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SSttrreesszzcczzeenniiee  
Niespełna piętnaście lat temu Turcja doświadczyła załamania finansowego, wiele artykułów ekonomicznych podaje

różne przyczyny jak np. wysoka inflacja, wpływ kryzysu międzynarodowego. Jednak dokładniejsza analiza pokazuję, że

głównym czynnikiem były: zły stan finansów publicznych oraz banki wciąż znajdujące się w państwowych rękach 

W 2000 r. przed rozpoczęciem kryzysu współczynnik wypłacalności banków państwowych wynosił 7,9%, kredyty niewy-

płacalne stanowiły 11,3% całego portfela. Tureckie banki były w złym stanie w porównaniu do innych krajów i osiągnę-

ły 35% udziału w rynku. Polskie Banki w tym samym roku miały 22% udziału w rynku. 

W 2001 r. tureckie banki utraciły swoją płynność, główną przyczyną kryzysu było odcięcie przez największe tureckie

banki linii kredytowej dla mniejszych banków. Kryzys turecki z 2001 r. obnażył dużo błędów w polityce gospodarczej,

które w okresie 1920–2000 popełniała Turcja, doprowadził on nie tylko do destabilizacji finansowej i politycznej oraz

paniki na rynkach finansowych, kosztował sektor prywatny 9,5 mld USD (6,4%PKB) i o wiele więcej, tj. 43,7 mld USD

(29,5% PKB), Skarb Państwa2. 

Przełomową datą w ograniczeniu kryzysu okazał się 15 maja 2001 r., kiedy funkcję ministra gospodarki powierzono Ke-

melowi Dervis, który wraz z MFW i BŚ wprowadził nowy program gospodarczy. Ogromne zmiany obejmowały sektor

bankowy. Program zakładał utworzenie niezależnego banku centralnego, przeprowadzenie reform strukturalnych, od-

politycznienie, urynkowienie i restrukturyzację. Zaczęto stosować jednakowe normy dla banków prywatnych i państwo-

wych. 

Zmiany, które zaczęto wprowadzać po 2000 r. miały charakter nietrwały, pod wpływem sukcesów i rosnącej pewności

siebie rządzącej partii zaczęto szukać drogi na skróty, tj. nie przeprowadzono zaplanowanej prywatyzacji i tureckie

banki wciąż są własnością państwa (znajduję się w nich około 42% wszystkich depozytów). 

Słowa kluczowe: tureckie banki, kryzys finansowy, polityka gospodarcza. 

SSuummmmaarryy    
Less than fifteen years ago, Turkey has experienced a financial collapse which many economic articles assumed to stem

from high inflation rate or the impact of the international crisis. However, a deeper analysis shows that the main problem

was a poor condition of public finances and banks, which still belonged to the state 

In 2000, before the beginning of the crisis, state banks capital adequacy ratio was around 7.9% and non-performing loans

constituted 11.3% of the total portfolio. There were simply in bad condition compare to other countries. State-owned

banks in Turkey reached 35% share of the market while Poland in 2000 reached 22% share of the market 

In 2001 Turkish banks lost their liquidity, the main cause of the crisis was a cut in the line of credit for smaller banks by

the largest Turkish banks. The Turkish crisis of 2001 showed plenty of mistakes in the economic policy which were made

by Turkey from 1920 until 2000. Not only led it to the destabilization of the financial and political situation and panic on

the financial markets but it also cost the private sector 9.5 billion USD (6.4% of GDP) and the State Treasury lost much

more, i.e. 43.7 billion USD (29.5% of GDP)1.

The milestone in reducing  the crisis was 15 May 2001 when Kemel Dervis became the Minister of Economic Affairs.

He introduced a new economic program with the support of IMF and World Bank which introduced changes in the

banking sector. The program envisaged the establishment of an independent central bank, structural reforms, de-

politicization, commercialization and restructuring. The government finally began to use the same standards for private

and state banks.

However, the changes introduced after 2000 were impermanent. Under the influence of AKP's success and the growing

confidence of the leading party, the government started to look for shortcuts, i.e. Turkish government did not finish

privatization of the banks which are still in possession of the state (about 42% of total deposits).

Key words: turkish banks, financial crisis, economic policy.



11..    GGeenneerraall  oovveerrvviieeww  ooff  tthhee  rreesseeaarrcchh  
oonn  tthhee  bbaannkk''ss  ppuubblliicc  oowwnneerrsshhiipp

The research conducted by Barth, Caprio, Levine (2000),

La Porta, Lopez de Silanes, Shleifer (2002) and Caprio and

Martinez Peri (1999) shows that state-owned banks

performance is worse than private banks and they are

deeper affected by crisis Banks which are controlled by

politicians are characterized by a low price to book ratio. In

Euro Zone state banks were buying state debt and the only

these ones that have increased their purchases during the

European debt crisis. In Brasil e.g. companies, which

supported the election winners after the election had easier

access to loans from state-owned banks. The Global

Financial Development Report made by World Bank

Gonzales Garcia and Grigoli shows that an increase in a

state participation in the banking sector by 1 percentage

increases the budget deficit by approx. 0.15 percent GDP.

Since industrial and agricultural banks, which were created

to finance state firms and industrial enterprises, employed 

a large number of people they were the most problematic.

These banks focused on lending and that is why they became

loss-making farms and enterprises and were the most deeply

insolvent. 

A similar approach has been taken by Barth, Caprio and

Levine who based on a sample that included high and low

income countries analyzed the effects of banking regulation

and supervision. The study has found a significantly negative

relationship between public ownership in the banking

system and indicators of banking sector development and

performance 

Additionally, using macro level data on bank credit and

government bank participation, World Bank (2013) shows

that government banks had more loans before the crisis than

private domestic banks. 

The World Bank claims that the ownership structure

matters for crisis avoidance. Entry of foreign banks, as the

World Bank mentioned, can be powerful generator of

competition, efficiency and stabilization force, which will not

lead to the crisis. A more detailed analysis of the individual

countries shows that the main factors causing crises of state-

owned banks are:

– moral hazard,

– crony capitalism.

Financial sector is particularly exposed to the risk of the

moral hazard mostly because public banks are considered by

the government as too big to fail and are therefore, most

likely to be supported by the state rather than be allowed to

announce bankruptcy. Raghurm T. Rajan characterized as

follows these entities: "firstly they follow the warped

motivation, on the other hand, these companies have a fairly

clear competitive edge over other players. Thirdly, investors

these companies have no incentive to discourage them to

risk. Fourth, the more these companies will grow the more

confident they can feel (the more they need to be saved)"

(Groholski, 2016, p. 136–137).

We can simply indicate Spain as the country where the

entity, which is protected against the risk, is behaving

differently than the entity fully exposed to the risk.

Caballero Míguez in "De la jerarquía al mercado: la

reforma financiera espanola desde la nueva economía

institucional" mentioned that "State banks are protected

against the risks by public guarantees such as the state's

savings and loans (cajas), which in contrast to the

conventional banks do not have such stringent standards"

(Miguez, 2004, p. 3). In Spain, for instance, cajas granted

mortgage loans to the customers, which banks refused. The

Spanish property market's crisis in 2009 led cajas to be

supported by the government. 

According to Kaufmann and Kraay (2002) crony

capitalism is a success in business that depends on close

relationships between business people and government

officials. Business people connected with the government

have a competitive advantage e.g. managers of political
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Figure 1 
Growth of gross Loans and Bank ownership in Eastern Europe, 

2004–2009, in percentages

Source: The World Bank, Global Financial Development Report, 2013, p.111.



affiliations buy out shares in state-owned companies through

preferential loans. The highest place in the index of "crony

capitalism" belongs to Russia and Malaysia where the State

Banks are especially exposed to the pressure exerted by

politicians. What is more, the politicians bear the

consequences of using their positions for personal benefit 

Another example of the countries which are affected by

crony capitalism is Slovenia. From 2007 until 2013 public

debt jumped from 30 % to 75% of GDP as a result of the

banking crisis, which were caused by politization of the

banking sector. At the same time, overdue loans of the

larger state-controlled Slovenian banks raised from 3% to

30%. Wide-spread crony capitalism in Slovenia caused

mismanagement and high loans of the politically connected

groups 

22..  TThhee  iinniittiiaall  ssiittuuaattiioonn  ooff  TTuurrkkeeyy  iinn  22000000

In 1998–1999 there was a impoverishing of economic

growth, interest rates were significantly increased by Central

Bank, the interest rate in the interbank market in 1998

amounted to 74.6% in 1999, 73.53% in 2000, 56.72%

whereas in 2001 123.28%. This led to a decline of stock

market index. 

Figure 2 indicates the Poland had the largest share of

employed in the public sector — it amounted to 33.75% in

1997. A large share of employed in the public sector was in

Denmark — 34.99%. More than 20% of the working public

sector had Latvia and Greece. The lowest rates were

recorded in Germany (19.12%) and Turkey — 14.15% .

In 1998 the nominal balance of the public sector reached

– 14.8% of GDP and increased in 1999 to 21.6% of GDP.

The operating balance of the public sector amounted to 

— 3.3% of GDP in 1998, — 11.3% of GDP in 19993. The

explanation for the numerous fluctuations in the Turkish

economy in 1998–2002 is the unstable political and

economic situation of the country.

The public sector deficit was increasing steadily,

especially, it was huge in 2001and amounted to 16,2% of

GNP. These enormous differences were caused by the

boom-bust decade of the 1990s and real appreciation of the

lira. Growth of real GDP was extremely volatile e.g. real

GDP growth (annual percentage change ) in Turkey was —

6.6, in Poland 1.2, in Germany 1.8, in Greece 4.1, in

Denmark 0.8 and macroeconomic stability was plagued by

high inflation and a weak currency. The most significant

fallout of high public sector deficit on financial sector was

the crowding-out. The stimulation of public investments

created a rise in interest rates, which creates a decreasing

effect on private investments. We can evidence it by

domestic credit to private sector (% of GDP) in 1997

reached 26.30% of GDP, in 1998 collapsed to 16.78%, in

1999 slider to 16.23% in 2001 to 15.03% .

The national debt has increased in 1990 to 35% of GDP,

in 1994 to 55% of GDP, in 2001 to 122% of GDP.

Additionally, the unsuccessful trial of privatization

CITOSAN (cement) and USAS (catering) shows to foreign

investors that the Turkish government is unbelievable and

has effectively discouraged them from making investments

in Turkey.

Moreover, public banks had problem with interest rate

risk, because of higher exchange rate risk and their inability

to finance beyond short-term domestic instruments. The

inability was caused mostly by nominated by the government

chairmen who were afraid to make any effective changes.

From 1998 to 1999 — the time when Turkey was governed

by DSP4 party is the only period in the history of the Turkish

privatization when the share of value creation of the public

sector in GDP increased (by 2.03 pp of GDP in comparison

to the period 1995–1997 when govern DYP5 coalition and

the average was 12.99% of GDP). The state sector (public)

was described as the sum of state administration and state-

owned enterprises SOE-s (companies with more than 50%

of state ownership). 

In order to conduct a deeply analysis of the crisis in

Turkey, which erupted in 2001, one should go back to the
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2 Figure
Employment in the public sector in selected countries in 1997

Source: www.laborosta.ilo.org



early 90s and analyze changes in economic policy in Turkey.

This time can be divided  into four periods,: crisis (1994),

economic transformation (1995–1996), the  economic  boom

(1997–1999) and the crisis (2000–2001).

In 1997, DSP became a part of the government led by

Mesut Yilmaz with ANAP and Ecevit becoming deputy of

the prime minister. During the initial of the DSP rule ,

important positions in the Turkish economy were filled by

politicians from the coalition. They controlled the most

lucrative projects: the sale of power plants, energy

distribution. In 1998 the large state monopolies in sectors

such as oil (POAS), alcohol (Tekel) and cellulose and paper

(SEKA) were allocated to the privatization.

The implementation of the projects failed because of the

legal difficulties and trade unions opposition  and this

caused monopolies to not be privatized.

The government has often been accused of corruption and

the lack of transparency. Conflict, clash, the lack of solutions

and endorsement from the public are the main

characteristics of the government ANAP-DSP. In 1998, the

government got motion of non confidence and Ecevit

received the mandate in order to form a new government.

In the period 1998–2002 the share of state sector

increased from 16.68% of GDP to the level of 13.96% of

GDP in 2002. In 1998–2002, we see a period of interlacing

with increases and decreases in the share of public sector in

GDP. During the reign of the coalition ANAP-DSP ie.

1998in 1999–1999 the state's share increased by 2.03 % pp.

of GDP, then under the rule of DSP-MHP-ANAP, from

2000 to 2002  the state's share fell by 0.38 pp. of GDP.

Turkey had the largest share in the mining sector (in 2002

56.8% of the state) and in the energy sector (in 2002 62% of

the state). 

The unstable macroeconomic and political situation led

to the vicious economic circle. The most important factor

for the banking situation is the economical and political
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Table 1 
Economic periods in Turkey

Source: own analysis.

Table 2 
The most important events related to the privatization

Source: OECD, CASE, Ministry of Treasury of the Republic of Poland, 2013, p. 65.

Table 3 
Share of public sector* from 1998 until 2002 billion T

Source: Turkish Statistical Institute- Statistical Indicators, 1923–2011, p. 138, 762; Genel Rapor, 2001–2005, p. 46; Karaca, Tezi, 2003, p. 57;
www.laborsta.ilo.org



situation in general. If the political or economical situation

is high volatile and is away from consistency this will led to

the risk for the banking sector. The restrictions of the

development of the financial market and volatile economy

scared the financial investors. The Turkish banking sector

experienced some troubles, as a result of public banks

excessive risk-taking behaviour within the last 25 years. 

The detailed analysis of the Turkish case shows that many

banks were created by Turkey in 30s and supported

particular sectors. Ziraat Bank (Agriculture Bank,

established in 1863), whose mandate and credit operations

have been tailored to supporting farmers and agrarian

development. Sümerbank (established in 1933) was

mandated to finance Turkey's state-led development

strategy by channelling credits into other SOEs. Various

local People's Banks also emerged at the same period to

service their mandated communities of cooperatives, trades

and crafts persons, and shopkeepers through their formal

links to the Ministry of Industry, these SOBs have since

merged into Turkey's second largest SOB, Halkbank. The

Belediyeler merged into ItIÿller Bank supporting Turkey's

municipal, village and provincial authorities in funding

infrastructure.

The biggest opponents of the privatisation of the

Turkish banks were their clients, which could get support

by special privileges in the form of credits or subsidies.

The examples of such credits are credits for agriculture,

which were supported mainly by state banks. At the

beginning of the 21th  century some of financial

institutions (private banks, leasing companies, etc.)

offering loans to the agricultural sector have been

discouraged from giving loans because it transpired that

they have to subsidize interest rates. Agricultural Bank of

Turkey — Ziraat Bankasi is a major supplier  of

agricultural credit and performs payments for public

support. The loan is distributed to farmers by the

Agricultural Credit Cooperatives (ACC). Agricultural

Bank deals mainly with a lot of agricultural SOE-s and

Agricultural Cooperative Associations (ASCUS), while

the ACC is focused on small farmers. There is a lot of

people who are benefiting from "this kind" of business and

they are opposing privatization. Ziraat Bank, ACC and

ASCUS played a key role in subsidizing the farmers. 

The "most prominent" state banks — Ziraat and Halk

carried out quasi-fiscal operations. In the years 1985–1999,

15 banks were on the list of banks, which generated

problems, but none of them have been obviated. The banks

functioned as government agencies, supporting selected

sectors of the economy (e.g. the agricultural sector) and

leading irresponsible credit policies. As shown in the table

below, in 1998–2002 risky loans of the state banks accounted

for 11.1% of the total portfolio in 2000, in 2001 — 37.3%

and in 2002 — 37.4%.

The bad situation of the banking system has been

accumulating and referred to state banks. Since 1998,

systematically  each year the share of difficult collectible

loans (non performing loans as a % of total portfolio ) in the

total amount of loans was increasing. It shows that the bad

situation in the banking was increased and mainly touched

the state-owned banks 
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Table 4
The banking system in Turkey in 1998–2002 

Source: Krzesicki, 2007, p. 31; www.tbb.org.tr

rivate banks 1998 1999 2000 2001 2002

size of assets in mln EUR 66.811 74.667 74.94 67.442 74.13

market share in % 56.91 55.92 48.27 57.65 57.16

the capital adequacy ratio b.d b.d 18.3 9 19.7

nonperforming loans as a % of total portfolio 6.9 3.5 3.5 27.6 8.9

state banks
size of assets in mln EUR 45.198 51.229 71.472 41.572 51.25

market share in % 38.5 38.36 46.04 35.54 39.51

the capital adequacy ratio b.d b.d 7.9 34 50.2

nonperforming loans as a % of total portfolio 5.3 9.1 11.3 37.3 37.4

foreign banks

size of assets in mln EUR 5.389 7.637 8.225 75.404 4.32

market share in % 4.59 5.72 5.3 64.46 3.33

the capital adequacy ratio b.d b.d 29.4 41 58.2

nonperforming loans as a % of total portfolio 2.1 2.1 1.8 9.3 4.3

banks total 
size of assets in mln EUR 117.4 133.53 155.237 116.98 129.7

market share in % 100% 100% 100% 100% 100%

the capital adequacy ratio b.d b.d 17.3 15.3 26.4

nonperforming loans as a % of total portfolio 6.7 9.7 9.2 29.3 17.5



33..  TThhee  oouuttbbrreeaakk  aanndd  tthhee  ccoouurrssee  
ooff  tthhee  TTuurrkkiisshh  ccrriissiiss

The negative effects of public banks within the system

have made it clear that the state banks had accumulated

risks on the road to the crisis. The four state-owned banks

held almost 30% of total assets in the banking sector in 1999.

These were operating next to around 50 relatively small

private banks. Moreover, the increasing size of duty loss

accumulation6 of the state banks (as they provided loan

facilities for agriculturalists, merchants, artisans, young and

female entrepreneurs, as well as natural disaster aid in

accordance with laws and enactments) and the need to

finance duty loss by short-term domestic bank liabilities was

the source of the problem. These duties have negatively

affected the efficiency of banks and caused the market

discipline disappear and unbalances appear within the

sector. The share of total duty loss receivables of Ziraat and

Halk banks within GNP, which was 3% in 1996, increased to

12% in 2000. Public banks have covered their financing

needs from market in the short-term at high cost, which has

augmented their losses as well as instability of the financial

sector. 

"Several economic sectors, such as the telecom sector,

were dominated by state enterprises, and were generally

operating at low levels of efficiency and representing a

burden on the government budget and these sectors easily

got support from state banks7". 

Moreover, the state banks were more open to interest rate

risk. This is why the November 2000 crisis hit the state

banks. The causes of the outbreak of the financial crisis are:

largest public banks cut off credit lines for smaller banks in

order to hedge prior their possible bankruptcy.

The Turkish government tried to rescue the economy in

1998. Politicians agreed on stabilization program with the

IMF. In November 2000, the IMF gave Turkey a loan of

5.49% Turkish GDP (15 billion USD). The main goal was

to strengthen the economy, the implementation of strict

fiscal policy, supporting and coordinating monetary policy

and structural reforms. However, the program resulted in

failure. 

Securities and cash were injected to state banks in order to

strengthen their capital base.

In 2001, resources were transferred to the Public Banks

that amounted to 19 854 mln USD (15.8% of GNP). The

higher amount of this consisted of debt, due to duty losses of

17 400 mln USD (13.8 % of GNP). Non-cash capital

(through the issue of non-cash bonds) amounted to 2 229

mln USD (1.77% GNP). The biggest support was given to

Ziraat Bank (10 639 mln USD) (8.47% of GNP).  

HHooww  ddiidd  tthhee  ccrriissiiss  ssttaarrtt??  

The crisis started from the improvement of the economic

situation (after the crisis of 1994) and so-called "living on

credit". The external loans from IMF and external banks

(from which the state banks were financed) were a large part

of the income of the banks. The collapse was caused by

accumulated structural distortions,which put pressure on the

pegged exchange rate regime, and the failure of the Turkish

government to maintain its austerity targets and to

implement the necessary structural adjustment reforms on

time. This led to liquidity crisis, which  in turned precipitated

a banking crisis and finally spread over the whole economy. 

The state banks behaved differently than private banks.

State banks maintained 42% of all deposits, but 57% of

TRY deposits and only 24% of foreign currency. The

government could not handle increasing outstanding debt

instruments and Treasury deficit that encourage them to

consider these non-performing loans (rollover loans) to be

considered as performing loans by the public banks. The

treasury was controlling the banks directly as SOEs and

these non-performing loans were financing the government.

Moreover, at this time  the banking supervision authority

was the Treasury. Possible, the conflict of interest was one of

the most significant dimensions, which led to duty loss

accumulation. 

State banks had a privileged position in the market. The

government was not willing to accept the bankruptcy of

those banks and forced the other banks (mostly commercial)

to finance state banks. Ziraat Banka did not fulfill its

commitments regarding the interest rates. This was the main

reason for the crisis. Zirat' s interest rates (public bank)

raised 70 times8. When we look at the Prime Ministry

Inspection Reports, we can see clearly that public banks
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Table 5 
Structural Characteristics of Private and State Banks, 1997–2001a

Source: Central Bank of Turkey.



triggered the crisis. All of the loans given by the Halk Bank

had not yet been charged, roughly since 1978 until 2002,

Halk Bank  has continued this  practice. 

Additionally, a monopoly of banking for state enterprises

and foundations is still hold by state banks . The companies

are made to open an account only in state banks, which give

them no chance of using the more advanced financial

products offered by foreign and private banks. Therefore,

this led to the situation that state banks have total monopoly

of the cash management of enterprises.

Another reason, which was the cause of the financial crisis

in Turkey, was the slow pace of the structural reforms. Since

1998, the share of difficult recoverable loans in the total

amount of granted loans has been steadily increasing. Ten of

the Turkish banks have had serious liquidity problems. The

Banks could not generate growth through investments

because they granted small and short-term loans but with

high rate of return and with greater risk. The number of

state banks did not exceed 35%, but they hold approx. 50%

of the total worth of deposits. The state banks were

dependent from the decision of the authorities and they

financed state companies and important from the

government's point of view sectors.

44..  WWhhaatt  wwaass  tthhee  ccoouurrssee  ooff  tthhee  ccrriissiiss??

TThhee  ccoollllaappssee  ——  NNoovveemmbbeerr  22000000

Some researches could claim that the cause of crisis was bad

situation of public finances but it is worth to remember that

the losses of banks and other public enterprises was a cause of

huge deficit of state finances and deficit was the primary cause

of chronically high inflation and increasing the costs of

servicing of public debt. In late 90s public deficits reached 

a peak of 11.7% of GDP. Demirbank (ninth-largest bank with

a 5% market share of deposits) caused in 2000 avalanche

series of bankruptcies. Demirbank bought high-interest long-

term bonds obtaining funds from the interbank market

overnight repo loans. At the moment of lack of liquidity of

Demirbank, other banks refused to finance Demirbank,

leading to its collapse. To avoid a domino reaction, Turkish

Central Bank (TCMB) lend the banking system 6 bln USD

(3% GDP) of reserves. However, that has not stopped the

crisis, the largest state-owned banks have cut credit lines for

smaller banks  to hedge against their potential bankruptcy,

causing a deterioration of liquidity and the withdrawal of 21%

of the money. TCMB lost during one week 5.5 bln USD (2%

GDP) of reserves. Turkish currency fell, which led to the

collapse of the banks that were unable to repay their foreign

liabilities. Turkish economy was highly dollarized and low

confidence in the lira affected  the decline of deposits in TRY.

TTeemmppoorraarryy  ssttaabbiilliizzaattiioonn  

The economy shrank by 5.3% in 2001, GDP per capita

declined to 6.5% due to huge losses of state banks and banks

being taken over by the SDIF, and public debt rose  from

38% in 2000 to 74% of GDP in 2001. Turkey in order to

counteract the domino effect has asked the IMF to get

additional grant. In December, the IMF approved a loan

stand-by in the amount of 7.5 bln USD (3.75% GDP).

However, the IMF subordinated the grant from the banking

system reforms. The program included, among others:

restructuring of state-owned banks, recapitalization the

weakest banks and elimination of open currency positions.

IMF's support seemed to stabilize financial markets. Until

mid-January, foreign exchange reserves were at the same

level as before the crisis (see Chart 3), interest rate

decreased below 60%. 
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Figure 3
Central Bank Foreign Exchange Reserves, 1999–2001 (Billions of dollars: weekly)

Source: The Central Bank of Republic of Turkey, 2001, p. 63;  Akyurek, 2006, p. 25. 



TCMB still provided support banks under supervision of

SDIF so long as their limit 7 bln TRY (2.94% GDP) will be

respected. The banks'  amount of repo has been steadily

decreasing and liquidity positions of these banks have been

boost. Since April 2002 the liquidity operations have been

completed when public banks repay their repo liquidities

and the state banks have been treated equally with

international banks (Figure 4). Nowadays, they are treated

similar with other banks" in terms of their access to Central

Banks' TRY liquidity facilities". 

TThhee  ccuullmmiinnaattiioonn  ooff  tthhee  ccrriissiiss  ((KKaarraa  ÇÇaarrssaammbbaa))  
——  FFeebbrruuaarryy  22000011

The stability was just temporary, until mid-February 2001,

interest rate rose 70 times. The aid package of IMF and the

agreement with creditors was demolished in a few hours

during a meeting of the National Security Council and the

public conflict between the president and Prime Minister

Ecevit Sezar. Kara Çarsamba — Black Wednesday, the

definition frequently cited in the literature, which describes

the Turkish financial crisis of 2001. Black Wednesday is the

day when a meeting of the National Security Council and the

public conflict between the president and Prime Minister

Ecevit Sezar took place. The President, who was a supporter

of the fight against corruption, accused the Prime Minister

that he did not carry out reforms.

The IMF program could not withstand the spark of

political brawl on February 22, and the financial markets

were set ablaze. Central bank reserves declined by $ 5 billion

in one week, as massive flight from the Turkish lira occurred

and overnight rates exceeded 5,000 percent. This time, the

government was obliged to abandon the peg and float the

currency. 

55..  RReeccoonnssttrruuccttiivvee  aaccttiioonnss  ooff  TTuurrkkeeyy

The turning point was 15 May 2001, when Kemel

Dervis, previously vice president of the World Bank,

became the Minister of Economic Affairs. He introduced

a new economic program with the support  of IMF and

World Bank. The new economic program assumed

increase of taxes, cutting spending, unpegging the Turkish

Lira, reducing wages in the public sector, selling  state

assets and opening  to foreign investors. The new

government accelerated privatization by selling shares of

the largest state-owned companies, for example: a

national telecommunications company. The share of the

public sector began to fall from 15.03% of GDP in 2001,

to 13.96% of GDP in 2002. The regulations introduced

after the crisis increased requirements for transparency in

the banking sector, which was recapitalised by opening it

to foreign investors. Turkey, which for years has been the

largest borrower of the IMF, held discussions about the

stand-by loan claiming that it finally can stand on their

own two feet. The economic situation has dramatically

improved in comparison to the previous period. One can

see it, for example, in lower inflation more or less until

2010. Turks led a healthier policy (stable public finances,

low inflation, and structural reforms) 
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Figure 4 
Total CBRT liquidity support to public and SDIF Banks 

(outstanding repo+outright purchase), trillion TRY

Source: Central Bank of Republic of Turkey, 2002, p.10.



The big changes enhanced the banking sector too. In

May 2001, government introduced a program of

restructuring the banking sector (bankalarinin sector

yeniden). The reforms of restructuring of the banking

sector established by BRSA9 (Banking Regulation and

Supervision Agency) in 2001 have had four important

goals. The first one was the restructuring and

improvement of financial conditions of banks10 and

ultimately their privatization. Certain measures were

taken, for instance, the elimination of current liabilities

and the recapitalization of these banks. Another objective

of the program was to resolve the situation of banks that

were under the administration of SDIF by sales, merger,

liquidation or transfer. At the end of 2002  there were

twenty banks (which were audited from 1997 to 2002) but

just two  of them were managed by SDIF. The reset  was

encouraged to straighten the private banks. The last was in

case to support the supervision framework. The

government began to apply the same standards for private

banks and state banks. Until 2004 the government sold

and restructured all 20 banks previously acquired by

SDIF20 (7 liquidated, 7 combined, 6 privatized).

After the crisis a new law called "Kanun Merkez

Bankasi" (Central Bank Amendment law) was created. It

provided three basic pillars for TCMB: stability,

independence and the decline in inflation. To achieve

these priorities they have reduced the government's

regulation in banking sector. Moreover, they have reduced

the degree of state intervention in banks and other

financial institutions, minimized the impact of the

government in the granting of credit, opened the Turkish

banking sector to foreign competition and introduced price

liberalization. 

TThhee  ccoossttss  ooff  tthhee  ccrriissiiss

The banking crisis in 2001 cost Turkey 29.5% of GDP

(43.7 billion USD), the restructuring of state banks cost 

21.9 billion USD (14.8% of GDP), the restructuring of

private banks cost 21.8 bilion USD (14.7% of GDP). In 1999

— six banks collapsed in 2000 — three banks in 2007 —

seven banks. Only in 2001 more than 32000 well — educated

employees, which accounts for 29.3 percent of the number of

workers in the banking sector, have lost their jobs. Twenty

banks, which have been severely affected by the crisis were

transferred to SDIF.
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Table 6 
Economic performance of Turkey from 2000 to 2010

Source: World Bank Data 2016.

Table 7 
The costs of banking crisis

Source: Pawlikowski, 2006, p. 29. 

the cost of the crisis 
bln EUR as a % of GDP

cost for the public treasury 43.7 29.5

restructuring of state-owned 

banks 21.9 14.8

reserves for lost receivables 19.0 12.8

recapitalization 2.9 2.0

restructuring of private-owned 

banks 21.8 14.7

costs for the private sector 9.5 6.4

the costs incurred by SDIF 6.7 4.5

recapitalization by 

shareholders 2.8 1.9

total 53.2 25.9



HHooww  tthhee  ggoovveerrnnmmeenntt  ccuutt  ccoorrnneerrss  

The success and the growing confidence of the ruling AKP

party led to the relaxation of economic policy. The turmoil

on the political scene11  and international financial crisis

deteriorated financial standing and in 2008 investment

inflows collapsed. 30 pp. compared to 2007. The revenue

from exports shrank by a quarter and decreased revenues

from tourism, there was a slight (4 pp) drop in GDP. The

deterioration of the economic situation in 2008 led to a

decrease (0.1 pp.) in the private consumption in 2009

compared to the previous year. In December 2012 the

Ministry of Finance cancelled the tender for the

privatization of 8 roads and highways and 2 bridges. The

government did not realize privatization's target  adopted in

2012 to achieve 12.5 bln TRY (1.43% GDP) budget

revenues. Moreover, they gave up further reforms of the

banking sector. The attached chart below clearly shows that

state-owned banks had still significant share in public sector. 

Despite great efforts after 2001 and the introduction of

the Central Bank Law Amendment the TCMB still does

not have a full functional independence. The strategy of

monetary policy is shaped by Monetary Policy Committee

although the inflation target is determined after

consultation with the government. The Central Bank of

the Turkish Republic is prohibited from assigning loans

to entities classified as a public sector. This prohibition is

not absolute and in specific situations, the central bank

may grant loans to the public sector. The central bank

does not charge for transactions carried out on behalf 

of the government. In the event of a crisis TCMB has

limited leeway to tighten monetary policy and to limit the

fall of lira.

A large part of the banks belongs to or depends on the

Treasury. 57 million savings accounts, or more than half of

the country's total. On its own, Ziraat, the largest of the

SOBs, handled nearly 42 million accounts. Ziraat Bank, the

second largest bank in Turkey, is wholly owned by the state

and Garanti Bankasi. Ziraat Bank's total assets reached

85.066 mln USD (9.91% GDP). The state is also owner of

Halkbank (assets reached 48.242 mln USD, 5.62%GDP,

sixth place in the ranking of the largest banks in Turkey),

Vakifbank (assets amounting to 47.215 mln USD, 5.50%

GDP seventh in the ranking), Kalkinma Bank (assets

reached 1,479 mln USD, 0,15%  GDP, twenty-fourth place

in the ranking), Eximbank (assets amounting to 5,114 mln

USD, 0, 59% GDP, fifteenth place in the ranking) and the

Iller Bank (6.031 mln USD,0,70% GDP, the fourteenth

place in the ranking). Still, state-owned banks have offered

more loan facilities to small — and medium-sized

enterprises (SMEs), merchants and corporate companies in

recent years, and they have played an influential part in the

financing of mega projects that Turkey carries out as a part

of its 2023 vision. Taækesenlioglu claimed that Halkbank

operates in all spheres of contemporary banking. All of

Turkey's state-owned banks are joint-stock companies where

different state or governing authorities own controlling

shares. Of the six SOBs, Ziraat and Eximbank are fully

owned by the federal state and the Turkish Treasury holds

99 per cent of Kalkinma Bank shares. Iÿller Bank is also fully

public but is controlled by provinces, municipalities and

villages. VakifBank is a special case where a cultural branch

of the state, the Foundations Directorate, has been

controlling ownership on behalf of thousands of individual

non-profit foundations (e.g. heritage sites) and has been

partially privatized since 2005. Halkbank has had its shares

transferred to the state's Privatization Administration

(which receives dividend payouts from Halkbank's yearly

returns). State authorities retain controlling shares in all six

banks and this offers a potentially powerful lever of

domestic extra-economic coordination unlike any other

sector of the economy. 
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Figure 5
Appearance of banking sector in Turkey, 2001 and 2002 (%)

Source: http://www.tbb.org.tr



RReeccoommmmeennddaattiioonnss  ffoorr  TTuurrkkeeyy,,  
wwhhaatt  hhaass  ttoo  bbee  ddoonnee

To sum up, the priority for the Turkish banking sector

should be:

– privatization of the banking sector;
Total revenues from privatization during 1985–2013

amounted to 46.2 billion USD. The financial crisis cost

Turkey 43.7 bln USD. In 2016 the banking sector in Turkey

embraced approx. 50 banks, two state banks Ziraat Bank

and Halk Bank accounted for 27% of the Turkish banking

sector, and if we include Vakifbank, this share will rise to

34%. What is more, privatization is reducing the influence of

the privileged economic groups. The advertising budgets of

politicial parties prioritized bank licensing and low-interest

credit by state banks. Thus certain large business groups

remained in the sector, despite the losses suffered by media

enterprises, and finance their media investments with

income obtained from other sectors, particularly by the

banks, which they own.

– opening to foreign capital;
The share of assets of foreign banks in Turkey in

2004–2009 amounted to 11.62%, while the ratio for Latvia

was 61.4%, Slovenia 26.9% and Poland 54.2%.

– abolishing the privileges of state-owned banks and
increasing the level of savings in private banks;

The level of loans and deposits should be reconciled, for

example, nowadays short-term liabilities account for 62% of

total liabilities. State banks were better protected from some

of the challenges that the banking sector was facing.

According to Fitch Ratings, only state-owned commercial

banks are eligible to receive savings deposits from certain

state-owned companies. This means stable state-related

deposits represent a high 30% of total deposits at Vakifbank

and around 20% at Ziraat and 16% at Halk.

– tailoring legal areas to the requirements of the EU;
Turkey should introduce the institutional, personal,

functional independency and quit giving lends to the public

sector and, what is more, should introduce banking sector to

the supervisors that are independent from the government.

– changing economic policy;
Turkey is exposed to risks associated with the escape of

hot money, for example, protests in Gaza in summer 2013

resulted in an outflow of portfolio investments in the

amount of 4 bln USD (0.42% GDP). Turkey is seen by

investors as economically unstable country, the rating

agencies S & P and IHS maintain a circumspect assessment

of Turkey's investment ratings, because they are afraid of the

dangers associated with the outflow of capital and the

internal situation in Turkey. Turkey faces the problem of

high inflation, which in 2008 amounted to 15%, in 2009

amounted to 14%, in 2014 amounted to 10%. 
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Table 8 
Ownership and control in Turkey's state-owned banks, 2017

* Privatization Administration (OIB) is the Turkish government agency, which has responsibility for the privatization of publicly owned assets 
Source: Marois, Güngen, 2013, p. 10; www.tbb.org.tr/en/banks-and-banking-sector-information/member-banks/list-of-banks/34

1 Calculated as the cost of restructuring: consolidation of banks and public assistance in comparison to Turkish GDP
2 Obliczone jako koszt restrukturyzacji: konsolidacji banków i pomocy publicznej w stosunku do tureckiego PKB.
3 In the analysis of government operations operating balance is one of main fiscal indicators: operating balance is a summary measure of the effects of revenue

and expense transactions on nominal worth (nominal balance).
4 Rashan Ecovit established DSP-Democratic Party, in 1985. Party has profile centre and nationalist is the successor of the Republican People's Party. The party

ruled from June 1997 until November 2002.
5 DYP-True Path Party was the successor of the Justice Party, the main centre-right party before 1980. The electorate of DYP were mainly small business owners

and farmers. The party ruled from November 1991 to 1997.
6 (Duty losses accumulation — the accumulation of non performing loans of the banks).
7 (EC, 2009)
8 In a sense today one will barrow 1 zloty and in next year has to give back 70 zlotych.
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9 BRSA — Banking Regulation and Supervision Agency, founded in 2000. BRSA main task was the regulation and supervision of the banking sector and ensure

the security and stability of the financial market in Turkey 
10 In order to improve the financial situation of banks they have been recapitalized, Ziraat Bankasi received support in the amount of 1,700 mln TRY, Halk Bankasi

900 mln TRY, Emlak Bank 624 mln TRY 
11 CHP party has accused the Minister of Finance Kemal Unakitan of abuse of power in the unsuccessful tender Galataport. AKP, which represented the majority

in the Turkish parliament has rejected CHP request for the minister's resignation.
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