.1 billion.

Chart 2: Distribution of Outward FDI According to Country
Groups
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By the end of 2007, the total FDI stock value in the world reached USD 15.2
trillion. USA (USD 2.1 trillion) and the UK (USD 1.4 trillion) are the economies with
the highest amount of FDI stock (Table 1).

Table 1: Top Ten Countries with respect to FDI Stock and Turkey (2007)

FDI Stock

Rank  Country (USD Billion)

Source: WIR, 2008

31% of the total FDI stock in the world is in developing countries. Hong Kong,
Brazil, China, Russia, Mexico and Singapore are the top five developing countries
with respect to stock value. Turkey is the 21* in the world with an FDI stock value of
USD 145.6 billion.

Mergers and Acquisitions (M&A’s)

When compared to the previous record level in 2000, cross-border mergers
and acquisitions (M&A) reached USD 1.6 trillion in 2007, representing an increase
of 21%.
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Expectations for the 2008 FDI Flows

The slowdown in the world economy and the financial crisis has led to a liquidity
crisis in money and debt markets in many developed countries. As a result, there was a
significant slowdown in M&A transactions. The total deal value of M&A transactions
realized in the first half of 2008 showed a decrease of 29% when compared to the
same period of 2007. In addition, corporate profits and syndicated bank loans also

decreased.

In the light of the available January 2009 data, UNCTAD? estimated a decrease
of 21% in global foreign direct investment (FDI) flows in 2008°. On the other hand,
FDI inflows to the developing countries are expected to be less affected. While
UNCTAD’s World Investment Prospect Survey 2008-2010 predicts a rising trend in
terms of FDI in the medium term, investors are less optimistic and more cautious in

investment plans than they were in 2007.

2 “Assessing the Impact of the Current Financial and Economic Crisis On Global FDI Flows”, UNCTAD. In
November 2008 in OECD Investment News this value was expected to perform as USD 1,2 trillion.

3 The global FDI figures have not been finalized yet. Finalized data will be published by UNCTAD in the
coming period.




Box 1: Dealwatch M&A Report

Crossborder M&A Transactions in Emerging Markets in 2008...

Dealwatch is a comprehensive data base that offers elaborate information
on the type of deal; names, countries and sectors of concerned companies, and
deal value with regard to M&A, privatization and public offerings in Emerging
Markets.

According to the Dealwatch data, there were 8.011 M&A deals in the Emer-
ging Markets in 2008. Compared to 2007, the number of deals increased by 10%.
However, when compared to 2007, the total deal value decrased by 25% and it
was EUR 394.2 billion (USD 599.1 billion) in 2008.

As in 2007, China (1,393.deals) and Russia (1,333 deals) were the most po-
pular target countries for M&A deals in 2008. They were followed by Brazil (609
deals), India (540 deals), Ukraine (524 deals) ve Poland (432 deals). Turkey (228
deals) was the 9" in the list of Emerging Markets in 2008.

54% of deals (4,315 deals) concluded in the Emerging Markets were acqu-
isitions of majority stakes and 2,712 deals were acquisitions of minority stakes.
Compared to 387 privatizations in 2007, there were 365 privatizations in 2008.
On-going financial crisis in the last quarter of 2008 affected the value of stakes
negatively. For this reason, state treasuries were very reluctant to sell stakes and a

slowdown in privatizations occured.

According to M&A transactions in 2008 by sector, the top sector was manu-

facturing with 2,346 deals. It was followed by finance and insurance (959 deals),

information and I'T (886 deals), and real estate and renting services (708 deals).




Box 1 (Cont’d):
Crossborder M&A Transactions in Turkey in 2008...

According to the Dealwatch data, there were 259 deals in Turkish M&A mar-
ket in 2008 (2007-203 deals). Although the number of deals in 2008 increased,
when compared to 2007, the total deal value decrased by 6.6% and it was EUR
20.4 billion (USD 31 billion).

In 2008 the most active sectors were manufacturing (87 deals), transportation (44
deals), real estate (26 deals), finance (22 deals), retail trade (21 deals) and utilities (21 de-
als). When the total deal size is reviewed, it can be observed that there was a significant
increase in retail trade sector, but a significiant decrease in financial service sector. The

acquisition of shares of Migros by a UK-based private equity firm, BC Partners, and

the buy-out of sports betting firm, Iddaa by the joint venture of Gukurova Holding and

Intralot (Greece) for a period of 10 years were the biggest deals in 2008.

When the activities of Turkish investors are considered, the first three target count-
ries were Russia (5 deals), Germany (4 deals) and Romania (4 deals). The acquisition of
51% of shares of Indian-based telecommunication firm Datacom Solutions by Turkcell
for EUR 881.2 million (USD 1,339 million) was the largest outward deal for Turkish

investors in 2008.

Source: Dealwatch Global M&A Report, Issue: March 2009




Table 2: Top Ten FDI Recipient Countries and Turkey 2004-2007 (USD
Billion)

Source: World Investment Report 2008 “Transnational Corporations and the Infrastructure Challenge”, UNCTAD
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Box 2: The Impact of the Current Financial and Economic Crisis on Global
FDI Flows

The year 2008 will be the end of growth in foreign investment that started
in 2004. In 2007, global FDI flows reached the record level of USD 1.8 trillion.
Due to the current financial and economic crisis, global FDI flows were expected
to fall in 2008 by 21%. In 2008, FDI flows to Turkey fell by 18% to USD 18.2
billion. Beacuse of the decrease in the investment spendings of transnational
corporations as they are affected by the crisis, in 2009, a further decrease in FDI

flows can be expected.

The decrease in FDI flow in 2008-2009 is based on two fundamental rea-
sons. First, there has been a decline in the investment capacity of firms because
of the decline in corporate profits, difficulties in accessing financial resources,
and the higher cost of finance. Second, propensity to invest has been affected
negatively especially in the developed countries affected by severe recession. Due

to any further effects of economic crisis on business environment, companies re-

view the costs and investment programs. Market-seeking, efficiency-seeking and

resource-seeking FDI will be affected by these factors on different scales.

The decline in FDI has affected cross border M&A negatively. Compared
to the previous yeat’s record, there was a sharp decrease in cross border M&A
in 2008. This decline can be expained by restructurings and divestments. Inter-
national greenfield investment has been less influenced, but could be increasingly

affected in 2009 as a result of postponed and cancelled projects.

The impact of financial crisis on FDI varies, depending on the region and
the sector. Developed countries were the most affected by the decline in FDI flow
in 2008. On the other hand, FDI to developing countries continued to increase in
2008. However, the rate of increase was lower than the previous year. FDI flows
to those countries in 2009 is expected to decline. Efficiency and resource seeking
FDI planning to export to developed countries will reduce due to the economic
recession in those countries. Furthermore, market seeking FDI planning to offer

services in local markets will begin to withdraw from the developing countries.
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Box 2 (Cont’d):

Financial services, automotive industries, building materials, intermediate go-
ods and some consumption goods have been the most affected sectors in terms
of FDI flows. Other sectors ranging from the primary sector to non-financial

services have also been affected by the consequences of the crisis.

In the short term, the economic recession may have a negative impact on
global FDI prospects. Because of the unexpected magnitude of the crisis and
structural changes in the world economy, it is not possible to assess medium term
FDI prospects. On the other hand, some factors for FDI growth are still at work

and some of these are considered as the consequences of the crisis.

In the medium term The factors such as cheap asset prices, investment op-
portunities triggered by restructuring industry, the large amount of financial reso-
urces available in developing countries, rapid expansion of new activities related
to new energy sources and environment, and the propensity of internationalizati-

on of companies are expected to trigger FDI flows.

The predicted date of an expected increase in FDI flows will depend on
many uncertain factors such as the speed of economic and financial recovery, the
efficiency of public policies dealing with reasons behind the global economic cri-
sis, gaining investors’ confidence and the ability to prevent protection tendencies.
Three different scenarios are presented. First, there will be a quick upturn in FDI
flows by 2010. Second, FDI flows will begin to increase at the beginning of 2011.
And third, FDI flows will not display a tendency to increase before 2012.

Public policies will play an important role in providing the suitable condi-
tions for recovery in FDI flows. The application of structural reforms aimed
to provide stability in the global financial system, maintaining the dependency

on open economy, implementation of policies for an increase in investment and

innovations are important topics in this respect. In effectively dealing with the

consequences of the crisis, making quick solution proposals, taking protective

measures, and providing an investment climate are important.

Source: UNCTAD, “Assessing The Impact of The Current Financial and Economic Crisis On
Global FDI Flows” January 2009

10



1.2. Foreign Direct Investment Inflows to Turkey
1.1.1. Components of Foreign Direct Investment Inflows*

Turkey has remained retained its position as an attractive investment destination
for international investors. The FDI inflow to Turkey, which was at the level of USD
22.0 billion in 2007, was USD 18.2 billion in 2008.

Chart 3: FDI Inflows in Turkey Between 1995 and 2008
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4 According to Foreign Direct Investment Law no 4875; foreign direct investment inflow is defined as the
net amount of cross-border transfers by companies based in Turkey which are classified as equity capital or
other capital in Central Bank of The Republic of Turkey’s balance of payment statistics and transfers for
acquisitions of real estate by foreigners.




Table 3: FDI Inflows and Their Distribution by Components Between
1995-2008 (USD Million)®

1995-2001
(Cumulative)

2002 2003 2004 2005 2006 2007 2008

Source:CBRT
a) Estimate
b) Investment credits received by foreign-owned companies from the foreign partner

Out of the USD 18.2 billion of the FDI inflow received in 2008, USD 15.3

billion was the equity component and USD 2.9 billion was from real estate purchases.

The largest FDI inflow in 2008 was USD 1.918 million paid by Moonlight
Capital S.A. (Luxembourg), a subsidiary of UK investment fund BC Partners, for the
acquisition of 50.8% stake of Migros. The acquisition of shares of Turkiye Finans
Katiim Bankasi and Eregli Demir Celik for approximately USD 1 billion was other
largest FDI inflows (Table 4).

5 2008 data which were released in 2009 Balance of Payments Report published by Central Bank of the
Republic of Turkey in April 2009 were used in this report. Balance of Payments statistics concerning previous
years which are published by the Central Bank of the Republic of Turkey are revised retrospectively upon
requirement.




Table 4: Top 5 FDI Inflows in 2008*

Home Country of
Acquired Company  Acquiring Company the Acquiring

Foreign Direct
Investment
(USD Million)

Ratio of Shares
Taken Over (%)

Source: Undersecretariat of Treasury, Central Bank of the Republic of Turkey

a) According to the equity FDI inflows in 2008

b) The amount was paid by Arcelor-Mittal for 11.3% of Eregdli Demir Celik in the stock exchange and transferred by the UK. As a
result of this transaction, the shares of Arcelor-Mittal in the Eregli Demir Celik increased to 24.9%.

c) Of the USD 1.8 billion of the amount paid by the UK-based British American Tobacco (BAT) for tender of Tekel Sigara Fabrikalari,
USD 611 million was indicated as FDI statistics and USD 1.2 billion was indicated as credit in the balance of payments.

1.2.2. Foreign Direct Investments by Sector

In 2008, 65.4% of the FDI inflow was realized in the financial intermediation
(39.7%) and manufacturing (25.7%) sectors (Table 5).




Table 5: FDI Inflows by Sectot, 2008 (USD Milion)

Rank Sector Capital (%)

Source: CBRT

Finance continues to be the most attractive sector for FDI in Turkey and in
the world. In fact, according to the sectoral distribution of the world total FDI inflow
between 2004 and 2006 announced by UNCTAD, finance (USD 197.9 billion) and
business activities® (USD 144.1 billion) are the top two sectors in terms of attracting
FDI. Mining and quarrying (USD 134.0 billion) follow’.

6 According to NACE sectoral classifications, business activities sector includes: legal, accounting, book-
keeping and auditing activities; tax consultancy; market research and public opinion polling; business and
management consultancy; holdings; architectural and engineering activities and related technical consultancy;
technical testing and analysis; advertising; labour recruitment and provision of personnel; investigation and
security activities; industrial cleaning and miscellaneous business activities n.e.c.

7 UNCTAD, Wotld Investment Report 2008




1.2.3. FDI Flows by Home Country

Table 6: FDI Flows by Home Country 2007-2008 (USD Million)

2007 2008

Rank Country Capital (%) Rank Country Capital (%)

Source: CBRT

75.8% of the total inflows realized in 2008 (USD 11.3 billion) came from the EU
countries and 5.8% (USD 0.9 billion) came from the USA. The corresponding ratios
for 2007 were 65.8% (USD 12.6 billion) and 22.0% (USD 4.2 billion), respectively.

The firstthree countries for 2008 FDIinflows were the UK (15.4%), Luxembourg
(14.0%) and the Netherlands (11.8.9%). The amount transferred by Arcelor-Mittal for
the shares of Eregli Demir Celik and the amount transferred by British American
Tobacco for the shares of Tekel Sigara made the UK the leading investor in Turkey.
The amount paid by Moonlight Capital for the shares of Migros, the capital increases
of ING and the amount paid by ING for the shares of Oyak Emeklilik were the
determining capital transfers from Luxembourg and the Netherlands, respectively,

which enabled their top positions on the list.




1.2.4. FDI in Privatization®

British American Tobacco, which was awarded the tender for Tekel Sigara
Fabrikalart on 22 February 2008, paid USD 1.8 billion in June. Of the USD 1.8 billion,
USD 611 million was indicated as FDI, and USD 1.2 billion was indicated as credit in

the balance of payments statistics.

Socar-Turcas Petrokimya established by a Socar-Turcas-Injaz Consortium won
the tender for the privatization of 51% of the public shares of Petkim Petrokimya
Holding A.S. (Petkim). Socar-Turcas Petrokimya paid USD 1.66 billion of the
total amount of tender to the Privatization Administration on 29 May 2008 and
the remaining amount (USD 380 million) has been subscribed to be paid by equal
installments in three years. The amount of USD 1.66 billion was fully paid with credit

and was indicated as credit in the balance of payments statistics in May.

As aresult of these transactions, total capital transfer of FDI from privatization

activities reflected in the balance of payments was USD 611 million in 2008.

Table 7: Privatization and FDI (USD Million)

Privatization FDI Inflows Through

Vs Amount Privatization

Source: Privatization Administration, CBRT
a) Including GSM operator’s license fees

8 Acquisitions of the companies included in the portfolio of Saving Deposit Insurance Fund (SDIF) by
foreign-owned companies in 2008 is not included in this section.




1.2.5. Cross-border M&A Activities and FDI

Cross-border M&A activities have been an important part of FDI inflows
both in the Turkish economy and in the world recently. In 2007, the total deal value
of the cross-border M&A activities in the world was USD 1,637 billion and the total
FDI flow value in the wotld was USD 1,833 billion. Therefore the ratio of the total
volume of the cross-border M&A transactions to that of FDI flows was 89.3%°. The

corresponding ratio in Turkey was 51.8% in 2008.

In 2008, the total value of the M&A transactions reflected as FDI in the balance
of payments statistics is about USD 8.8 billion. The payments for the transactions
which were not realized in 2008 are expected to take place in 2009 and in the following

years.

In Turkey, finance had the largest share (45%) within the large scale M&A

transactions reflected as FDI in 2008.

9 WIR 2008, UNCTAD
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Box 3: Deloitte 2008 M&A Report

Crossborder M&A Transactions in Turkey in 2008...

2008 was the fourth consecutive year with sizable M&A activity in Turkey.
Total deal value reached USD 18.4 billion. As compared to 2007, deal volume in
the last quarter of 2008 decreased by 60% with the impact of on-going financial

crisis.

172 M&A transactions were realized in 2008, with the deal value announced
for 86 of these transactions. The total deal value of those announced transactions
is USD 16.3 billion. When the estimates for the transactions whose values were
not announced are taken into consideration, the total deal value goes up to USD
18.4 billion (2007-USD 20.5 billion). The total deal value of the M&A transacti-
ons undertaken by foreign investors is USD 13.8 billion, which means a foreign
share of 75%. The UK is the leading country with USD 4.8 billion followed by
Austria (USD 1.2 billion) and Czech Republic (USD 900 million). When the num-

ber of transactions is considered, 108 transactions were undertaken by foreign

investors and Germany (18), Austria (12) and the USA (10) are the important

investor countries.

In 2008, despite the financial crisis, total deal number realized by financial in-
vestors was 32 and total deal value of these transactions was approximately USD
0.5 billion. The acquisition of 97.9% of shares of Migros by the UK based part-
nership of BC Partners-DEA Capital-Turkven in exchange for USD 3.1 billion
was the biggest M&A deal undertaken in 2008. British American Tobacco’s acqu-
isition of Tekel Sigara, the partnership of Global Yatirim Holding-Energaz-Abn
Amro’s acquisition of Baskent Dogalgaz and the partnership of Enerjisa-Sabanct
Holding-Verbund’s acquisition of Baskent Elektrik Dagitim were other important
deals whose volumes were higher than USD 1 billion. Excluding privatizations
and top 5 private sector deals, the average deal size in 2008 was approximately

USD 40 million. This indicates an increase in M&A activities in small and medium

segment.
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Box 3 (Cont’d):

Expectations for 2009 M&A...

According to M&A transaction by sector, in terms of the number of deals,

services (24), financial services (20) and energy (19), and in terms of deal value,
energy (USD 5.8 billion), retail (USD 3.2 billion) and financial services (USD 2.4
billion) were the most important sectors. Privatizations in energy and tobacco

sectors and the sale of Migros affected the sectoral distribution.

The year 2009 is not expected to be a profitable year. As on-going financial
crisis evolves into a recession in developed countries, strategic investors are very
reluctant to invest. Strategic investors’ deals are expected to decrease in 2009.
As a result of an increase in risk perception, tighter credit conditions restrain
investment opportunities. In addition, Turkish shareholders are reluctant to sell
companies at falling values of stakes. On the other hand, deferred privatizations
will be determinative of foreign investment in 2009. While financial investors’
interest is expected to continue in 2009, due to financial diffficulties, this interest
may shift to small and medium sized companies. Because of the drop in oil pri-
ces, it is expected that Gulf region investors will be more conservative in taking
investment decisions. M&A volume in 2009 is predicted to drop by half of the
M&A volume in 2008.

Source: Deloitte Annual Turkish M&A Review 2008, January 2009




Box 4: Dealwatch Private Equity Report

Private Equity in Turkey...

In 2008, there were 29 private equity deals in Turkey with a total deal value
of EUR 4.8 billion (USD 7.3 billion). In 2007, there were 26 private equity deals
with a total deal value of EUR 2.8 billion (USD 4.3 billion). Despite the ongoing
financial crisis in 2008, the number of private equity deals and deal volumes inc-
reased. Out of 29 private equity deals in 2008, 15 deals with a total deal value of
EUR 4.4 billion (USD 6.7 billion) were completed and remaining 14 deals were
pending at the end of 2008.

The substantial rise in total private equity transaction value in 2008 was the

result of the acquisition of Migros Turk, the biggest private equity deal, by BC

Partners — a UK based private equity firm. The sum for the acquisition of shares
by BC Partners from Ko¢ Holding and stock exchange was EUR 3.3 billion (USD
5 billion). This amount was roughly 91% of the total private equity transaction
value for 2008.

According to private equity transactions by sector, manufacturing (10 deals)
and retail trade (5 deals) were the most important sectors followed by other ser-

vice sectots.

When private equity entry and exit are considered for 2008, there were 27
entries with a total deal value of EUR 4.7 billion (USD 7.1 billion), and 3 exits
with a total deal value of EUR 50 million (USD 76 million). This shows that Tur-

key remains attractive in terms of private equity funds.
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Box 4 (Cont’d):
Expectations for 2009...

Ongoing worldwide financial and economic crisis has affected M&A tran-
sactions negatively. The majority of respondents participating in a survey con-
ducted by Dealwatch expects an increase in M&A transactions by private equity
funds in developing countries beginning from the second half of 2009. Due to
the financial crisis, low valuation of assets will have an important share of inves-

tors’ targets. On the other hand, in Central and Eastern Europe countries, the att-

raction for private equity funds may be negatively affected by the downturn and

possible recession in these countries as the main reason for the region’s interest in

these funds is huge growth potential.

It is expected that the most attractive sectors for private equity funds will be
healthcare and energy in Central and Eastern Europe countries since investors

believe that they are less affected by the economic fluctuation.

Source: Dealwatch CEE Private Equity Report, January 2009




1.2.6. FDI Inflows by Recipient Provinces in Turkey

Istanbul was the province that attracted the largest amount of FDI (88.24%)
in 2008. Zonguldak followed Istanbul with a share of 6.52%.

Table 8: FDI Inflows by Provinces in 2008 (USD Million)

Province FDI Inflow (%)

Source: Undersecretariat of Treasury
a) CBRT's estimation of reinvested earnings is excluded

Other indicators concerning FDI such as the numbers of the FDI projects
and foreign-owned companies have a more balanced distribution among provinces
compared to the distribution of investment inflows. Due to the registration of
Turkish headquarters of multinational companies in major cities, FDI inflows seem

to be concentrated mainly in large cities.
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1.3. Number of Companies with Foreign Capital in Turkey

As of the end of 2008, a total of 21,079 companies with foreign capital were in
operation in Turkey. 17,160 of these were companies and branch offices with foreign

capital, and 3,919 were domestic companies with the participation of foreign capital

(Table 9).

Table 9: Number of Companies with Foreign Capital by Year According to
Their Mode of Establishment

Company
Establishment

Year Participation  Branch Office Total

Provisional Data, Source: Undersecretariat of Treasury




O Newly Established B Acquisitions B Branchs

Provisional Data, Source: Undersecretariat of Treasury

Between 2003 and 2008, the ratio of the total number of company
establishments and branch offices within the total companies with foreign capital was

approximately 80%.




Provisional Data, Source: Undersecretariat of Treasury

The majority of the companies with foreign capital in Turkey is in the wholesale
and retail trade businesses, which are followed by real estate rental, business services

and manufacturing sectors.

While the number of companies with foreign capital increased by 31% between
2004 and 2007, there was a decrease of 6.4% in 2008 (Table 10).




Table 10: Foreign Direct Investment Inflow & Number of Companies with

Foreign Capital
Number of Foreign Direct % C,t}an%e of fThe % Change of Foreign
Companies with Investment Inflow c umber o ith Direct Investment
Foreign Capital (Million $) Ompanies wi Inflow
Foreign Capital

Provisional Data, Source: Undersecretariat of Treasury, Central Bank of the Republic of Turkey

In 2008, 2,759 companies and branches with foreign capital were established in
Turkey and there were 638 participations to existing companies with domestic capital
(Table 11). In 2007, the number of companies with foreign capital and branches
established was 2,974 and there were 655 participations to existing companies with

domestic capital.

Table 11: Breakdown of Companies with Foreign Capital by Mode of
Establishment- (2006-2007 Monthly)

2007 2008

Branch
Office

Branch
Office

Company
Establishment

Company

Participation Establishment

Participation

Provisional Data, Source: Undersecretariat of Treasury




1.3.1. Sectoral Breakdown of Companies with Foreign Capital

As of the end of 2008, of the 21,079 companies with foreign capital, the
majority (6,210) operated in the wholesale and retail trade businesses, while 3,757
operated in the manufacturing sector and 2,408 in the real estate leasing business.
Among the companies with foreign capital operating in the manufacturing sector,

textile manufacturing takes the lead, followed by chemical substance manufacturing,

and then by food products and beverage manufacturing sub-sectors (Table 12).

Table 12: Breakdown of Companies with Foreign Capital by Sector

1954-2002 1954-2008
Sectors 2003 2004 2005 2006 2007 2008

(Cumulative) Total

Provisional Data, Source: Undersecretariat of Treasury

The worldwide trend of FDI concentration on services sector is also
observable in Turkey. In the sectoral breakdown of the companies in operation in the
years of 2005, 2006 and 2008 (the number of companies were 2,613, 3,169 and 3,397,
respectively), the first three sectors according to the number of companies in operation
are wholesale and retail trade, real estate leasing and manufacturing businesses. While,
up until 2004, the manufacturing industry sector followed the wholesale and retail
trade sector, it fell behind the real estate leasing sector between 2005 and 2008. In

2008, among the companies with foreign capital in operation in the manufacturing




industry sector, textile products manufacturing takes the lead, followed by chemical
substance and product manufacturing and machinery-equipment manufacturing

sectofs.
1.3.2. Companies with Foreign Capital by Country of Origin

When the distribution of the total 21,079 companies with foreign capital is
concerned according to their country of origin, it is clearly seen that companies with
EU origin take the lead with the number of 11,626. Of these EU origin companies,
Germany (3,600 firms), the United Kingdom (2,021 firms) and the Netherlands (1,673
firms) are the first three countries with the highest number of companies with foreign
capital in Turkey (Table 13).

Of the total 3,397 companies established in 2008, 1,789 were from the EU,
567 were from Near and Middle Eastern countries and 548 were from other countries

dispersed globally (Table 13).

Table 13: Breakdown of Companies with Foreign Capital According to their
Country of Origin

1954-2002 1954-2008
Countries 2003 2004 2005 2006 2007 2008

(Cumulative) Total

Provisional Data, Source: Undersecretariat of Treasury




1.3.3. Companies with Foreign Capital by Size of Equity Capital

The breakdown of the companies with foreign capital according to their sizes
of capital shows that investors entered the Turkish market with higher capitals in
2008 compared to the previous year. While the rate of increase in the overall number
of companies was 31% between 2004 and 2007, it decreased by 6,4% in 2008. On
the other hand, the number of companies with a capital value of lower than USD
50,000 decreased by 15.6% and those with a capital value of USD 50,000-200,000
decreased by 1.1%. The number of companies with a capital of between USD 200.000
and 500.000 increased by 32.3% and those with a capital value of higher than USD
500,000 showed an increase by 56.7%.

Table 14: Breakdown of Companies with Foreign Capital by Sector
According to Size of Equity Capital, (2004- 2008)

W (f:hﬁ?ge % Change of % Change of % Change of
Nl?mbefof The Number ~ The Number ~ The Number ~ Number of % Change of

50.000$ 200.000$ of Companies  of Companies of Companies ~ Companies  The Number

<50.000% = = >500.000% Clot:npanl'eS with Foreign  with Foreign ~ with Foreign  with Foreign  of Companies
200.000$ 500.0008 Wg F.”f'%" Capital of Capital of Capital of Capital  with Foreign
| Oj‘v‘:ﬁhg L $50.000- $200000-  higherthan  (Number) Capital
el 200.000 500.000 $500.000

Provisional Data, Source: Undersecretariat of Treasury
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Provisional Data, Source: Undersecretariat of Treasury

When the distribution of the companies with foreign capital according to their

values of capital is examined, it is seen that the share of companies with a capital of
lower than USD 50,000 showed a dectrease between 2004 and 2008:

o In 2004, 67.5%,
e In 2005, 63.4%,
e In 2006, 59.5%,
e In 2007, 56.5%,
e 1n 2008, 50.9%

of the total number of companies with foreign capital have values of capital lower
than USD 50,000.
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On the other hand, between 2004 and 2008, there was an increase, in the share
of companies with values of capital between USD 50,000-200,000 (the shares are
22.5%, 26%, 26.4%, 27.4% between 2004 and 2008, respectively). Those with a value
of capital between USD 200,000-500,000 also show a steady increase in their shares
trom 2004 to 2008 (4.9%, 5.9%, 7.4%, %7.4, respectively).

The percentage of companies with a capital of higher than USD 500,000 in

the total number of foreign companies showed an increase.

o 1n 2005, 4.7%,
o In 2006, 6.6%,
o 1n 2007, 8.7%,

e In 2008, 9.7%

of the total number of companies with foreign capital have values of capital higher

than USD 500,000.

It is striking that even though economic and financial crisis had an increasing
impact in the last quarter of 2008, the share of high capital companies increased

among the companies with foreign capital.

Table 15: Breakdown of Companies with Foreign Capital by Sector
According to Size of Equity Capital, (2004- 2008)

Tl e The Number The Number The Number The Number

of Companies of . of : of : of :
2004 with Foreign 2005  Companies 2006 ~ Companies 2007  Companies 2008  Companies
Capital (%) with Foreign with Foreign with Foreign with Foreign
Capital (%) Capital (%) Capital (%) Capital (%)
<50.000% 1.315 675  1.657 634  1.884 595  2.049 56,5  1.729 50,9
50.000$ - 200.000% 438 225 678 259 836 26,4 994 274 983 289
200.000$ - 500.000$ % 49 154 59 239 75 269 74 356 10,5
>500.000$ 99 5,1 124 47 210 6,6 317 8,7 329 9,7
Total 1.948 1000 2613 1000  3.169 1000  3.629 1000  3.397 100,0

Provisional Data, Source: Undersecretariat of Treasury
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In 2008, 329 companies with foreign capital with registered capital value
greater than USD 500,000 were established. Among these, 64 companies operate
in the manufacturing sector, 59 companies in the wholesale and retail sector, 39
companies in real estate, renting and business activities and 39 companies in the
construction sector. The number of such companies that started operation in 2008
and have a registered capital value greater than USD 500,000 showed an increase by
360% compared to the previous year in hotels and restaurants (23 firms) and by 300%
in electricity, gas and water supply sector (20 firms) (Table 10).

Table 16: Breakdown of Companies with Foreign Capital by Sector According
to Size of Equity Capital- (2007-2008)

2007 2008

Sectors 50.000$ - 200.0008 -

200.0003  500.0008

50.000$-  200.000$ -
200.000$  500.0008

<50.000$ >500.0008  Total  <50.000$ >500.0003  Total

Provisional Data, Source: Undersecretariat of Treasury

As of 2008, 193 of the total 329 companies with foreign capital, which have
registered capital values greater than USD 500,000, include shares of EU-based inves-

tors.




Table 17: Breakdown of Companies with Foreign Capital by Country of
Origin According to Size of Equity Capital - (2007 - 2008)

2007 2008

Countries 50.000$-  200.000-

50.000$-  200.0008-
<50.000% 200.000$  500.000%

>500.0006  Total  <50.000% 2000003 500,000

>500.0008  Total

Provisional Data, Source: Undersecretariat of Treasury

1.3.4. Companies with Foreign Capital by Provinces

In the breakdown of companies with foreign capital according to their city of
investment, Istanbul comes first with 11,533 firms. Other cities following Istanbul are
Antalya with 2,725 companies, Ankara with 1,410 companies and Mugla with 1,160

companies.




Table 18: Breakdown of Companies with Foreign Capital by Investment
Province (The top ten Province)

City Number of Companies
(1954-2008)

Provisional Data, Source: Undersecretariat of Treasury




n
+~
=i
)
S
=
n
)
>
<]
—
4+
Q
o)
~
o=
A
=]
oo
o=
)
~
S}
e

Ainseau] Jo jelB)8I08SIapUN :80IN0S

AN

(8007) 2oura031J 1udunsaau] Aq rearde)) ugraro ym saruedwo)) jo umopseadrq :z dey




Foreign Direct Investments

Ainseau] Jo jele)aI08SI8PUN :82IN0S

ri

L]

AwOON!—umG—”v AIOUTAOJJ 1U9UI}SOAUT %Q ﬁﬁwmﬂﬁu GWMUMO..H s mOﬁHﬁQaOU JOo umopyeasq ¢ Qﬁz




In Istanbul, where 54.7% of the companies with foreign capital are in
operation, the sectors with the highest number of companies with foreign capital are
the wholesale and retail trade with 4,092 companies, the manufacturing industry with

2,211 companies and real estate leasing sector with 1,700 companies.

Table 19: Breakdown of Companies with Foreign Capital by Sector
According to the Investment Province (1954-2008)

Sectors Istanbul Antalya Ankara Mugla lzmir

Provisional Data, Source: Undersecretariat of Treasury
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Regional Distribution of Foreign-owned Companies by Sector

Map 4: Marmara Region
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Map 5: Aegean Region
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Map 6: Mediterranean Region
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Map 7: Black Sea Region
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Map 8: Central Anatolia Region
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Map 9: Eastern Anatolia Region
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Map 10: South Eastern Anatolia Region
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1.4. Investment Projects of the Foreign Investors in Turkey

Between the years of 2004-2008, 997 investment projects were initiated by
foreign companies and a total amount of 20.7 billion dollars was envisaged to be
invested for these projects. In 2008, 211 investment incentive certificates were issued
for investment projects planned to be launched by foreign companies. The investment

amount envisaged to be realized by these projects is 6.1 billion dollars.

Table 20: Investment Projects of Foreign Investors with Investment Incentive

Certificate
Greenfield Projects for Other Types of
: . Total
Production or Services Investment?
Investment Investment Investment
Projects  Amount Projects  Amount Projects  Amount
(Number)  (USD (Number) (USD (Number) (USD
Million) Million) Million)
2004 88 922 143 2,913 231 3,834
2005 90 1,184 116 2,301 206 3,485
2006 82 558 69 1,245 151 1,803
2007 107 1,906 91 3,498 198 5,404
2008 107 4,189 104 1,973 211 6,162
Total 474 8,759 528 11,930 997 20,688

Source: Undersecretariat of Treasury
a) Quality improvement, modernization, expansion, product diversification, integration, removal of bottle necks,
renovation and completion

Projects started for greenfield investments both for production and services
accounted for 50.7% of the 211 projects launched in 2008, the remaining 49.3%
focused on quality improvement, modernization, expansion, product diversification,
integration, removal of bottle necks, renovation and completion. The planned
amount of 4.2 billion dollars of investment on 107 projects for greenfield investments
consisted 68% of the total investment value of 6.2 billion dollars. The planned
amount of investment on 104 projects for quality improvement, modernization,
expansion, product diversification, integration, removal of bottle necks, renovation
and completion accounted for 32% of the total investment value. In the last five
years, 47.5% of the total number of projects and 42.3% of the total investment

amount were represented by greenfield projects.
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When the projects with incentive certificates are analyzed according to the
value of investment in 2008, it is observed that manufacturing sector investments
which focus on motor vehicles, trailers and semi-trailers have a large share of 23.2%.
In the services sector, investment projects are concentrated in the field of electricity,

gas and water production and distribution (35%) (Table 21).

Table 21: Sectoral Distribution of the Investment Projects of Foreign-owned
Companies with Investment Incentive Certificates in 2008

Projects Sterted for Other Type of Investment*

. Total Shares of the Sectors(%

Greenfield Investments )

SECTORS ; Investment . Investment . Investment . Investment
Projects - pnountsp RS amountUsp PSS amointusp PTOECIS  amount (Usp
(Rt illio) () illion) (i illion) (o) Million)

Source: Undersecretariat of Treasury




In terms of investment amount, in 2004, projects in transportation, storage
and communication; in 2005, projects in manufacturing, during 2006-2007 projects
in manufacturing, transportation, storage and communication, and in 2008, projects
in manufacturing, electricity, gas and water production and distribution had a
performance well above the average sectoral trends observed over the last five years

(Table 22).

Table 22: Sectoral Distribution of the Investment Projects of Foreign-owned
CompanieswithInvestmentIncentive Certificatesbetween 2004-2008

n

2004 2005 2006 2007 008
SECTORS Projects Investment Projects Investment Projects Investment Projects Investment Projects Investment
(Number) Amount (USD (Number) Amount (USD (Number) Amount (USD (Number) Amount (USD (Number) Amount (USD
Million) Million) Million) Million) Million)

Source: Undersecretariat of Treasury
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The provincial distribution of 211 incentive projects which were issued in
2008 for foreign owned companies reveals that Istanbul takes the first place, and
Bursa, where the motor vehicles, trailers and semi trailers industry isconcentrated,
takes the second place. With regard to total investment amount the share of Istanbul
is 20,2% and Bursa is 13,6% (Table 23). Between 2004-2008, Bursa took the first place
with regard to total investment amount.
Table 23: Distribution of Investment Projects of the Foreign-owned

Companies with Investment Incentive Certificates by Provinces
between 2004-2008 (USD Million)

Provinces 2004 2005 2006 2007 2008 2004-2008

Source: Undersecretariat of Treasury




Table 24: Distribution of Investment Projects of the Foreign-owned
Companies with Investment Incentive Certificates by provinces
between 2004-2008 (Number)

Provinces 2004 2005 2006 2007 2008 2004-2008

Source: Undersecretariat of Treasury




2. INVESTOR COUNTRIES IN TURKEY

So far direct investors from 152 countries have invested in Turkey. Table 25 and
Table 26 demonstrate top investor countries in 2008 and during the period between
2002 and 2008, respectively'’.

Table 25: FDI in Turkey in 2008 Table 26: FDI in Turkey, 2002-2008
(USD Million) (USD Million)
Rank Sector Capital (%) Rank Sector Capital (%)

Source: CBRT Source: CBRT

The tables presented above reveal that the Netherlands, Germany, the United
Kingdom, Luxembourg, the United States, France, Greece, Belgium, Spain and Saudi
Arabia are the countries which undertook a substantial amount of FDI in Turkey in

the last 7-year period.

10 Ranking is based on the “capital” component of FDI inflows to Turkey.
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Chart 7: Number of Companies Established in Turkey by
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Chart 9: Number of Companies Established in Turkey by
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FDI inflows from the Netherlands to Turkey amounted to USD 1.8 billion
in 2008 while the FDI inflows from the same country were over USD 5 billion in
2006 and 2007. Real estate companies with Dutch origin such as Multi Turkmall
and Redevco transferred approximately USD 600 million in order to finance their
investment projects in the construction sector. The remaining part of the FDI inflows

from the Netherlands includes the capital increase of Oyak Bank which was financed
by its Dutch stakeholder, ING.

The acquisitions of the complete shares of Oyak Emeklilik by ING for
USD 139 million, and 51.2% share of Pilsa Plastik by Wawin B.V. for an amount of
USD 82 million were the most important M&A deals which involved investors with

Dutch origin in 2008. Another insurance company headquartered in the Netherlands,
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AEGON, acquired 100% shares of Ankara Emeklilik. However AEGON transferred
the money through the United Kingdom, and therefore, this transaction is not recorded
under the FDI inflows from the Netherlands by the Central Bank of the Republic
of Turkey. On the other hand the amount of USD 133 million paid by Greece based
Titan Cement in exchange for 50% of Adocim was transferred to Turkey from the
Netherlands and it was reflected as an investment flow from the Netherlands in the

balance of payments in 2008.

FDI inflows from the United States to Turkey amounted to around USD 900
million in 2008. The major part of this amount stem from the new M&A deals made
between Germany based EWE and two local natural gas transmission companies,
namely Bursagaz and Kayserigaz. EWE bought an additional 40% stake of these
companies for a total amount of approximately USD 400 million and completed the

transaction by transferring the money through the United States.

FDI inflows from Greece totaled USD 779 million 2008 and 89% of this
amount was transferred to Turkey by means of the acquisition of the additional
9.2% shares of Finansbank by the National Bank of Greece. This transaction made

Finansbank a wholly owned subsidiary of the National Bank of Greece.

USD 345.3 million was transferred from Belgium to Turkey in order to
finance the capital increase of Denizbank by Belgium-based partner Dexia in 2008.
This transaction constitutes the largest part of the FDI inflows from Belgium last
year. Redevco, a company dealing with real estate and construction businesses, also

transferred a significant amount of capital to Turkey through Belgium.

According to the breakdown of FDI inflows to Turkey in 2008, the United
Kingdom took the first place as a home country with an amount of USD 2.3 billion.
This is mostly due to the acquisition of an additional 11.3% share of Eregli Demir
Celik (Erdemir) by Arcelor-Mittal in Istanbul Stock Exchange for around USD
1 billion. As British American Tobacco (BAT) won the privatization bid for the
cigarette factories of TEKEL (Turkish State Tobacco Company) for USD 1.8 billion,
BAT transferred around one-third (USD 611 million) of this amount from the
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United Kingdom as direct investment in 2008. Furthermore, BAT transferred more
money to finance the capital expansion. Thus, BAT’s direct investment in Turkey
reached approximately USD 700 million in 2008. Intergum, a subsidiary of British
multinational Cadbury, increased its paid-up capital and Cadbury transferred USD
241.4 million to participate in capital expansion. A domestic construction company,
Tasyapt Insaat, and UK-based Cogentrix established a joint venture, Bti Elektrik A.S.,
for an investment project in constructing power plants in Turkey. As a result of this

initiative, Cogentrix transferred USD 140.9 million to Turkey.

According to the sectoral breakdown of FDI undertaken by French
multinationals, investments in the insurance sector in 2008 attracts attention.
Groupama, the French multinational that won the privatization bid for Basak Sigorta
& Emeklilik and entered Turkey in 2006, decided to expand its activities in Turkey
and bought all the shares of another domestic insurance company, Giiven Sigorta,
for around USD 300 million in 2008. Zurich Financial Services acquired 100% of the
stakes of TEB Sigorta, a domestic insurance company, and transferred approximately
USD 300 million through France. In addition, another French insurance giant AXA
acquired 50% of the shares of Oyak Sigorta, another domestic insurance company, for
USD 525 million and transferred the capital through Spain. Therefore this transaction

was recorded as FDI from Spain in the balance of payments statistics.

In 2008, German multinational Allianz SE acquired Ko¢ Holding’s shares in
their two joint ventures, Kog¢ Allianz Sigorta A.S. and Kog¢ Allianz Hayat ve Emeklilik
A.S. This deal cost Allianz SE approximately USD 600 million and constituted the
largest German FDI last year. Another substantial direct investment in the insurance
sector was the acquisition of 25% of the stakes of Isvi¢re Sigorta by Germany-based
Ergo International AG. Following the completion of the above-mentioned deal,
Isvicre Sigorta became a wholly-owned subsidiary of Ergo. As already mentioned
in the previous part of this section, EWE, an energy company headquartered
in Germany, bought an additional 40% of Bursagaz and Kayserigaz in 2008 and
transferred approximately USD 400 million through the United States. The remaining

part of the deal, around USD 100 million, was transferred from Germany.

54



Foreign Direct Investments June 2009

Moonlight Capital S.A., a Luxembourg-based company which is controlled by
a British venture capital company (BC Partners), acquired 50.8% of a large retailer,
Migros, and paid USD 1.9 billion for the deal. On the other hand, Luxembourg-based

multinationals got more interested in real estate projects in Turkey in 2008.

The FDI inflows from Spain to Turkey exceeded USD 800 million in 2008.
However, this relative increase in direct investment flows from Spain was mostly due
to M&A deals of the multinationals headquartered in other countries. For instance,
French AXA transferred approximately USD 525 million in order to buy 50% of the
stakes of Oyak Sigorta, and, Italian multinational Recordati transferred approximately
USD 100 million for the acquisition of the complete shares of Yeni Ilac¢ through
Spain.

The figure for FDI inflows from Saudi Arabia demonstrated a sudden jump to
USD 1.2 billion in 2008 by means of the acquisition of 60% of the shares of Tirkiye
Finans Katilim Bankast by The National Commercial Bank for USD 1.1 billion.
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3. SECTORS WITH THE HIGHEST LEVEL OF FDI IN TURKEY
IN 2008

The most up-to-date data on sectoral breakdown of global FDI inflows refer
to 2007. The global FDI in 2007 rose by 30% compared to the previous year and
reached USD 1.83 trillion. Hitherto, this is the highest value ever recorded. In 2007,
global FDI inflows in manufacturing sector grew faster than primary and service

sectors!!.

In line with the world trends, FDI in the manufacturing sector in Turkey
ranked in top 5 sectors in 2008. Of the top 5 M&A deals made in 2008, two deals
were in financial intermediation activities, one was in retail and wholesale trade, one

was in manufacture of basic metals and one was in manufacture of tobacco products.

Table 27: Sectoral Distribution of FDI Inflows, 2008 (USD Million)

Rank Sectors Capital (%)

Source: CBRT

11 UNCTAD, World Investment Report, 2007
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Table 28: FDI Inflows in the Top 5 Sectors, 2002-2008 (USD Million)

June 2009

Sectors 2002 2003 2004
Financial Intermediation 246 51 69
Transport, Storage and Communication 1 1 639
Wholesale and Retail Trade 75 58 72
Manufacture of food products, beverages 14 249 78
and tobacco
Manufacture of basic metals and fabricated

18 1 6

metal products
Electricity,Gas and Water Supply 68 86 66
Real Estate, Renting and Business Activities 0 3 3
Construction 0 8 3
Other 149 239 254
TOTAL 571 696 1,190

2005 2006
4,018 6,957
3,285 6,696

68 1,166

68 608
139 158

4 112

29 99

80 222
844 1621
8,535 17,639

2007
11,662
1,116
169

766

515
567
560
285
3,496
19,136

2008
51925
169
2,073
1,279
1,124
1,053
673
736
1,879
14,911

Source: CBRT

Chart 17: FDI Inflow Sectoral Distribution 2008
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In terms of FDI inflows, the most attractive sectors in Turkey are given as
follows: financial intermediation, some other services (retail and wholesale trade,
real estate, renting and business activities, and construction), manufacture of food
products, beverages and tobacco, manufacture of basic metals and fabricated metal

products, transport, storage and communication, and, electricity, gas and water supply.

3.1. Financial Intermediation

Unlike the previous years, due to ongoing financial crisis conditions,
governments played an important role in M&A activities in 2008. Some major M&A

deals that took place in financial intermediation sector are listed below:
- Bank of America bought Merrill Lynch for USD 50 billion.

- Spanish Santander reached an agreement to acquire British bank
Alliance&Leicester (A&L) for USD 2.5 billion.

- The United Kingdom’s largest banking and insurance group, Halifax&Bank
of Scotland (HBOS), was sold to one of the largest British banks, Lloyds TSB, for
USD 21 billion, which equals to GBP 12 billion.

- Another British giant bank Barclays announced that it would buy the North
America investment banking and capital market management divisions of Lehman
Brothers for USD 1.75 billion.

- The Government of the United States seized one of the largest banks of
the US, Wachovia. Then the bank made a merger deal with Wells Fargo for USD 15

billion.

- The US Government took over the sixth largest American bank, Washington
Mutual. Then, it sold all the assets of the bank to JP Morgan Chase for USD 1.9
billion. By taking the Government’s support, JP Morgan Chase acquired Bear Stearns,
a bank that went bankrupt in May 2008.
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The financial sector, characterized as “Activities of Financial Intermediary
Institutions” in statistical classifications, became the sector providing the highest
foreign direct investment inflow with 5.5 billion dollars in 2008, similar to previous
years. Last year, 38% of foreign direct investments was realized in finance sector.
USD 2 billion part of the FDI inflows in financial intermediation was undertaken

because of the M&A deals completed in insurance sector.

The highest foreign direct investment inflow in financial intermediation sector
in 2008 was the amount of 1,080 million dollars transferred for the acquisition of
60% of the shares of Tirkiye Finans Katilim Bankasi by The National Commercial
Bank located in Saudi Arabia. Although the deal was announced in 2007, it was
completed in 2008 with the transfer of the capital. Transfer of USD 697 million for
the acquisition of an additional 9.7% of the shares of Finansbank by The National

Bank of Greece ranked as the second.

Other noteworthy FDI transactions in the banking sector include the acquisition
of Turkish Bank’ 40% of shares by National Bank of Kuwait for USD 160 million,
and, 7.5% of shares of Bank Pozitif by Israeli Bank Hapoalim for USD 64 million.

Another remarkable development in financial intermediation in 2008 was that
the insurance sector emerged as one of the leading sectors both in terms of FDI
inflows, and the number of M&A deals. FDI inflows to insurance sector in 2008
accounted for approximately USD 2 billion. The M&A deal with the highest deal value
in the sector was the acquisition of 49% of the stakes of Allianz Hayat ve Emeklilik by
German-based Allianz SE for USD 590.8 million. 525 million dollars transferred for
the acquisition of 50% of the shares of AXA Oyak Holding by France based AXA
Group, transfer of 345 million dollars for the acquisition of TEB Sigorta, transfer of
285 million dollars for the acquisition of Guven Sigorta by French Groupama, 139
million dollars for the acquisition of Oyak Sigorta by the Netherlands based ING
Group, and 51 million dollars for the acquisition of Isvigre Sigorta by the UK-based
Aegon may be listed as the outstanding FDI inflow transactions into the insurance

sector in 2008.
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3.2. Other Service Sectors

Real estate and construction businesses gained dynamism in many parts of the
Wortld such as the US, the UK, China, India, Russia and the new membets of the EU
located in the Eastern Europe, since the beginning of the 2000s. As the credit crunch
in the US turned into a global financial crisis in the summer of 2007, yields on real
estate businesses fell sharply. Under these circumstances, the investors in the sector
re-directed their investments to the BRIC (namely, Brasil, Russia, India and China)

countries.

In the decade ahead, it is estimated that 70% of the global infrastructure
investment projects is going to be realized in China and India. These two countries
are not only the fastest growing economies in the world, but they also own enormous
sizes of land and they are willing to undertake large infrastructure investment plans
in order to endow the land with more facilities. Brasil follows the two leaders and
takes the third place with regard to infrastructure investments. Turkey is considered
a dynamic market for investors in construction sector since it aims at strengthening
its infrastructure continuously by building airports, expanding the road network,

improving electricity transmission and communication structure'”

FDI inflows to Turkey in construction and real estate, renting and business
activities sectors have exhibited an upward trend in recent years. In 2008, inflows in
construction took 4.9% and, real estate, renting and business activities 4.5% of the

shares from total FDI inflows to Turkey.

Following 2002, real estate, construction and retail trade businesses in Turkey
started to grow fast. The growth rate of population, immigration from rural to urban
areas, the need for more earthquake resistant buildings particulatly in the areas close
to the fault lines and urban regeneration were the main determinants that stimulated

investments in real estate and construction sectors.

12 European Powers of Construction 2008, Deloitte, January 2009
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The fall of inflation and interest rates after 2001, and increasing liquidity led
to the rise of investments in real estate and construction activities. Yet, by 2007, the
tendency to invest in these sectors had disappeared, and, in 2008, construction sector

shrank because of the financial crisis.

Fixed investments to construct malls gained pace in Turkey recently. The new
malls contributed to the development of a modern and organized retail trade sector in
Turkey. The modern retail trade, in turn, contributed to Turkey’s economy by creating
jobs, paying taxes to the government, supplying services and marketing agricultural

products.

According to the Association of Malls and Retailers” data aggregate annual
sales of retail trade businesses were around USD 160 billion in 2008. Estimates
suggest that 65% of this figure stemmed from the activities of traditional retailers
and the remaining part belonged to the modern retailers. Considering the growth rate
of the population in metropolitan areas, the potential of the modern retail trade to
make profit encouraged many domestic and foreign investors to undertake a number
of investment projects. There are currently 206 malls being run across Turkey, and 82

malls are still under construction'.

The highest foreign direct investment inflow in retail and wholesale trade in
2008 was an amount of 1,917 million dollars transferred for the acquisiton of Migros
by BC Partners-Dea Capital-Turkven joint venture. The value of this deal made the
retail and wholesale trade activities the third most attractive sector, with 14% of shares

in total FDI inflows, for foreign investors in 2008.

In wholesale and retail trade services, Germany-based Media-Saturn Holding
established a joint venture called MS Istanbul I¢ ve Dis Ticaret and launched “Media-
Markt” as the trademark of its ICT products stores. The German multinational

transferred USD 31 million for this project.

13 Association of Malls and Retailers (AMPD) web page: http: www.ampd.org
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When outstanding investments in real estate and construction among inflow
figures realized in 2008 are examined, it can be observed that Dutch Multi company
takes the first place with a transfer of 443 million dollars. Again Dutch Redevco
company transferred USD 189 million for the finance of the capital increase of its
subsidiary in Turkey. Outstanding FDI inflow transactions into the real estate and
construction sectors in 2008 are the transfer of USD 49 million by Dutch Cortio,
transfers of USD 33 and USD 25 million by UAE-based Deyaar Development and
Emaar Properties, and the transfer of 23 million for the acquisition of 21% of the
stakes of STFA Holding by Asian Debt Management (ADM), a Hong-Kong-based

private equity fund.

In addition to the transactions mentioned above, it was announced that
Palmali (Azerbaijan) and SOCAR (State Oil Company of Azerbaijan Republic) joint
venture made a deal to buy 50% of the stakes of one of Turkey’s largest construction
companies, Tekfen Insaat, for USD 520 million; however, the deal was not completed

in 2008. Hence, the amount regarding this deal was not transferred to Turkey.

3.3. Manufacture of Food Products, Beverages and Tobacco

Food industry, which supplies the primary demands of people in daily life,
obtains inputs from the agricultural sector, and by processing these inputs, it converts
agricultural products into sub-products and final products. Due to its field of activity,
the sector is not only affected by the developments in the agricultural sector, but
also has to adapt to the changing socio-economic conditions shaping the consumer

demand.

Food industry, with the annual sales in excess of 2 trillion dollars, is one of

the most important branches of the world manufacturing business. However, the

14 Turkish Food and Beverages Associations Federation (2008), Turkish Food and Beverages Sector 2008
Inventory
KOBI FINANS, The State of Food Sector in the World
Food Technology, Food Sector From 2008 to 2009
Deloitte, Annual Turkish M&A Review 2008
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industry has recently undergone a so called food crisis in 2007, in which processed food
and oil prices mounted to peak levels throughout the world. The causes of the rise in
processed food prices include the rapid growth of the world population, increase in
demands by developing countries, insufficient supply due to global warming, the use
of some agricultural products as bio-fuel, and speculative transactions of investment

funds in the Wall Street.

The differences in nutrition habits, difficulties in trade, and different domestic
needs have forced the food industry to adopt multi-country strategies. Due to several
reasons such as natural characteristics of products, difficulties in long-distance
transportation and its high costs, differences in taste and preferences, and difficulties
in controlling local distribution channels, companies with EU, the USA and Japan

origin have followed a spread strategy through M&A transactions.

In 2008, Belgian InBev and American Anheuser-Busch realized a USD 52
billion takeover deal, creating the world’s largest beer maker. The new company, called
Anheuser-Busch InBeyv, is expected to produce 300 different brands of beer and to
enjoy a net annual sale of about USD 36 billion. Being the world’s largest takeover
deal in the alcoholic beverages sector, the new company will produce approximately

one fourth of the world’s beer production.

Because of the young population’s aptitude to innovations, the food sector
in Turkey has the advantage of easily utilizing the opportunities available. Another
advantage of the sector is the opportunity of selling products to the EU countries

and nearby markets.

Production capacity of the food sector reached 186,4 million tons in 2008, a
47.1% increase, as compared to 2007. The highest capacity increase in 2008 was in
meat and meat products and processed flour products. Processed fruit and vegetables
and other food products also showed high capacity increases in 2008. Contrary to
the food industry, there was a 1% decrease in the production capacity of beverage
industry. Production capacity of the beverage industry was 13.3 billion liters in 2007,

as compared to 13.2 billion liters in 2008, which is a 1% decrease.
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As of 2008, food and beverage industries employ about 471,000 people.
As in the previous year, fruit and vegetables sub-sector has the highest sub-sector

employment in 2008.

According to the Deloitte Annual Turkish M&A Review-2008, the largest
M&A transaction in the food and beverage industry in 2008 was the acquisition of
Tekel by the UK-based BAT (USD 1,720 million). Other largest M&A transactions
are the acquisition of the 95.7% of the shares of Turk Tuborg by the Israel-based
Central Bottling Company (USD 44.5 million), the acquisition of Exotic Meyve Sulari
by the UK-based Ashmore (share and deal value not announced), and the acquisition
of the 39% of the shares of Ana Gida by the USA-based Bedminster Capital (deal

value not announced).

Being among the most dynamic sectors in Turkey, food sector attracts foreign
investor’s attention. There is an inflow of foreign direct investment to the sector and
large investments have been made. The sector also hosts many foreign companies.
Approximately 10% of companies with foreign capital in the manufacturing industry
and 2% of the total number of companies with foreign capital in Turkey operate
in the food and beverages industry. The share of direct investment inflow in food
and beverages within the manufacturing industry increased from 18.2% (USD 766
million) in 2007 to 34.2 % (USD 1.3 billion) in 2008.

Asof theendof 2008, 3.757 companies with foreign capital in the manufacturing
sector operate in Turkey. Among these, 369 companies are in the food and beverage
products sector. Of these 369 companies, 99 have capital values higher than USD
500.000.

Food and beverages sector exports reached USD 6.5 billion in 2008, which
was USD 5.1 billion in 2007. Among the total, processed fruit and vegetables have
the highest sub-sector exports, followed by ground grain crops and then by vegetable-
animal oils and fats sub-sectors. When the distribution of the food and beverage

exports in 2008 is considered according to country, the first three countries are Iraq
(15.4%), Germany (10.7%) and the Netherlands (4.3%).

Food and beverages sector imports increased to USD 3.7 billion in 2008 from

USD 2.6 billion in 2007. Among the total imports, vegetable and animal oils and fats
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sub-sector has the highest share (USD 1.6 billion) followed by other food products
and meat and meat products sub-sectors. When the distribution of the sector imports

in 2008 according to country is considered, the first three countries are Malaysia
(12.3%), the USA (10.9%) and Ukraine (10.8%).

3.4. Manufacture of Basic Metals and Fabricated Metal Products

Iron and steel industries took the fourth place in terms of FDI inflows to
Turkey with USD 1,009 million in 2008. The highest FDI inflow in the industry was
generated by the acquisition of additional shares of Eregli Demir Celik Fab. T.A.S.
by Arcelor Mittal NV for USD 959.1 million. MMK Magnitogorsk Iron&Steel Works
Joint Stock Company participated in the capital increase of its subsidiary in Turkey,
MMK Atakas Metaluriji T.A.S., and transferred USD 41.4 million. Pirelli Tyre Holding
NV bought a part of Celikord A.S. shares for USD 24.1 million.

The companies operating in iron and steel industries have been seeking for
consolidation by making M&A deals in the sector in the last few years. In doing so,
they gained control over the iron ore supply and consequently, bolstered the prices.
In 2008, 29 mega-deals, M&A deals with values over USD 1 billion, took place in the
industry. Table 29 demonstrates the top 5 deals.

Table 29: M&A Transactions in Iron and Steel Sector

Home Country of Home Country Deal Value
Target Company the Target Acquirer Company  of the Acquirer (USD Billion)
Company Company

lPSCO. 15, LT 1Al Canada Evraz Group SA Russia 4.02
Operations
Ironx Mineracao SA Brazil Anglo Amerikan PLC UK 3.49
Boehler- Uddeholm AG Austria Voestalpine AG Austria 348
Nacionale Minerios SA Brazil Investor Group Japan 3.12
Sukhaya Balka GOK Ukraine Evraz Group SA Russia 2.18

Source: Forging Ahead 2008 Annual Review M&A Activity in the Metal Industry (www.pwc.com)
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3.5. Transport, Storage and Communication

In 2008 an acquisition deal with a huge value was negotiated between France
Telecom and Telia Sonera; however, the parties of the negotiation could not reach an
agreement on the terms. The French company announced that it was planning to buy
Swedish telecom giant Telia Sonera valued at EUR 23-34 billion (equivalent to USD
25-52 billion) in April 2008; however, it withdrew its offer in June 2008.

Among the completed deals in communication services in 2008, the most
important deal was the one between Google and Youtube. Google, the most popular
internet search engine, took over Youtube for USD 1.65 billion. On the other hand,
Microsoft offered USD 4.6 billion to acquire Yahoo, but the negotiations have not

been concluded.

Nokia adopted a strategy on expanding its location-based services in 2008, and
acquired American Navteq, aleading company in mapping and navigation technologies,
for USD 8.1 billion. Furthermore, Nokia bought Norway-based software company
Trolltech for USD 153 million.

According to Deloitte Turkey’s “M&A Report, 2008” there were only 5 M&A
deals made in the Turkish ICT (i.e. Information and Communication Technologies)

sector. The total value of the deals mentioned above was relatively low as well.

The bid to obtain the licenses for 3G—third generation mobile communication
application (IMT-2000/UMTS) was held on November 28, 2008 by Information and
Communication Technologies Authority and the technology is expected to have a
great impact on communication. Three mobile phone operators, Vodafone Iletisim

Hizmetleri A.S., Turkcell Iletisim Hizmetleri A.S. and Avea Iletisim Hizmetleri A.S.
participated in the bid.

e ‘Turkcell Tletisim Hizm.A.S. obtained A-type license for EUR 358 million
(equivalent to USD 544 million) + VAT,

e Vodafone Iletisim Hizm.A.S. obtained B-type license for EUR 250 million
(equivalent to USD 380 million) + VAT,

e Avea Iletisim Hizm.A.S. obtained C-type license for EUR 214 million (equivalent
to USD 325 million) + VAT.
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Of USD 169 million FDIundertakenin “Transport,storageand communication”

sectot, a total of USD 46.3 million was invested in telecommunication sectof.
3.6. Electricity, Gas and Water Supply

Similar to the previous years, electricity production sector was perceived as an
emerging and strategic activity in 2008 as well. Analyses of international organizations

support this view.

A study of International Energy Agency suggests that (IEA 2003), the cost
of infrastructure investments will be around USD 16 trillion during the period 2001-
2030. It implies that approximately USD 550 billion will be invested each year in
energy projects. It is also estimated that the cost of the investments in electricity
production will constitute 60% (around USD 10 trillion) of the total infrastructure
investments during the same period. When supplementary investments that are going
to be made in order to supply oil, gas and coal to electricity production plants are

taken into account, the share of electricity production goes up to 70%.

According to “Public Private Partnership Database for Infrastructure Projects”
(World Bank 2009), although many developing or transition countries took steps
on liberalizing their electricity production sectors in the last 20 years, 58% of the
investments in electricity production were realized in only 5 countries, namely, Brasil,
China, India, Argentina and Philippines during this period. Latin America, East Asia
and Pacific regions attracted almost 75% of the investments whereas the other regions

managed to attract the infrastructure investments only at a limited level.

According to Deloitte Turkey’s “M&A Report, 20087, energy sector was
ranked the third in terms of the number of M&A deals (19), following services (24
deals) and financial intermediation (20 deals). What is more striking is that the total
value of the deals made in energy sector, USD 5,751 million, exceeded the total value
in financial intermediation, USD 2,410 million, for the first time and was ranked the

first in the report.
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“Energy Deals 2008 Annual Review” of Price Waterhouse Coopers, a study
which analyses the M&A deals made in the Turkish energy sector in 2008, revealed
that electricity production and transmission took 68% of the shares in total in terms
of the number of deals while transmission of natural gas took 32%. However, the
breakdown by deal values seems more balanced due to the privatization of Baskentgaz

and 1zgaz.

In July 2008 Verbund AG (Austria) — Enerjisa (Turkey) joint venture took
over Bagkent Elektrik Dagitim, a state electricity transmission company operating
in Ankara, for USD 1,225 million. Another state electricity transmission company
which operates in Marmara region, Sakarya Elektrik Dagitim, was acquired by CEZ
(Czech Republic) - Ak Enerji (Turkey) joint venture for USD 600 million.

In electricity production, Austrian OMV Power Int. GmbH bought 60% of
Borasco Elektrik Uretim San. ve Tic. A.S., a domestic energy company, and made the

most important deal in 2008.

The aggregate FDI inflows in “Electricity, Gas and Water Supply” sector
accounted for USD 1,050 million in 2008.
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B. ACTIVITIES TO INCREASE THE FOREIGN
DIRECT INVESTMENTS

1. IMPROVING THE INVESTMENT ENVIRONMENT

1.1. Efforts in the International Area to Improve the Investment Environment

Investment has become a significant tool for countries to achieve higher
growth rates, decrease the unemployment level, and increase the efficiency, prosperity
and global competitiveness since the 1990s, the years of acceleration of globalization.
Particularly, the less developed and developing countries, for whom the economic
development is a considerable policy target, need larger investments to achieve higher

growth rates, diminish the unemployment level and raise technological development'.

Thus, the countries have recently started to develop strategies to increase
both national and foreign investment flows. One of the most common strategies is
removing administrative and bureaucratic barriers and designing a more competitive
investment climate by decreasing the time and cost of doing business. Indeed, the
quality of the investment environment, which depends on many components such as
the political and economic stability, legal and regulatory framework, and infrastructure

of the countries, has become a significant factor affecting the investment decisions'S.

15 Busse, Matthias and Groizard, José Luis. (2006). Foreign Direct Investments, Regulations and Growth.
World Bank Policy Research Working Paper, no. 3882.

16 Qimiao, Fan. (2006, May). Importance of the Investment Climate for FDI and Domestic Investment. The
Workshop on the Investment Climate and Foreign Direct Investment in CLMV Countries, Hanoi, Vietnam.
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Improving investment environment can be an independent reform program
aiming at streamlining the regulatory framework, decreasing the administrative and
bureaucratic procedures and increasing both national and international investments,
as well as being a part of a more comprehensive reform program. However,
traditional way of improving the investment environment has mostly been a part
of reform programs designed to increase the competitiveness in many countries
since the improvements in areas such as economy, politics, public administration,
institutionalization and privatization are directly related to the improvement of

investment environment.

Improving the investment environment involves many factors such as
rationalizing the procedures in the business start-up and operation periods in addition
to continuing the macroeconomic and political stability, enhancing the financial
markets, improving corporate governance, ensuring the proper functioning of the

judicial processes and developing the infrastructure, labor force and education level.

As a result of the increasing importance and the widening scope of the
investment environment, this concept has started to take more place on the agenda
of the international institutions. Moteover, the international institutions have started
to diversify their programs towards directing the reform studies of countries and

increased their technical and financial subsidies for this area.

The Foreign Investment Advisory Service (FIAS), whichis a subsidiary of World
Bank and International Finance Corporation, supports the projects of developing
countries on topics such as improving the investment environment, investment policy
and promotion, administrative simplification and sectoral investment environment.
The increase in the number of the projects supported by FIAS can be regarded as
a proof of the increasing interest of countries in the investment environment. The
number of projects supported by FIAS has reached to 108 in 2008, from 60 in 2004.
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Chart 18: The Number of Projects Towards
Improving Investment Environment Supported by FIAS
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Additionally, the increasing number of
reforms carried out by countries in the Doing
Business Reports, a World Bank publication
assessing countries in terms of ease of doing
business since 2004, shows explicitly the trend
in the worldwide investment environment
activities. The Doing Business Reports indicate
that 213 reforms towards improving the
investment environment were implemented
between 2005 and 2006 in 112 countries,
200 reforms were carried out by 98 countries
between 2006-2007 and 239 reforms were put
into force in 113 countries between 2007-2008.

2007 2008

The Doing Business Reports
provide comparative information
about the quality of investment
environment of countries,
by assessing the timing and
cost of institutional, legal and
administrative activities faced by

investors in a country. The Ease

of Doing Business Rank acts
as an important tool affecting

the investment decisions and
provides benchmark in terms
of the administrative, legal and
and
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In line with the global financial and economic crisis, which started because of
the fluctuations in the financial markets caused by the difficulties in the repayment
in the USA mortgage credits at the beginning of 2007, and which affected the real
markets after September 2008, a significant decrease in the worldwide foreign direct
investment flows was observed. UNCTAD predicts a 21% decrease in the foreign
direct investment flows in 2008 compared to 2007. The downward trend in the global
investments as a result of diminishing financial sources and decreasing investment
capacities has increased the importance of the investment environment reforms
among the investment policies. Indeed, decreasing bureaucratic costs has gained
even more importance in terms of supporting investments. The regulatory reform
program implemented by South Korea in order to enhance its economy against the
negative effects of Asian crisis is a significant example of promoting the investments
by improving investment environment in crisis petiods'’. Furthermore, supporting
foreign investment has been one of the G-20 suggestions declared on April 2, 2009,
which is a clear evidence of the worldwide importance of investment environment

studies.

1.2. Improving the Investment Environment in Turkey

1.2.1. Activities of the Coordination Council for the Improvement of Invest-
ment Environment (YOIKK) in 2008

The activities towards improving the investment environment, which were

started in 2001 in line with the international practices, were continued in 2008.

e Technical Committee on Research and Development was established under
the chairmanship of TUBITAK in order to determine and implement policies
towards increasing the R&D investments in Turkey. The Technical Committee
started its studies to have a more attractive investment environment in terms

of R&D activities.

17 Lee, Myung-Kyu. (2007, June). Expetience of Regulatory Reform in Korea. http://info.worldbank.org/
etools/docs/library/240922/LeePresentation’o5B1%5D.pdf
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¢ YOIKK Technical Committee Action Plans were initially prepared in 2007
in order to enable the monitoring and evaluation of studies managed by the
YOIKK Technical Committees. The Action Plans were revised within the
framework of the bottlenecks faced by the investors at the 12* YOIKK Meet-
ing which was held on January 30, 2008 and the Technical Committees con-
tinued their activities in 2008 within the context of the revised Action Plans.
Major improvements achieved as a result of the activities conducted by the
related institutions in the context of the YOIKK Technical Committees Ac-

tion Plans are as follows:

O Law on Enhancing Research and Development Activities, which in-
volves important incentive tools towards accelerating research and de-
velopment activities and innovation, was published in the Official Ga-

zette on March 12, 2008 and came into force in April'®.

O Prime Ministry Circular on the establishment of Coordination Council
for Intellectual and Industrial Property Rights was enacted on May 21,
2008".

O The Employment Package aiming to decrease the bureaucratic and fi-
nancial burden on labor force and increase the flexibility of the labor

market was enacted on May 26, 2008%.

O The Labor Market Survey was formed to enhance the education-em-
ployment relation and amend the labor qualifications to meet the labor
market needs. The final report of this survey was announced to the

public.

0 Law on Amending the Decree on Protecting the Geographical Indica-

tions was enacted on October 23, 2008,

O The Regulation on the Ex-post Inspection and the Control of Risky

18 Law no 5746 on Enhancing Research and Development Activities (Official Gazette 02.28.2008/26814).

19 Prime Ministry Circular No 2008/7 on the establishment of Coordination Council for Intellectual and
Industrial Property Rights (Official Gazette 05.21.2008/26882).

20 Law n0.5763 on the Amendment of the Labor Law and some other Laws (Official Gazette 05.26.2008/26887).

21 Law no 5805 on Amending the Decree on Protecting the Geographical Indications (Official Gazette
10.23.2008/27033).
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Operations aiming at accelerating the work flow via the ex-post inspec-

tion of the customs operations was enacted on October 27, 2008

O The medium term strategic targets of the Investment Support and
Promotion Agency of Turkey were determined on November 28, 2008

at the Advisory Board Meeting,

e “Experience Sharing Program” was initiated in order to share the experience
and knowledge on improving the investment environment by the countries
working on this issue. Two programs were implemented for the Iraq and Kir-

ghiz delegations, on November 5, 2008 and November 6-7, 2008, respectively.

e The YOIKK Portal (www.yoikk.gov.tr), aiming to create an effective commu-
nication platform between YOIKK members, was launched on April 17, 2009.
Introductory information about the studies in YOIKK Technical Committees,
Steering Committee and Investment Advisory Council as well as explanations

about the main investment procedures are provided on YOIKK Portal.

22 The Regulation on the Ex-post Inspection and the Control of Risky Operations (Official Gazette
10.27.2008/27037).
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Box 5: The ranking of Turkey in the Investment Indices

The investment indices of several international institutions act as benchmar-
king tools for improving the investment environment studies and direct the in-
vestment decisions since they provide the opportunity to compare countries. The
international institutions use different methods and criteria when comparing the
quality of countries’ investment environments through the investment indices.
The studies in this area usually assess the existent capacity factors such as legal

framework, infrastructure and institutional development.

The recent improvement of Turkey’s ranking in the international investment
indices explicitly shows that Turkey is becoming a more attractive destination for
investments and both the legal framework and institutional capacity of Turkey
are developing. The ranking of Turkey at some of the international indices is

provided below:

(1 Tutkey has been the 59" in the Doing Business 2009 Report of World
Bank among 181 countries. By the YOIKK Corporate Governance
Technical Committee studies a Communiqué was enacted, as a result
of which Turkey has moved up 13 steps to the 53 in the “Protecting
Investors” ranking of World Bank Doing Business 2009 Report. By this
Communiqué, an independent advisor review was made compulsory
when corporations the shares of which are admitted to trading on a
stock exchange enter into a transaction exceeding a certain amount with
an individual or a company who has directly or indirectly a relation of

capital, management or inspection.

According to UNCTAD World Investment Report, Turkey has been

the 23" in the global ranking and the 9" among developing countries

in terms of attracting FDI, with the USD 22 billion foreign investment
inflows in 2007. Also, according to World Investment Prospects decla-
red in the same report, Turkey has been selected as the 15™ attractive

country for the investments in 2008-2010.
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Turkey has remained in the same ranking at the “Best countries for bu-
siness Index”, published by Forbes in March 2009 and it has been the

41* among 127 countries likewise in the previous year.

Economic Freedom Index published annually by the Heritage Founda-
tion and The Wall Street Journal aims to analyze the economic freedom
level of the countries through 10 different criteria. Turkey has taken
61.6 points out of 100 in the Economic Freedom Index 2009, 1.6 po-

ints more than the previous year’s level, and has been the 75" among

185 countties.

Turkey has been the 47" in the World Competitiveness Yearbook 2009
published by the International Management Development Association,
which analyses the competitive power of 57 countries through 329 cri-

teria.
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1.2.2. 5" Meeting of the Investment Advisory Council (IAC) for Turkey

The fifth meeting of the IAC, established in 2004 in order to provide an
international perspective to the studies conducted to improve the investment climate
of the country and which meets annually under the chairmanship of HE President
Recep Tayyip Erdogan, was held on June 18, 2008 in Istanbul. The IMF First Deputy
Managing Director Mr. John Lipsky, the World Bank Vice President Mr. Graeme
Wheeler and top level executives of 19 multinational companies representing 12

different countries and 14 different sectors attended the last meeting,

In the fifth meeting, Council members highlighted the success in the amount
of FDI inflows to Turkey and expressed their impression on the decisive measures
taken on supporting research and development activities, developing the area of

insurance and labor market flexibility. In this context,

e Passage of the new R&D law, which provides a major stimulus for R&D and

the development of Turkey as an export and knowledge based economy,
e Adoption of the social security and universal health law,

e Passage of the insurance law, which represents a significant step towards adopt-

ing the best international practices and realizing the sector’s potential fully,

e Adoption of the employment package, opening the way for further improve-
ments in labor market flexibility and enhancing competitiveness of companies

operating in Turkey,

were highlighted as important accomplishments for the improvement of the

investment climate.

Council members stated the significance of the continuation of the successful
strategy to maintain macroeconomic discipline and micro economic reforms in this
line to increase growth rate. The significance of vigilant monetary policy, maintenance
of budgetary discipline and adoption of fiscal rule were also emphasized in the
declaration of outcomes which was announced to the public at the end of the meeting.

In addition, emphasizing the priority of policies on improving labor market flexibility
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and quality of the education, Council members grouped their recommendations for

the improvement of the investment climate under 12 main titles:

10.

11

12.

Improve education and training, particularly foreign language skills and tech-
nical education based on public-private cooperation, geared to private sector

needs.

Enhance dialogue between industry and universities to promote entrepre-

neurship, leadership and management skills.

Accelerate energy sector reforms, including automatic cost recovery pricing,

diversification, deregulation and privatization.

Move forward with labor market reforms that further enhance flexibility

while protecting workers.

Improve infrastructure, patticulatly transportation and information/com-

munication technology as well as appropriate contractual and legal frame-

work for PPP/BOT.

Further strengthen the implementation of legislation on intellectual prop-

erty rights in accordance with international standards.
Reduce barriers to further use of broadband internet and PC.
Improve customs procedures.

Improve public administration practices by enhancing transparency, predict-

ability and efficiency.

Strengthen measures to reduce informality, including fighting against tax

evasion.

. Encourage the growth of SMEs to drive employment and expand their role

in formal economy.

Enact and implement the new commercial code to improve corporate gov-

ernance and accounting standards.
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Recommendations of the Council members, which are brought forward
during IAC meetings, are announced to the public at the end of each meeting via
declaration of outcomes. These recommendations are assessed by YOIKK Technical
Committees and relevant institutions via YOIKK action plans measured annually.
Results and achievements recorded during the year are presented in the IAC progress

teports™

23 IAC progress reports are available at www.treasury.gov.tr.




June 2009 Foreign Direct Investments

Box 6: Global Trends in Improvement of the Investment Climate*

Improvement of the investment climate has begun to be an important agen-
da item for governments and international institutions as the quality of the in-
vestment climate and ease of doing business have become a crucial factor in
investment site selection by firms in the era of globalization. Governments aim
to enhance employment, productivity, prosperity and global competitiveness by
creating more competitive investment climates in terms of cost and duration of

doing business.

Studies to improve the investment climate which are initiated with similar im-
petus are shaped in line with the sui generis needs and priorities of each country.
Yet, when studies conducted by countries from different geographic locations
with different development levels to improve the investment climate are analyzed
in terms of methodology and process, some common trends are observed in di-
agnostics, process design, implementation, and monitoring and evaluation. Thus,
it can be concluded that improvement of the investment climate is a valid policy

for all countries regardless of their level of development and regional location.

The following common points regarding approach, structure and working
of investment climate improvement studies have been ascertained by assessing
studies conducted by 6 East Europe and Central Asia, 7 OECD, 2 Sub Saharan
Aftica, 2 East Asia and Pacific, 1 Caribbean and Latin America, 1 Middle East
and North Africa countries to improve the investment climate in methodological

terms:

L] Studies to improve the investment climate have been handled through
an institutionalized structure and public private partnership approach in

all countries.

Process of improvement of investment climate moves along 4 basic
steps:

1. Diagnostics,

2. Design of solution,

3. Implementation,

4. Monitoring and evaluation.

24 Compiled from the professional dissertation of Ass. Treasury Expert Gamze Ozdurgutlu which analyses
investment climate improvement studies of 20 countries.

80



Foreign Direct Investments June 2009

Box 6 (Cont’d):

Chart 19: Steps of Process of Improvement of Investment Climate

[ Diagnostics ]‘

Monitoring and Design of
Evaluation Solution

[ Implementation ]

1] All countries conduct a diagnostics study prior to initiation of studies to
improve the investment climate with the aim to determine the barriers
in doing business and clarify areas for improvements. Despite the fact
that instruments and methods of diagnosing the current status of the
investment climate vary, the most common methods used in diagnos-
tic studies refer to the evaluation of assessments conducted by inter-
national institutions such as FIAS, World Bank. Additionally, investor
surveys and field research studies contribute to the measurement of
administrative burdens to determine the steps to be taken to improve

the investment climate.

There are 2 conventional approaches in terms of structure and working
of the investment climate improvement programs of the countries. In-
vestment climate reforms, which incorporate a variety of institutions
naturally, are coordinated by a new mechanism in some of the countries
while one of the existing institutions is assigned with the coordination
task in some others. What is common in all countries is that coordinati-

on units are located in existing economy or finance ministries.
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"] Studies to improve the investment climate are conducted by sectoral, regi-
onal or policy based working groups which are designed to conduct tech-
nical works in line with the needs and resources of the countries under the
administration of a coordination unit in most of the countries. Secretariat
body is also established to provide infrastructural and communication ser-

vices between technical working groups.

Countries have developed a variety of approaches regarding monitoring
and evaluation of the progress achieved, which is a significant component
of the studies on improving the investment climate. Creation of indepen-
dent units -apart from the coordination unit- assigned with the task of
monitoring and evaluation has been one way preferred by some countries.
Assigning the coordination unit or the secretariat with the task of monito-

ring and evaluation is another common trend in this regard.

There are also some differences in terms of policy approaches to investment
climate improvement studies of the countries. Investment climate is considered
as a specific policy area in some countries whereas in some others, it is taken as a
component of more comprehensive policies. It is observed that OECD countries
put more emphasis on regulatory simplification studies with the aim to decrease
the administrative burdens brought on firms by regulations while less developed
countries focus on improvement of all of the basic components of the invest-

ment climate such as employment, taxation, company registration or on a specific

policy area such as sectoral licenses. Evaluating all these similar and diverging app-

roaches, it is possible to predict that some trends will stand out in the following
term in the area of improving investment climate. These can be summarized as

follows:

] Itis a prevalent approach to consider investment climate as a dimension of
competitiveness. In addition, it has become widespread to conduct studies
to improve the investment climate within the framework of an institutiona-
lized mechanism, through public private partnership understanding. Adop-
tion of 239 reforms in 113 countries in 2007-2008 is a concrete indicator

of the competition among countries regarding investment climate reforms.
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Box 6 (Cont’d):

] Within the national level, improvement of investment climate has also
gained significance in regional terms. In this regard, EU approach will
certainly impress other regional organizations. EU aims to enhance the
competitiveness at the firm level by reducing the administrative burdens
brought on enterprises via administrative regulations within the context of
the Lisbon Strategy which determines the framework of the competitiveness
policies of the Union. Commission, within the context of the Strategy,
initiated “Action Program for Reduction of Administrative Burdens in
EU” on November 12, 2006 with the aim to reduce administrative burdens
stemming from Union level regulations. As part of the program, it was
agreed to reduce administrative burdens by 25% until 2012 in the Spring
Summit of the Council in 2007. This significant target encompasses
measures to be adopted at both Union and national level. As a result of
the achievement of this measure, 1.4% increase is foreseen in GDP of the

EU corresponding to Euro 150 billion (USD 228 billion).

Reduction of administrative burdens onenterpriseshasbecomeanimportant
component among the policy areas that are subject to improvement.
Germany, Austria, Australia, Belgium, S. Korea, the Netherlands, Hong
Kong, Croatia, the United Kingdom, Mexico and Poland are among the
countries that conduct studies to reduce administrative burdens as part of

the investment climate reforms.

Methods and instruments applied by countries during the implementation

of investment climate reforms also differ:

O More emphasis has begun to be placed on linking reform studies to concrete

and quantitative targets. Diagnosing the barriers in doing business by using
the Standard Cost Model or investment climate assessment (ICA) reports of
the World Bank has become widespread. ICA reports analyze the barriers in
the investment environment of countries and take the stock of administrative
burdens. The number of ICA reports, which are firm level data analysis

conducted by the World Bank to analyze the current status of the investment
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Box 6 (Cont’d):

climates of the countties, increased to 110. Likewise, the number of countries
which benefited from the Standard Cost Model network increased to 24. This
model was formed in 2003 as an informal communication network among the
countries using the model as a means to measure and reduce administrative
burdens. These indicators are basic evidence proving the trend in conducting

the investment climate reform studies based on concrete data.

Implementation of regulatory impact analysis (RIA) to the new regulations
along with the regulatory simplification during the studies conducted to
reduce the administrative burdens on firms has also become a common
approach. RIA is executed to make an analytical analysis of the necessity of
the proposal, alternative means to reach the target, cost and benefit analysis
and implementation methods. Nearly all EU member states have started
to implement RIA within the context of the institutional efforts regarding

strengthening and supporting regulatory reform.

Administrative and regulatory burdens create negative effects mostly on SMEs
and correspondently diminish the competitiveness of SMEs. This fact has
begun to draw the attention of the countries. Thus, strategies such as “Think
small first” have been widely adopted with the aim to compose regulations that
do not bring additional burdens on SMEs. Increasing number of countries
have begun to apply SME impact analysis in the regulatory process. European

Commission has also adopted Small Business Act for Europe on June 25, 2008

within the context of Renewed Lisbon Strategy for Growth and Jobs . The

Act, which aims to reduce administrative burdens on small enterprises and
prevent additional burdens to be brought through new regulations, requires
the Commission and member states to develop policies in line with this aim
within the framework of 10 main principles. The United Kingdom and Poland
are among the countries that have already been constructing policies in this

regard.
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O Use of information and communication technologies and e-government
applications throughout the transactions of business community and
citizens with government have become widespread. Performing regulatory
transactions such as registering a company and filling tax declarations to start
a business by firms, initiating and conducting operations electronically can
be shown as examples for e-government applications which can shortly be
defined as offering public services by using information and communication
technologies. E-government applications which increase the competitiveness

in terms of decreasing cost and time are widely used all over the world.

"] Together with the implementation of improvement studies for investment
climate; monitoring and evaluation of their effects have also attracted the
interest of the countries. Monitoring of the improvement process from
the beginning to the end by establishing independent mechanisms apart
from the institutional mechanism responsible for the implementation of
the studies and evaluating the progress achieved have gained significance.
Germany, Australia, the Netherlands, Hong Kong, Latvia, Poland and
Uganda are among the countries that have formed independent structures
assigned with monitoring and evaluation task. In addition to structuring,

methods used in monitoring the effects created by improvement studies

vary in practice. Widening use of investment climate indices, which

compare investment climate of countries in terms of doing business, as
reference points for benchmarking in recent years and even development
of various programs by international organizations to improve the ranking
of the countries in these indices can be considered as an indicator of
the increasing importance given to monitoring the results of the studies

conducted to improve the investment climate.
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2. INTERNATIONAL AGREEMENTS FOR THE PROMOTION
OF FOREIGN DIRECT INVESTMENTS

2.1. Avoidance of Double Taxation Treaties

Basically, Avoidance of Double Taxation Treaties are signed in order to
prevent taxation of returns separately both in the country where they are earned
and in the country where the owner of the return is resident. Another purpose of
these treaties is to prevent foreigners to be taxed more heavily in the territory of the
Contracting Parties compared to their own nationals. In other words, the purpose of
Avoidance of Double Taxation Treaties is to prevent the possible inequality between
the domestic and foreign tax payers by binding the taxation of foreign investors to
certain principles, and eliminating the negative aspects of any change in the domestic

tax legislation for long term planning.

In this context, Turkey has signed Avoidance of Double Taxation Treaties

with 74 countries. Of these 74 Treaties, 70 Treaties have entered into force.
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Table 30: List of Avoidance Double Taxation Treaties Signed by Turkey and
Entered into Force*

Date of Entry into

Date of Signature Force
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=
>
=
<




Date of Entry into

Country Date of Signature Force

* The date of enforcement of Double Taxation Treaties in terms of taxes is the first day of the year following
the date of entry into force.

Soutce: The Ministry of Finance

(1) The Treaty will be implemented only for the taxes collected for the aviation services of the Contracting States.

(2) The Treaty entered into force for the taxation periods, starting from January 1, 1987 about the returns which
would not be taxed according to Article 5 para. 2-(h)-2,and Article 11, para. 3-c and Article 14 para. 2.

(3) The provisions of the Treaty as regards maritime and aviation transportation have started to be implemented
since January 1, 1983.

(4) The Treaty is to be implemented to the taxes collected from the returns accruing from the operation of air-
planes in the international traffic, starting from January 1, 1987.

(5) The Treaty is to be implemented for the returns accruing from the aviation services and the returns of interest
accruing from the accounts for the aviation returns, starting from January 1, 1988.

(6) The provisions of the Treaty is to be implemented starting from August 17, 1995 for the construction ser-
vices and starting from January 1, 1998 for the other provisions.
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2.2. Bilateral Investment Treaties (BIT)

The main purposes of Turkey’s BITs are to increase the bilateral flows of
capital and technology, and protect investments of foreign investors in the framework
of the legal system of the host contracting state. In line with these principals, BITs
are signed with countries with strong investment relations with Turkey or carrying
a potential in this direction or with which the development of bilateral economic

relations are considered promising,

BITs, which have been signed by Turkey with 80 countries so far, are
fundamental agreements including key provisions for foreign investors, such as
application of national treatment and most favoured nation treatment to foreign
investors by the host state, guarantee of free transfer of profits, clarification of the
terms and conditions of expropriations that may be practiced by the host state, and
resort to international arbitration in case of a dispute between the investor and the

host state.

BITs negotiations are projected to be carried on in 2009 and 2010. In this
context, it is expected that the planned negotiations will mainly focus on the renewal
of outdated BITs and conclusion of new BITs with developing countries to protect
the rights of Turkish investors investing in these countries. In terms of the renewal
of outdated agreements, negotiations with the new members of European Union
in Fastern Furopean have priority. From these countries, negotiations have been
launched with Bulgaria, Croatia, the Czech Republic, Slovakia and Romania and,
except for Bulgaria, negotiations with all the above mentioned countries have been
concluded. In this context, in 2008-2009, new BITs have been signed with the Czech
Republic, Croatia and Romania and the text of the Agreement with Slovakia has been
initialed. Additionally, Turkey is planning to renegotiate its BI'Ts with the countries in
the Balkans, Caucasia, Central Asia, and the Middle East to address the current needs
and priorities of the Turkish investors. To this end, the required diplomatic initiatives
have been started in 2009.

The dates of the signature and entry into force of 65 BITs signed and ratified
by Turkey are given in the following table.
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Table 31: Bilateral Investment Treaties Signed by Turkey and Entered into
Force

Country Date of Entry into Force Country Date of Entry into Force

Source: Undersecretariat of Treasury




Table 32: Bilateral Investment Treaties Signed by Turkey and in the Process
of Ratification

Countries Date of Signature

Source: Undersecretariat of Treasury
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