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Turkey: is it safe?

Like most other emerging-market currencies,
TRY went through the wringer in 2008, closing
the year down by more than 23% against EUR.
The first monetary-policy meeting of the year
offers an opportunity to take an overall look at
Turkey's prospects and ask ourselves: "is it
safe?" as Laurence Olivier asked the unsus-
pecting Dustin Hoffman in Marathon Man. In
keeping with Hoffman's reply in the film we
must say that there are both pros and cons.
As before, the Bank's overall approach to the
financial markets is that investors should
basically think defensively (cf. our latest
strategy paper about the Q1 prospects

Dense fog ahead), and a look at the global and
local factors that determine the return on TRY-
denominated bonds reveals that risk has in-
creased - the tail of the distribution has wid-
ened. So even if we maintain our BUY recom-
mendation for TRY-denominated bonds, risk is
somewhat higher than just six months ago -
and investors who have not reduced their
exposure to TRY should take an extra look at
their portfolios.

Fundamental development

During recent months, the trend across the
world has been clear: economic growth and
inflation have plummeted at a rate that has
taken most by surprise.
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Over the closing months of 2008, the Turkish
inflation rate fell from almost 12% y-o-y in
October to 10% y-o-y in December - and the
fact that commodity prices remain low in
combination with a sharp slowdown in growth
mean that the inflation rate may slow down
more - to about 7% in the course of 2009.
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For economic growth has also imploded, and
the Turkish economy grew at a mere 0.5% y-o-
y in Q3 2008. We expect the growth rate for
full-2008 to come to about 2%% y-o-y and a
measly %% y-o-y in 2009 - and this succeeds
years of impressive growth rates.
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The above prompted the Turkish central bank
(CBT) to perform another handbrake skid.
Having been lowered in early 2008, interest
rates were raised by 150 bp between April and
July - and in November the CBT began its latest
relaxation cycle. A tentative start of a 50 bp
cut was succeeded by an impressive cut of
125 bp to 15% in December - and at the meet-
ing today, 15 January, we expect another cut,
of 75-100 bp. All in all, we expect that the
central bank rate may be as low as 12% before
the end of the year - the lowest level in recent
times.
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Below we set out the pros and cons for TRY-
denominated bonds, given the developments
outlined and the global background.



TURKEY

Emerging Markets - 15.01.20009 - Jyske Markets

Yes, it’s safe, it’s very safe - it’s so safe
you wouldn’t believe it!"

Falling yields: the aggressive start of interest-
rate cuts led to considerable falls in long-term
yields - from about 19% to about 13% - which
resulted in fair gains in market value. It has
therefore been a good thing to invest at the
long end of the curve, and more potential may
be left there - although it will probably
materialise at a slower pace.

The central bank got away with it! When inter-
est rates were lowered by 50 bp in October,
most analysts (including ourselves) made the
sign of the cross, mumbling about policy error,
capital flight and various other things. How-
ever, the credit crisis and the violent economic
slowdown justify a shift of focus away from
inflation - and the latest economic indicators
confirmed that the CBT was right. Inflation
expectations have, indeed, continued to fall
and so far the CBT has come out without
losing credibility (unlike another major
European central bank).

Support from a dollar depreciation: at certain
periods there has been close correlation be-
tween the dollar and TRY - and it has been
exceedingly close during the preceding
months. A stronger dollar would thus result in
a stronger TRY - and we expect the dollar ap-
preciation to continue. We expect the
EUR/USD to reach 1.20 within the next three
months.
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The current-account deficit is shrinking: one
reason why TRY is generally regarded as highly

* Not knowing what the question means, Hoffman
tries two different replies - and neither of them is
to the liking of the questioner

risky is the appreciable current-account defi-
cit. The deficit has been growing steadily in
recent years, on a combination of strong
growth and high energy prices, and it reached
6% of GDP in 2008. Both of the factors have
turned round, and we expect that the deficit
may be reduced further - to about 3%-3.5% of
GDP.

Turkey: Current account
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No, it’s not safe, it’s very dangerous - be
careful!®

Still jittery! The main reason for being con-
cerned about TRY is our expectation that the
general investment environment will remain
jittery. It is still the global sentiment that
drives TRY (cf. the chart below). This is de-
scribed in more detail in our strategy paper for
the first quarter of 2009 (see link above), so
interested readers are referred to that paper.
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The central bank does not pay heed to TRY: a
consequence of CBT's change of focus from
inflation to growth is that the CBT is now more
or less explicitly signalling that it is not con-
cerned that the currency may depreciate -
perhaps rather the opposite. The CBT assumes
that the spill-over from a weaker currency on
inflation will be very limited. For one thing,
this increases the risk of policy errors (runaw-
ay inflation) but perhaps the main thing is the
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risk that Turkey will find it more difficult to
obtain sufficient currency to finance its cur-
rent-account deficit which is still fairly big,
after all.

Conclusion

Needless to say, the foregoing paints a some-
what murky picture for the prospects of Turkey
- and it is perhaps also the main message of
this paper (we are repeating ourselves): after a
number of years when two-digit returns were
the rule rather than the exception, there has
been a paradigm shift. Risks are much bigger,
and the investment case for the emerging
markets in general has deteriorated. Even if
we maintain our BUY recommendation for
TRY-denominated bonds, it is thus clear that
exposure to TRY at present should be
somewhat smaller than just six months ago.

With regard to the currency alone, we cur-
rently do not recommend investors to take up
As described elsewhere, the Bank currently
recommends very defensive active allocation.
long TRY positions. Even if an EUR/USD rate at
1.20 would result in fair downward pressure
on the EUR/TRY rate (other things being
equal), we believe that the USD/TRY rate may
rise further from its present level - perhaps
towards 1.75. That would mean an EUR/TRY
rate of about 2.1 in three months - and in view
of the risks attached to the currency (and the
fact that such a position would not have the
hedge involved in bonds when yields fall), the
risk in our forecast seems too big for the re-
turn (3-months forward currently trades at
around 2.20). In general we recommend in-
vestors to scale down their TRY investments, if
the EUR/TRY rate should again approach 2.0.



TURKEY

Emerging Markets - 15.01.20009 - Jyske Markets

Disclaimer & Disclosure

Jyske Bank is supervised by the Danish Financial Supervisory Authority.

Theresearch report is based on information which Jyske Bank finds reliable, but Jyske Bank does not assume any responsibility
for the correctness of the material nor any liability for transactions made on the basis of the information or the estimates of
thereport.The estimates and recommendations of the research report may be changed withoutnotice. The report is for the
personal use of Jyske Bank's customers and may not be copied.

This is a recommendation and not an in-depth investment report.

Conflicts of interest

Jyske Bank has prepared procedures to prevent conflicts of interest. These procedures have been incorporatedinthe business
procedures covering the research activities of Jyske Markets, abusiness unit of Jys ke Bank.

Jyske Bank's emerging-market analysts may not hold positions in the instruments for which they indep endently prepare
research reports. Jyske Bank may, however, hold positions,have interests in or business relations with the instruments that

are analysed. The analysts receive nopayment from persons interested in individual research reports.

Read more about Jyske bank's policy on conflicts of interest at www.jyskebank.dk /terms.

Risk associated with the bond

Investmentin an emerging-market bond involves risk. Many factors, including the country’s credit quality, willingness to pay,
liquidity, social conditions and economic development may affect the price of the bond. Indirect factors may also affect the
price of the bond, for instance global econ omic factors, global risk tolerance and geopoliticalrisks. See the researchreport for
our view on the risk. The risk factors statedinthe report should not be regardedas exhaustive.

FXrisk

If the bond is traded in a currency other than the investor’s base currency (this is oftenthe case), the investor acceptsan FX
risk. The FX risk is in many cases affected by the same factors as the bond (see above). We will assess the FX risk where we find
it necessary. The FX risk factors stated in the research report shouldnot be regarded as exhaustive.

Update of regular resear ch reports

We update EM Duaily every day. We update EM Outlook every week.We update EM Recommend ations at least once a week.
Our view of the individual countries will be updated on a regular basis in these publications. See the front page of the research
report for the date of the latest update.

http:/ /www.jyskebank.dk /finansnyt/obligationer /emergingmarkets/ markedskommentarer /dagens kommentar/ emerging
marketsdaily/ 16898 8.asp?refId=11897 3

http:/ /www.jyskebank.dk/_jb/asp/apps/ markets /meta_docs.asp?metaname=Skabelon& metavalue=) M.Makro.EM&d o
cs=10&shadowID=255531

http:/ /finansnyt/_jb/ default. asp#http:/ / finansnyt /udlobligationer/ emergingmarkets/ emrecommendations/ 2324
90.asp

Updateof separateresearchreports

Separate reports are not updated. A new research report will be published when we find it necessary. This will often be the
case whenthere are significant changeswhich are relevant for investors. This includes changes in the recommendation, a
significant change of the risk associated with the bond or asignificant change in FX risk. See the front page of the report for
the date when the research report waspublished. Separate recommendations are only published once.

http:/ /www.jyskebank.dk /_jb/ commoninc /apps /markets/ forsi de.asp?fagomr=0bl_EM &visfrasite= 3&shadowID=11 3566

Trading prices
Allprices statedare the latest trading pricesat the time of the release of the research report, unlessotherwise stated.




