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The Turkish Economy

The major feature of the Turkish economy during 2009 has been the impact of
the global credit crunch and the repercussions of the world economic slowdown.
Whilst the impact of global conditions on the Turkish economy has been
negative, Turkey has succeeded in limiting the scope of the damage. The
International Monetary Fund (IMF) forecast that economic growth in 2009 will
register a negative 6.5% GDP. This is not far from the IMF’s prediction of average
negative growth of 4.2% for Eurozone countries in the first nine months of 2009.
The IMF also project the Turkish economy coming out of recession in 2010 with
GDP forcast at 3.7% growth.

International confidence in Turkey as an investment location remains strong. The
country has more than adequate support from international institutions to
finance its investment and development projects. Private foreign investment has
slowed down due to global conditions but the International Finance Corporation
(IFC), the investment arm of the World Bank, has invested more than $ 5 billion
of its own funds in infrastructure projects and arranged a further $ 3 billion in
syndicated finance as at December 2008. As of that date, Turkey represented the
IFC’s fifth largest country exposure. Additionally the World Bank has made
average financing to Turkey of $ 1.5 billion per year during the period 2006 —
2009. Turkey is therefore the Bank’s largest borrower in the European and
Central Asian region.

Tourism which is a major source of revenue for the Turkish economy has only
been marginally affected by the global recession. Speculation at the start of 2009
that the Turkish tourism industry would be hard hit proved to be unfounded. The
total number of tourists visiting Turkey during the first 6 months of 2009
declined by less than 1% over the same period in 2008. The number of tourists
visiting Istanbul during the same period was actually up by more than 4% over
the previous year.

More importantly the country’s banking and financial system has weathered the
crisis virtually intact. Whereas government bailout of banks and financial
institutions has been commonplace in many countries, not one bank failure was
recorded in Turkey since the onset of the crisis.
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The Turkish Property Market

In terms of foreign investment, the Turkish property market was a success in
2009. Despite the global decline in investment, $ 1.2 billion worth of overseas
investment was realised in the Turkish property market during the first nine
months of 2009. Whilst this is down on the total figure of $ 2.9 billion for the
whole of 2008, the proportion of overseas investment in the Turkish property
sector as a percentage of total foreign investment rose from 15.8% in 2008 to
20% for the first nine months of 2009.

Foreign Investment in Turkey and the Turkish Property Sector

Year Total Real Estate Percentage

2007 22.0 2.9 13.2%

2008 18.3 2.9 15.8%
2009 (Jan — Sep) 6.0 1.2 20.0%

All figures expressed in $ billion

The Turkish property market has largely escaped the global crash which has
negatively affected property prices in most countries. Residential sales have been
sluggish as a result of lower demand levels. However the Turkish property market
has fared much better than others in the region. In stark contrast to regional rival
Dubai where property prices have fallen in excess of 40% since August 2008 and
are predicted by Deutsche Bank to fall a further 15-20% in 2009, average Istanbul
property prices are expected to increase by 10-15% in 2009. Consequently Turkey
and Istanbul are being viewed by many investors as a safe haven in the region
and funds are being diverted from alternative markets.

Mortgage financing being relatively new in Turkey means that the property
market is not burdened with bad lending which has afflicted so many countries.
Mortgages are on average 10 — 15 years and banks have been conservative in their
lending policies.

Confidence remains strong in the property sector. According to Colliers
International the shares in real estate companies quoted on the Istanbul Stock
Exchange have increased in value by more than 300% during the course of 2009.
Most importantly, negative speculation at the beginning of 2009 that the Turkish
property market would be hard hit by the global crisis has not been realised.
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Istanbul — Prospects for 2010

Istanbul accounts for approximately 12% of the Turkish property market. If 2009
was largely a year of consolidation for the city property market, 2010 has all the
potential to be a bumper year. The city has been designated as the European
Capital of Culture in 2010. When Liverpool, a much smaller city won the award in
2008, it created £2 billion of investment in infrastructure, 14,000 new jobs and
generated in excess of £200 million in tourism revenues. Given Istanbul’s size
and prime location as an international tourism centre, the city is set to exceed
those figures.

Despite the world economic slowdown, leading commercial mall developer Multi
Corporation chose Istanbul to open its latest shopping mall. The company which
has commercial operations in 17 European countries opened the mall in Istanbul
in November 2009 with an investment of € 750 billion. The shopping mall
covering 495,000 square metres is the largest in Europe.

Istanbul continues to combine two elements which contribute to its attraction for
overseas investors; comparatively cheap prices and relatively high rental income.
The Global Property Report for 2008 showed that out of 33 European countries,
Turkey ranked the 8th highest in terms of rental yields with an average yield of
5.48% of the property value. In Istanbul the average rental yield is higher still at
6.22%. Conversely out of the same locations, Turkey ranked the second cheapest
in property prices with an average of € 1,390 per square metre.

The Istanbul property market has something to offer every kind of investor. At
the top end of the market are Bosphorus water front properties which can cost
upwards of £10,000 per square metre. Slightly less expensive properties can be
found in the plush inland residential districts like Ulus. However most investors
aim for the much cheaper properties in off-plan developments where prices can
range from £ 40,000 to £ 90,000 with an average square metre price of £ 900.

Off-plan properties in Istanbul have an average term of 12 — 18 months. Typical
payment plans for such properties are 40% — 50% downpayment with the
balance on completion. Several developments are also offering rental guarantees
of up to five years. Many of these type of developments targetted by overseas
investors are located on the European side of the city close to the Atatiirk
International Airport.

Rental potential in Istanbul is good. Annual population growth runs at an average
3.5% per annum which means 420,000 more inhabitants every year. There is
therefore a natural demand for additional accomodation. Additionally Istanbul is
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home to 24 universities with a sizeable student population. The vast majority of
Turkish students are financed by their families who are wealthy enough to cover
the cost of rental accomodation.
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Istanbul has perhaps greater potential in terms of real estate investment choice
because of its sheer size. It would be wrong just to think of the city alone. The
greater metropolitan Istanbul area (shaded grey in the map), has a population of
more than 12 million people and covers 707 square miles. It straddles two
continents, Europe and Asia. Possessing a well integrated transport system with
road, rail and water links, all areas of the municipality are easily accessible for
travel purposes.

Istanbul has two international airports, one on the European side (Atatiirk
International Airport) and one on the Asian side (Sabiha Gokgen). Turkish
Airlines run have regular services between Istanbul and London, Birmingham
and Manchester in the UK. Both Pegasus, a private Turkish airline and budget
flight operator Easyjet have flights to Istanbul from the UK. Pegasus fly from
Stanstead and Easyjet fly from Luton.
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Taxes

A key element in investors decision to buy property in a particular country is tax
liability. Compared with many countries, Turkish property taxes are relatively
light. This is a major incentive to overseas investors. Tax rates on capital gains
and rental income deriving from property are particularly low. Of the 30 member
countries of the Organisation for Economic Cooperation and Development
(OECD), only four countries have lower aggregate tax rates (corporate and
income tax) than Turkey. There is no wealth tax in Turkey.

Capital Gains Tax

If a property is sold within five years of the original purchase, any capital gains
arising from the re-sale will be subject to tax under Turkish income tax. Any
capital gain realised on a re-sale after five years is tax exempt. Turkish income tax
is applied progressively in bands rising from 15% to 35%. On a capital gain of
£ 9,000 once tax exemptions and allowances have been factored in, the effective
rate of tax is only 11.6%

Income Tax

Any rental income earned from a property which is rented out will be subject to
income tax tax in the same tax bands as for capital gains shown above. Again on
an annual gross rental income of £ 9,000 with exemptions and allowances
factored in, the effective rate of tax for individual tax payers is 15.9%. In some
cases an overseas investor will establish a Turkish company through which to
own property. In the case of these corporates, the rate of tax is a flat 20%. Again
once all relevant exemptions and allowances have been factored in the effective
rate of tax will be lower than 20%.



Above: a typical housing development in one of Istanbul’s suburbs on the
European side close to the airport. Most of these developments have landscaped
areas with sport, shopping and recreational facilities.

Kevin Hood

Independent Legal & Financial Consultant BA (Law) — Leeds
Website : www.ottomanuk.com

e-mail : info@ottomanuk.net; info@ottomanuk.com

Note : This report is intended to provide general information on the Istanbul
property market primarily for UK citizens. It does not endorse any particular
development or project. All information used in this report has been taken from
public sources and is believed to be accurate.

December, 2009
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APPENDIX

UK - TURKISH COMMERCIAL RELATIONS

International Trade

Year Turkish Exports to UK | Turkish Imports from
(£ billion) UK (£ billion)
2001 2.2 1.9
2002 3.0 2.4
2003 3.7 3.5
2004 55 4-3
2005 59 4.7
2006 6.8 5.1
2007 8.6 5.5
2008 8.2 5.3

Foreign Investment in Turkey — UK Share

Year Total Investment | UK Investment Percentage
2004 2.8 0.12 4.3%
2005 10.0 0.16 1.6%
2006 20.1 0.62 3.1%
2007 22.0 0.70 3.2%
2008 18.3 1.33 7.3%

All figures expressed as $ billions



