ADFIMI Speech

Your Excellency, Mr. Deputy Prime Minister 

and

Distinguished Guests,

I would like to welcome you all to Istanbul for this occasion, and  let me express how happy I am to be with you here today. 

 In this forum, titled "Managing Crises: Lessons Learned," we have just started  listening to many case studies and have the opportunity to inform ourselves about the effects of the crisis from different perspectives. I believe that,  we will all benefit from the information we will receive during the rest of the day. 

Introduction

I would like to take this opportunity to share with you our experiences that was  gathered during last two decades, as a state owned bank.

I will take care not to bore you with any detailed statistics and charts, but instead... focus more on the core to draw you the landscape that I think, will provide a better understanding of where we, the state banks come from, and what kind of a transformation we as Halkbank have gone through.

I would like to begin my speech by touching upon the rationale behind state-owned banks and the crucial purpose they serve. Founding credit institutions and developing credit markets are extremely vital for sustaining economic development. Looking at the issue from this perspective, the primary rationale for establishing a state-owned bank is to support private sector through capital accumulation and know-how. Our bank was established to serve a similar purpose: to help tradesmen and artisans overcome the financial difficulties they face by encouraging them to give priority to production. Halkbank has made rapid progress since its incorporation in 1938 and transformed itself into a bank that began to offer loans, first to tradesmen and artisans and later to SMEs and industrial concerns.  

90’s –  the economy

Now let me give you some information about  the economic landscape in the 90’s, which was a picture of macroeconomic instability and which was dominated by the volatile hyperinflation .

This long lasting high inflation turned out to be a chronic problem of the economy. And this problem was so serious that it shaped the attitude of the broad mass of the population;
let me say,  the people in the street.

This high double digit inflation for more than two decades educated the population in a way that many  had been aware and made use of several financial tools such as repo,... FX arbitrage,... investment funds...Treasury bills

In this high inflation environment people invested even in cars. Yes in ordinary cars,
used it for a certain period of time and after a time sold them with a decent profit.

Monthly salaries, once they had been received, had been converted to foreign currencies such as US Dollars and Deutsche Mark... and changed back to Turkish Lira during the month when needed to be spent. ...

In such an environment nobody could think about long term finance and  one could rarely plan on  utilising a  mortgage loan or any such medium to long term loans. 

...

Further this economic landscape was placed in a political frame of uncertainty,
a frame... weakened also by coalition systems. Budget discipline was weak and resulted in a high public sector deficit that had to be financed from the domestic financial market.

This caused not only a serious decline in the allocation of resources to the real sector;
it offered also lucrative arbitrage opportunities, mostly for the banks to finance the state at high real interest rates. 

And certainly, all this had also an impact on the banking sector.

Banking in the 90’s

The banking sector in that decade grew strongly;

Total assets of banking sector in 1990 were 58 billion USD and corresponding to 38% of gross national product.

In the year 2000 total assets increased to 155 billion USD, which was 77% of GNP;

New banks have been opened and total number reaching 81 banks in 1999.
The number of employees and branches increased as well.

Banks did not hesitate to invest massively in organic growth and technologies.

All that was giving the impression of a ‘golden age’ for the sector; but indeed it was a ‘FAKE golden age’.

This risky picture was based on a weak regulatory environment, which was giving the banks the opportunity for financing the group companies. And further, banks focused more and more on to finance the state directly or indirectly through the state banks.

That was very profitable business at high real margins, with Turkish Treasury credit risk,
a credit risk considered to be zero, and this profitable business was allowing the banks not care about operational expenses or fee and commission incomes at all. Indeed only few banks were concentrating on real lending activities and were taking care to keep their costs under control and to increase their non-interest income.

Having such a profitable alternative, it was not easy to justify the usual lending activities that naturally have a credit risk.

90’s  – Duty losses

Another very critical development in the 90’s, especially from the state banks’ perspective, was the ‘duty loss’ issue.

Duty losses were referring to the business losses and  receivables of state banks from the Treasury that resulted from various responsibilities  which the state banks carried out on behalf of the Treasury. This started in the early years of the 90’s. And the critical part of this was the fact that these receivables were not paid.

At the beginning, the state banks could manage that deficit thanks to their strong deposit base ensured by their broad branch network. But later on, ... with the catalyst impact of the hyperinflation, ... these receivables, recorded in ‘other assets’ item of the state banks reached almost 60 % of their total assets,

These unpaid receivables were destroying the liquidity of the state banks,
making them dependent to short term borrowing in domestic interbank market and
making them vulnerable to interest rate volatilities.

All that duties resulting in that huge amount of unpaid receivable were backed by dozens of decrees released in those years.

And this development opened a door for another very ‘particular’ business for the private banks in the sector, which was the financing of the state banks in the domestic interbank market.

Within a few years, by the end of the year 2000, the amount of these receivables from the Treasury,
not being paid, accumulated and reached an unbelievable high volume of 17 billion Turkish Lira.

This huge amount of receivables, being not included in the state debt calculations,
turned to a ticking bomb in the system.

So it was not a coincidence that in November 2000, it was decided with a law to privatise the state banks. And it was also not really surprising that this track ended up in a crisis in February 2001.

2001 crises – first impact

The local crisis, Turkey had to go through was possibly the most severe one in the history of the Republic of Turkey.

Massive depreciation of Turkish Lira and interest rates increase, shooting high and exceeding 7000%, yes 7 thousand, so that placing 100 TL overnight meant receiving 120 the next day.

This crisis was a very painful experience for the population and especially for the financial system.

Number of banks came down to 54 by the end of 2002 and number of employees in the banking sector came down from 170 thousand to 120 thousand, meaning that almost one of three employees lost their job. 

But this painful experience, we as a country had have, was also a very useful one from which we benefit even today.

Thanks to our experiences from this crisis and thanks to the prudent and cautious approach of the regulatory authorities we as a country have been among those few countries going through the Lehman Crisis without facing any severe difficulty and more important without any support or capital injection by the state.

2001 Crisis  – Restructuing of state banks

Forced by the crisis, an extensive restructuring of the financial sector and especially of the state banks has started.

Immediately, a common Board for the three state banks had been appointed in order to ensure a coordinated and an accelerated decision making mechanism.

The first focus, no doubt, was on reducing the funding needs of the state banks and strengthening their liquidity in order to stabilize the system.

And this financial restructuring started in 2001, mainly through capital and cash injections and securitizing the claims’ on Treasury from the duty losses.

The amount of this special issue bond, which was 23 billion Turkish Lira I think will give you at least a feeling on the dimension of the structural problem that had to be solved.

Also the legal environment has been changed accordingly. The newly established regulatory body, the Banking Regulation and Supervision Agency, BRSA, started to reshape the regulatory environment effectively, ensuring a sound environment for the financial system.

The Banking Regulation and Supervision Agency has implemented a program and never compromised on its principles. As a result, 25 banks were seized. These banks were either closed or merged with state-owned banks. The banking industry was provided with a new structure and new banking laws have begun to be enforced in full compliance with BIS and BASEL regulatory standards. Sixteen percent of total loans were restructured in 2002 and this restructuring came with a price tag of $47.2 billion (31.9 percent of GDP). Of this amount, $39.3 billion and $7.9 billion were born by the Treasury and private sector, respectively.  

Besides that, almost 100 decrees providing the basis for the duty losses had been cancelled in order to prevent the system of creating new duty losses.

Pricing of any state bank business or any transaction has become subject to market conditions.
And, last but not least, any cost of the state banks arising form the duties they carry out on behalf of the treasury has to be paid to state banks in advance.

After having merged one of the three state banks, the former Emlak Bank, into the other two state banks, namely Ziraat Bank and Halkbank the operational restructuring continued also in the year 2002.

On the human resources front the legal status of the employees had been changed from government officials to private working contracts and total number of employees in state banks had been reduced by 50% within one and a half year, from 61.6 thousand down to 30.9 thousand.

This was achieved mainly by transfers to other public entities and retirement programs.

In the same period of time, total number of branches had been reduced from 2 thousand 5 hundred down to 1 thousand 7 hundred.

Halkbank alone closed 255 branches from March 2001 till September 2002.

Halkbank restructuring

The restructuring of Halkbank, continued until 2004. It was aiming to set up the long term strategies that will ensure a sustainable profitability and that will ensure Halkbank to provide support and services to the real sector.

Organization structure,... management, ...work flows, ...loan approval process, ...policies,... .
not one area, not one detail has been left untouched in this reshaping process of Halkbank.

This extensive process was finalised with the merger of former Pamukbank in 2004,
a bank which was in the portfolio of the Saving Deposit Insurance Fund,
the SDIF.

This merger has had a synergic contribution to Halkbank.

Pamukbank had a robust IT infrastructure with a wide variety of products, services and delivery channels.

So we adopted Pamukbank’s IT structure, adjusted it to the needs of Halkbank and since then continuously invested in and improved the IT basis.  

But it was not only the IT system adopted and adjusted to our own needs,
the products,... the customer base,...  and the staff taken over supported the reshaping of the human resource’s mentality to a dynamic, business and profit oriented perspective. 

Halkbank new model

In 2004 we as Halkbank started our activities to open a completely new area.

Equipped with a new understanding, ... a new IT infrastructure, ... a newly set up business model
and new ambitious but realistic targets we started to increase our market share.

Different from the past practices, our focus was not anymore limited with the SME business only.

We started to penetrate the commercial and corporate companies and started our long term strategy in the retail, consumer segment.

In 2007 we felt ourselves ready for the privatisation.

Halkbank Privatisation

The IPO in May 2007, where 24.98% of Halkbank shares had been listed was a real success.

It was not only the greatest in the history of Borsa Istanbul but also the performance of the listed shares, which is reflecting the performance of Halkbank turned out to be a brilliant and rare example.

The market capitalisation was just below 6 billion US Dollar in IPO days,  but despite the volatile and challenging environment in global markets we have achieved to reach 12 billion US Dollar market cap..we have doubled the market cap of Halkbank in 5 years

We are hovering around 10 billion USD nowadays

Regarding the performance of Halkbank since then, I would like to give you some colour
briefly on growth figures.

Asset size of Halkbank  at the end of third quarter  this year is, 64 billion US Dollars.  

We have 871 branches, and 14500 employees. 

We are number five in deposit market  with a share of  around 10%. 

 The compound aggregate growth since 2006 in assets is above 20 % (20,6%), in loans, ...  above 30 % (33,0%) and in retail loans ... exceeding 40 % (42,2%).

And despite the strong growth figures we achieved to preserve asset quality and improve it...indeed it is brilliant and that without any write-offs and without any sell-offs.

The NPL ratio came down from 8,5 % in 2006 to 2,6 % nowadays.

Halkbank’s profitability is also clearly reflected in the Return on Average Equity ratio which since 2006 has always been above the sector average.

In terms of RoE, exceeding even 30 % level in certain years, Halkbank differentiated itself from the sector average significantly ending up with 25 % RoE (24,8%) in 2012. 

Once loss making bank now shines with a decent profitability ratio. 

A year ago we finalized  second step of the privatisation process, again through a public offering.

The SPO was in November last year and again it was a great success, breaking our own records from the past IPO.

Now, ... 49 % percent of Halkbank is listed in the stock exchange.

Majority of the listed shares belongs to foreign investors and their portion in listed part increased almost to 90% and stabilized at that level.

Halkbank became a well known investment opportunity for many emerging market investors and was also included in the MSCI index. 

Today daily trading volume of Halkbank shares is around 300 million TL.

The evolution in human resources was also a significant one. The average age and service duration of the staff in 2002 was 40 (40,5) and 18 (18,1) years. After ten years the average service duration came to 10 (10,3) years and the average age down to 34 (34,2) years. The share of university graduates in total staff was only 42% (42,3) in 2002, so far below the sector average of 56 % (56,1). Since than we have increased this portion of university graduates significantly, nowadays exceeding 80 % (80,6) and being in line with the sector average.

The investments in the IT base have also paid off. We should bear in mind that we are coming from days, where it was a challenge to ensure a sound communication with the branch network and when it took several weeks to get the complete financials of the bank. Today we can and do discuss the most detailed financial and statistical data on an audio visual communication network with the head office units and all the branches.

Ten years ago, frankly speaking we had no idea about our customers. We were lucky when could get a reliable total number. Today, thanks to our well developed Customer Relationship Module, the CRM, and at this point I allow myself to exaggerate a little bit,  that we even include the eye and hair colours of our customers and achieve a very detailed and quite sound assessment on our customers’ profile and behaving attitudes.

And thanks to all that investments and improvements, we could actively penetrate the first 500 companies in Turkey and commercial and corporate loans reached one third of our total loan book.

And thanks to all this, Halkbank became a well known brand in the retail segment and retail loans have come close to 30 % of total loan book.

Halkbank-Diversification of Funding;

Parallel to all the activities and growth on the asset side, I have to emphasize the importance of the liabilities.

We knew very well that we had to diversify and increase the funding facilities.

Therefore we have enhanced our long lasting historical relationships with the international financial institutions, the IFIs. Such as World Bank, European Investment Bank, French Development Agency.

We raised considerable funds from these institutions and used these funds to support SMEs in Turkey.

Also after many years we obtained a syndicated loan from international markets has been renewing the facility every year.

We also became visible in the international Debt Capital Markets with our Eurobond issuances
each of which was a particular success in terms of book building ... pricing, ... and investor profile.

Halkbank-International network;

One further issue worth to mention is, ... no doubt, ....the highly globalised landscape. 

Looking at the highly competitive international landscape, today, no one bank, even the most conservative bank, does not have the luxury to feel itself competitive and adequate being active only within the borders of the residing country.

we have started to look for markets on the international level and we have added Halkbank Macedonia to our physical presence consisting of Bahrain Branch and branches in Cyprus.

London, Dubai and Singapore will be the following locations where we would like to have presences

And we are also closely monitoring some other countries and looking for investment possibilities there.... that will offer financial opportunities in terms of margins, ... market share... and profitability.

Halkbank – The Group

Another perspective I would like to touch on shortly before ending my speech
is the group activity.

The highly competitive and highly dynamic environment does not allow to focus on and to be limited with purely banking activities.

There, where and when it makes sense, banks should look for adding value also with the group companies.

Since the customers’ activities and profiles become more and more sophisticated,...
the non-banking financial activities play more and more important role to increase market share and to improve the service quality provided to the customer base

And this is the reason why we, as Halkbank, enhance our group activities, having added a factoring and a REIT company to our group. Today we are active on life and non-life insurance, brokerage and leasing as well. For each and every subsidiary we appoint one executive of Halkbank  as a chairman of the affiliated companies to save the synergy of the group.

Conclusion- Sector-Halkbank – Islamic Banking 

Now coming to the end of my speech,...

I remember my early days in the sector

In those days...
I was thinking...
that in a  highly competitive environment with structural problems unresolved state owned banks were looking very vulnerable and fragile.

But today I have to confess that time has changed,

Thanks to political and macroeconomic stability in the Country, with better regulation and government oversight, and also better management practice state owned banks are shining both in terms of growth and profitability. 

Today, we are the fifth largest bank in Turkey and we have been the fastest-growing bank of Europe since 2008. We contributed 15 billion Turkish lira to the government budget through share sales, dividend payments, and corporate tax payments during the last 10 years.

As concluding my speech, I would like to express that, with 75 years of experience in the banking industry and our firm belief that we will accomplish our targets, we are confident in building upon our successes and wish that the information shared in this forum benefits us all.

One further exciting project we have on our agenda,  is Islamic banking activity
we plan to launch but this, I would like to share with yourselves on an another occasion....

Thank you very much for you kind attention.
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