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Strong Demographics
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 Population of 79 million, the 16th-biggest in the world.

 Median age of 29.8 is among the lowest of all emerging markets.

 56% of the population aged under 35

Source: UN World Population Prospects, Turkstat, 2015
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Large Economy, Geopolitical Significance
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 The world’s 17th largest economy

 Strategically located between Europe, Russia, North Africa and the Middle East: easy access 
to 1.5 billion consumers

 Vital energy transition point. Emerging as a regional transport hub, for goods, energy and 
people

Source: Worldbank, UBP, September 2017
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Negligible Weight in Global Equities
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 Total world equity market cap is  USD 85trln as of Sep 2017, of which USD 10trln is EM

 Turkey is a small equity market even in the emerging markets context

 What explains the discrepancy between GDP and equity size?  

Source: Bloomberg, Factset, UBP, September 2017
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Valuation is at a Deep Discount to the Rest of the World
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 Last 7 years median PE 10.3x Current PE 9.5x

 Lowest PE in the world after Russia

 Why? What determines what a PE ratio should be?

Source: Bloomberg, UBP, September 2017
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Are Turkish Companies Badly Managed? 

6

 Turkish companies generate some of the highest returns in the world

 Management quality, corporate governance, financial and operational performance better than 
GEM average

Source: Bloomberg, UBP, September 2017
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High Cost of Capital
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 A low PE is stock market’s way of compensating investors for high cost of capital

 Turkish equities suffer from high cost of capital

 Supply is reduced as corporate owners find valuations unattractive

Source: Bloomberg, UBP, September 2017
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Sectoral Structure is Not Helping
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 Turkey stands out by large weight of financials and lack of technology

 Large weight of financials is a legacy of high inflation environment

 Lack of IT is source of concern for future growth and among reasons for valuation discount

Source: Bloomberg,Factset UBP, September 2017
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Why Does Sectoral Structure Matter?
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 Turkey : high in lowly valued sectors and low in highly valued sectors

 Low share of high growth sectors is a problem for future growth

 Ignoring equity valuations could lead to policy errors

Source: Bloomberg, UBP, September 2017
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Annualized Volatility

One of the Most Volatile Equity Markets in the World
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 Equity market volatility 3x developed markets

 More than 2x emerging markets

 What makes the Turkish equity market so volatile?

Source: Bloomberg, UBP, September 2017
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Low Interest in Equity Market by Locals
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 TRY and FX deposits are the investment choice for locals

 Only 52% growth in mutual funds in 11 years, versus 442% in TRY deposits

 Hard to compete with 12-13% guaranteed annual return

Source: www.bddk.org.tr, www.spk.gov.tr, www.mkk.com.tr , www.hazine.gov.tr ,  UBP, September 2017

TRYbn Dec-05 Dec-08 Dec-11 Dec-12 Dec-13 Dec-14 Dec-15 Dec-16

TRY deposits & repo 173 329 530 568 663 739 825 938

FX deposits 92 161 236 252 352 391 530 609

Mutual funds 29 24 30 31 30 33 37 44

Pension funds 1.2 6.0 14.3 20.4 26.2 37.8 47.9 58.4

Domestic bonds held by non-banks 97 90 95 107 111 132 146 161

BIST market capitalisation 218 182 381 553 506 627 555 614

BIST free float 68 62 140 212 194 247 227 246

BIST free float domestic 23 20 53 73 73 89 86 90

     -local institutional* 0.9 1.1 3.2 5.1 5.8 7.4 9.8 10.7
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 Equity market is a capital generation and allocation system

 Strong Public Equity Market feeds the whole entrepreneur eco system
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Turkey Relative to Other Emerging Markets
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 Long term relative performance tells a different story than consensus narrative

 5 phases of Turkey’s relative performance since 1994

 Very strong relative performance in second half of 90s and 02-05, in line for 05-13

 Underperformance since 2013

Source: Bloomberg, UBP, September 2017
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Disclaimer

This document is furnished for information purposes only and does not constitute an offer or a recommendation to enter into any type of financial transaction or to conclude any type of mandate with Union
Bancaire Privée, UBP SA or any entity of the Group (hereinafter «UBP»). This document does not constitute in any manner an offer of securities, forex transactions, insurance solutions or pension plans.
Although all efforts were undertaken to provide accurate and updated information, the content of this document is provided without express or implied warranties or representations of any kind and no liability is
accepted. It does not qualify and has not to be considered as investment, legal or tax advice.

This document reflects the opinion of UBP as at the date of issue. It is not the result of financial analysis or research and is therefore not subject to legal requirements regarding the independence of financial
research. It is not intended for distribution, publication, or use in any jurisdiction where such distribution, publication, or use would be unlawful, nor is it directed to any person or entity to which it would be
unlawful to direct such a document.

The information and analysis contained herein have been based on sources believed to be reliable. However, UBP does not guarantee their timeliness, accuracy, or completeness, nor does it accept any
liability for any loss or damage resulting from their use. All information and opinions, as well as any price indicated, are subject to change without notice. UBP shall not bear any obligation or duty of
surveillance, warning or continuing monitoring of the situation described in the present document.

Past performance and/or financial market scenarios are no guarantee for current or future returns and the client may consequently get back less than originally invested.

In addition, the performance for the client may be reduced by commissions, fees and/or other charges.

The opinions herein do not take into account individual clients’ circumstances, objectives, or needs. UBP makes no representation as to the suitability or appropriateness of the described investment products
or services for any particular client, nor as to their future performance. Each client must make his own independent decisions regarding any securities or financial instruments mentioned herein. Before entering
into any transaction, each client is urged to consider the suitability of the transaction in relation to his particular circumstances and to independently review, with professional advisors, the specific risks incurred,
including without limitation at the financial, regulatory, legal, accounting and tax levels.

The investments mentioned herein may be subject to risks that are difficult to quantify and to integrate into the valuation of investments. Generally speaking, products with a high degree of risk, such as
derivatives, structured products or alternative/non-traditional investments (such as hedge funds, private equity, real estate funds, etc.) are suitable only for sophisticated investors who are capable of
understanding and assuming the risks involved. The client may be exposed to currency risk, because a product or an underlying investment of a product is denominated in a currency other than that of the
country in which the client is resident. The investments are exposed to currency fluctuations and may increase or decrease in value. Upon request, UBP is available to provide more information to clients on
risks associated with specific investments.

This document is confidential and is intended only for the use of the person to whom it was delivered. This document may not be reproduced (in whole or in part) or delivered to any other person without the
prior written approval of UBP.

Union Bancaire Privée, UBP SA is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA).


