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Abstract
The process of full membership of Turkey to the EU which was accelerated
with the confirmation of Turkey’s candidate status covers the harmonization
of the Turkish capital markets with the financial markets of the EU. The com-
petitive environment created by transition to the single currency system in the
EU affects the activities of all financial institutions and requires the concerned
parties to be ready for the new formations. This study provides a detailed and
comparative investigation on the issues that are important for the harmoniza-
tion of the Turkish capital market to the capital markets in the EU and for
increasing the dimension of competition. The regulations within the frame-
work of the integration of the financial markets in the EU and financial Action
Plan are examined in detail. This study contributes to the establishment of a
financial action plan for Turkey en route to the full membership and to the har-
monization of the Capital Markets Board (CMB), the Istanbul Stock Exchange
(ISE) and the brokerage houses to the EU.
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I. Introduction
The European Union has entered a new phase of expansion from the end
of 1999 onward. With the inclusion of new members, the Union is on the
edge to accelerate its integration in economic, monetary and even politi-
cal aspects in 2000s. Now the agenda of the European Union, which sur-
passed a certain time-span especially in achieving the economic and mon-
etary unity so far, includes the amendments to the existing regulations of
the Union as well as the completion of the process of the legal and tech-
nical harmonization of the candidate countries. 

The progress toward the financial integration of the European Union as
foreseen in the Rome Treaty of 1957, the White Paper of 1986, the Single
European Act of 1987 and the Maasricht Treaty of 1992 is tried to be real-
ized through lifting all physical, technical and financial barriers, setting
out a common trade policy, liberalization of the circulation of the goods,
capital, services and people, coupled with benefits expected from the eco-
nomic and monetary union and the transition to the single currency
“Euro” toward creating a common internal market working under effec-
tive competition conditions. The integration of the single financial ser-
vices consisting of banking, securities markets and exchanges and insur-
ance sectors is tried to be realized through elimination of the legislative
and the implementation differences among the member states within the
framework of common principles applicable to single  license, reciprocal
recognition and control and surveillance of the host country which are
regulated by various EU’s Directives. 

The integration of the capital markets and exchanges into the single
European financial area is the main topic of this paper. 

Beside the production of real goods and services, the quality of the
financial services and  financial management and planning also play a sig-
nificant role in the continuity and stable growth of the companies in an
ever-changing economic environment. While the financial products are
exchanged freely on the one hand, the issuers of the financial instruments
are expected to abide by the regulations aimed at protecting the investors
to a certain degree on the other. 

The financial services provided mostly by the banks in the local capi-
tal markets will transform into an integrated financial system which will
earn an operational efficiency to all financial institutions in a consolidat-
ed structure to be built upon an integrated market. 

Financial integration of Turkey, which was officially confirmed to be
the candidate for full membership to the expanding European Union in
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1999 after the Ankara Treaty of 1963 and the Custom Union Agreement
in effect, with the European Union requires the legal and technical har-
monization of Turkey which will take a certain period of time. While the
legal structure of Turkey is being aligned with that of the EU to this end,
the micro and macro economic and financial performance of Turkey must
be elevated so as to compete with the EU-member countries. 

This paper investigates the capital market operations and services and
the interactions between the securities markets in the EU and the dimen-
sion of competition toward the integration of the EU in the financial ser-
vices, compared with Turkey. The section 2 outlines the legal structures in
the EU and Turkey regarding the capital markets, followed by the pur-
pose, the priorities and the policy revisions within the framework of the
“Financial Action Plan” toward the integration of the financial markets in
the EU, compared with the situation in the corresponding Turkish capital
markets. The section 3 examines the legal infrastructure and points out the
priority-given regulations. The section 4 is mostly dealt with technical
harmonization comparisons as to the market characteristics and the com-
petitive positions providing a summary of the developments in the prac-
tices beyond the legislation. In the  Evaluation and Conclusions sections,
which of the targets regarding the legal and technical structure should be
given priority by the member countries and Turkey towards the harmo-
nization and integration of the financial markets are determined and the
policies and strategies to be pursued to this end are evaluated. Finally, sec-
tion 6 lists the priorities of the ISE in its harmonization and competition
with the European exchanges. 

II. Legal Framework in the European and Turkish Financial Markets

2.1.  Legal Development of the financial Markets in the EU 
The legal background of the European Union is basically the Rome Treaty
(1957), the Single European Act (1987) and the Maastricht Treaty (1991). 

Especially the Single European Act (1987) had accelerated the creation
of the Internal Market. In the context of the provisions regarding the
establishment of the European financial markets, the objective was to
ensure an economic and financial integration which would be essentially
based on the principle of “mutual recognition” and where the “single
license” would be valid for the credit institutions and other financial insti-
tutions. 

Measures taken for creation of a single financial market within the
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European Union were mainly consisted of permitting the banks, insurance
companies and investment companies to incorporate companies, open
offices and obtain operational rights within the Union until 1992. In the
Maastricht target and plan, the conditions regarding the financial deregu-
lation have been detailed further as subject to the liberalization of the
financial services and the movement of the capital according to the sub-
sequent developments. One of the matters dealt with in two categories is
the process of integration and the harmonization of the corporate law.
Direct investors, portfolio investors and foreign investors are required to
monitor the profitability and financial adequacy of a company. To this
effect, the Council had issued a regulation regarding Article 54 of the
Rome Treaty in order to facilitate the implementation. Directives regard-
ing the annual accounts, minimum capital requirements, competence of
the auditors, national and international mergers and the establishment of a
European company have been adopted. Accordingly, the companies listed
in the exchanges in the capital markets have to meet the minimum require-
ments, submit the information and documents required for application in
complete and submit the semi-annual financial statements after the listing.
The rules in the second category are related to the financial intermedia-
tors. The First Banking Directive (1977) has brought a series of rules
regarding the uniform criteria and the control procedures applicable to the
banks in the member countries. Other Directives are related with the
annual statements the banks have to submit and deal with the definition of
the financial assets, the capital adequacy, the liquidity ratios and the char-
acteristics of certain financial instruments. 

It can be said that the capital markets in Europe exhibited a disinte-
grated structure until 1990s due to the fact that exchange restrictions were
in effect in most of the member states. The Directives of 1960 and 1962
brought liberalization to certain capital movements, but the dynamism
brought by the White Paper (1985) fuelled the subsequent significant
developments. Another important Directive has been issued regarding the
investment funds. A separate Directive was adopted in 1986 regarding the
long term commercial activities and the bond issues of the member states
and the deregulation of the unlisted securities. A new Directive was issued
in 1988 regarding the deregulation of the capital transactions. The
Directive of October 1989 envisaged the deregulation of the Undertakings
for Collective Investments in Transferable Securities (UCITs). 

The Second Banking Directive (1989) set forth the principles applica-
ble to the securities services provided by a bank having the single bank-
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ing license, but the non-banking financial institutions were not allowed to
enjoy the rights and benefits provided by the Directive. For this reason,
with the adaptation of the Directive Act 1988 of the Commission as the
“Directive on the Investment Services” in 1993, full competition among
the investment institutions operating in the same market was encouraged
and the principle of “single license” was adopted for the non-banking
intermediator firms. 

Remote marketing of financial products and services is one of the pri-
ority issues of the EU for the purpose of making the capital deregulation
work effectively. To this effect, the Directives proposed by the Commis-
sion in 1990, 1997 and 1998 have been accepted. The Commission sent to
the Parliament and the Council, a new proposal amending the last two
Directives in 1999. 

5
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Raising Capital on an EU-Wide-basis
Action Objective Target Turkey

Time
Upgrade the Directives on
Prospectuses through a
possible legislative
amendment

Update the Directive on
Regular Reporting 
(82/121/EEC)

Issue a Commission
Communication on
distinction between
"sophisticated" investors
and retail investors

Directive to address
market manipulation

• Overcoming obstacles to the
effective mutual recognition of
prospectuses.

• Increase the confidence in the
markets through more frequent
and better quality information
flow.

• Attracting more capital into
the market.

• Common interpretation of use
of investor protection rules

• Determining conditions under
which host country business
rules apply to cross-border se-
curities transactions

Enhancing market integrity by
reducing the possibility for ins-
titutional investors and interme-
diaries to rig markets. Setting
common principles for trading
floors to enhance investor confi-
dence in an embryonic single
securities market

Prospectus standards must be made
similar to those used in the EU. This
includes the disclosure by the com-
panies of profit and loss forecast as
of the year-end, together with the re-
asons of the forecast. 
• Reaching full efficiency in public

disclosure; accelerating the works
on transmitting the company infor-
mation to the investors on a real ti-
me basis. 

• Increasing the growth efficiency in
conjunction with other market fac-
tors which increase the transpa-
rency of the market.

• Protection of the investors is one
of the fundamental principles of
the Capital Markets Law.

• Ensuring a parallelism with the
works of the relevant Commission
in order to establish the common
standards towards the harmonizati-
on with the EU.

• Surveillance and inspection activiti-
es regarding manipulative transacti-
ons are carried out by the ISE and
the Capital Markets Board (CMB).

• Although there is no a material
harmonization problem in terms of
regulations, the harmonization as
to the judicial efficiency has to be
attained. 

• With the elevation of the efficiency

2002

2002

2002

2003

Establishing a Common Legal Framework for Integrated
Securities and Derivatives Markets

2.3. Financial Action Plan in the EU and Turkey’s Situation 

Table 2: Financial Action Plan in the EU and Turkey’s Situation 
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Establishing a Common Legal Framework for Integrated
Securities and Derivatives Markets

Action Objective Target Turkey
Time

Green Paper on upgrading
the Investment Services
Directive

Amend 4th and 7th
Company Law Directives
to allow fair value
accounting 

Commission
Communication updating
the EU accounting
strategy 

Modernization of the
accounting provisions of
the 4th and 7th Company

• Wide-ranging review of In-
vestment Services Directive
(ISD) to ensure integration
and efficiency for investment
services;

• Tackle remaining obstacles to
market access for brokers/de-
alers, obstacles to remote
membership and restrictions
on trading in T-bonds. 

Enabling European companies
to account for certain financial
assets at fair value, in accordan-
ce with the International Acco-
unting Standards.

Improvement of the EU Directi-
ves in accordance with the In-
ternational Accounting Stan-
dards.

Bringing the 4th and 7th Directi-
ves in line with the needs of the
single market and to take 

of the markets, coupled with effici-
ent surveillance and inspection
activities, the artificial market
operations will decrease. 

• Beside ensuring the harmonization
with the investment services Direc-
tive in its present form, the system
of remote membership targeted to
be introduced in the EU should be
put into operation in Turkey

• Acceleration of the technical works
regarding the investment services

Transition of Turkey to the Internati-
onal Accounting Standards must be
accelerated, as they are widespread
around the world and the EU is at
the stage of implementation. Especi-
ally the high inflation rate in Turkey
makes the use of inflationary acco-
unting compulsory. However, if the
current program in effect for decre-
asing the inflation rate proves to be
successful, this constraint will have
been eliminated. 
In parallel with the International Ac-
counting Standards, the financial sta-
tements used in Turkey must be ma-
de comparable with those used by
the EU companies. 
Harmonization similar to the amend-
ments to be made to the accounting
standards of the EU regarding the 

2000

2001

2003

2002

Towards a Single Set of Financial Statements for Listed Companies
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Towards a Single Set of Financial Statements for Listed Companies
Action Objective Target Turkey

Time
Law Directives

Commission
Recommendation on EU
auditing practices

Implementation of the
Settlement Finality
Directive

Directive on cross-border
use of collateral 

Political agreement of the
proposed Directive on
Take Over Bids 

Political agreement on the
"European Company
Statute"

Review of EU corporate
governance practices

into account developments in
international accounting stan-
dard-setting. 
Taking measures in the areas of
quality assurance and auditing
standards.

Common and coherent applica-
tion of the Directive throughout
the EU to ensure smooth functi-
oning of systems

Legal certainty as regards vali-
dity and enforceability of colla-
teral provided to back cross-bor-
der securities transactions

Creating EU-wide clarity and
transparency in respect of legal
issues.

Creating optional legal structure
to facilitate companies to place
pan-European operations on a
rationalized single legal  umb-
rella. Clarifying scope for parti-
cipation by employees-thereby
create further common ground
in respect of corporate gover-
nance practices.
Identification of legal or admi-
nistrative barriers and resulting
differences in corporate

companies publicly traded in the ca-
pital markets must be ensured.

Ensuring harmonization in the regula-
tions with the European Union in
terms of auditing standards and quality
in the capital markets as well as incre-
asing the quality of implementation. 

Completion of the works in progress
towards integration of the Turkish
Settlement and Custody Bank with
the settlement systems of the EU
member countries.
Giving priority to ensure harmoniza-
tion with the EU in the regulations of
the Turkish Settlement and Custody
Bank regarding the guaranteeing and
clearing related to the cross-border
transactions. 

Enlarging the scope of regulations
regarding the company acquisitions
and takeovers in the capital markets
and establishing the clarity and trans-
parency criteria.
From full membership of Turkey on-
ward, correction of omissions and
defects in the regulations and their
implementation in this area in accor-
dance with a working schedule.

Lifting the regulatory constraints on
the corporate management models of
the companies in the capital markets

end of
1999

2002

2003

2000

2000

2000

Containing Systemic Risk in Securities Settlement

Towards a Secure and Transparent Environment for
Cross-Border Restructuring
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Towards a Secure and Transparent Environment for
Cross-Border Restructuring

Action Objective Target Turkey
Time

Amend the 10th Company
Law Directive 

14th Company
Law Directive

Commission
Communication on
Funded Pension Schemes

Political agreement on the
proposed Directives on
UCITs

Directive on the
Prudential supervision of
pension funds 

governance regimes.

Create the possibility for com-
panies to conduct cross-border
mergers.

Allow companies to transfer the-
ir management to a real person/
legal entity in another country
and moving the head office of
the company to another country.

Consultation on prudential fra-
mework for second-pillar pensi-
on fund schemes to protect be-
neficiary rights through strin-
gent prudential safeguards and
rigorous supervision.
Proposal 1 will remove barriers
to the cross-border marketing of
units of collective investment
through diversification of the
assets in which funds can invest.
Proposal 2: Widening the activi-
ties of portfolio management
companies and thus ensuring ac-
cess across  Europe
Preparing a Directive proposal
for prudential supervision of
pension funds. It will take into
account the diversity of pension
funds currently operating in the
EU and will cover authorization,
reporting, fit and proper criteria,
and rules on liabilities and in-
vestments.

in order to ensure harmonization 
with the EU in this area.
Creating a legal environment app-
ropriate for mainly the local and
then the cross-border mergers and
takeovers.
Reviewing and revising the Turkish
Commercial Code, the tax code and
the other relevant regulations to this
end. 

With the enactment of the bill of pri-
vate pension funds by the Turkish
Parliament, a great step will have be-
en taken toward harmonization with
the EU regarding the protection of
the participants in the pension funds. 
• Allowing flexibility to the mutual

funds in their investment in the se-
curities of the EU companies

• Lifting the restrictions on the
cross-border marketing and sales
of the mutual funds

• Following the enactment of the pri-
vate pension schemes law, the ru-
les applicable to the licensing, re-
porting, harmonization criteria, as-
sets and investments and the prin-
ciples and rules applicable to the
"prudential management and audit"
should be regulated. 

• In the regulations, emphasis should
be given to ensure harmonization
with the EU standards.

2002

-

2000

2002

A Single Market which Works for Investors
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Open and Secure Retail Markets
Action Objective Target Turkey

Time
Political agreement on
proposal for a Directive
on the Distance Selling of
Financial Services

Commission
communication codifying
clear and comprehensible
information for
purchasers

Recommendation to
support best practice in
respect of information
provision (mortgage
credit)

Commission report on
substantive differences
between national
arrangements relating to
consumer-business
transactions

Proposal aims to bring about
convergence of rules on busi-
ness-to-consumer marketing and
sales techniques. This will limit
exposure of consumers to unde-
sirable marketing techniques. 
Establish over-arching view of
basic information requirements
clients need in order to assess
credential of (cross-border) ser-
vice suppliers, security/perfor-
mance of services offered by
latter (plus redress). Examine
extent to which these require-
ments are complied for range of
retail financial services. 
The Commission will publish a
communication to endorse un-
derstanding in respect of infor-
mation to be provided in event
of cross-border provision of
mortgage credit services.  
The report will catalogue obs-
tacles to cross-border business-
to-consumer transactions for re-
levant financial services. This
will provide analysis of whether,
how and why host-country con-
sumer rules apply and determine
conditions under which equiva-
lence of national rules does/does
not exist. Provide objective and
empirical basis for discussion
with member states and the Eu-
ropean Parliament on how to fa-
cilitate cross-border provision of
retail financial services without
jeopardizing consumer safegu-
ards. 

Ensuring further development in
new marketing and selling techniqu-
es and rules in line with the develop-
ments in technology for maximizati-
on of the consumer (investor) satis-
faction.  
Increasing the level of giving trust of
the clients (investors) and supplying
them with adequate information and
increasing reliability in the services
related to the cross-border transacti-
ons.

Elimination of differences in this
area until full membership to the
EU.

Elimination of the differences with
the member countries and ensuring
the proximity with these countries
by taking into account the process
toward the full membership within
the framework of regulating the ru-
les of cross-border financial services
marketing.

2000

2000

end of
1999

end of
2000
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Open and Secure Retail Markets
Action Objective Target Turkey

Time
Interpretative Communi-
cation on the freedom to
provide services and the
general good in insurance
and proposal for
amendment of Insurance
Intermediaries Directive

Commission Communica-
tion on a single market
for payments

Commission Action Plan
to prevent fraud and
counterfeiting in payment
systems

Commission Green Paper
on an electronic

Greater legal certainty and clarity
for Member States, insurance un-
dertakings and citizens, contribu-
ting to the creation of the single
market. Facilitation of the free
provision of services by insuran-
ce intermediaries and enhanced
consumer protection by updating
and introducing safeguards on
professionalism and competence.
Improvement of the professional
standards in the insurance servi-
ces for protection of the insured
and clarification of the relevant
insurance rules
An indicator will be provided for
public and private agencies with
a role to play in insuring that se-
cure and cost-effective retail pay-
ments can be effected on a cross-
border basis. At present, such
transactions incur charges which
are much higher in average than
those within domestic payments
systems– a situation which is un-
tenable within a single currency
zone.  The Communication will
focus heavily on credit transfers
but will also address card pay-
ments, cheques and cash. 
Agree on ways to prevent fraud,
e.g. in organizing the exchange
of data or increasing the reliabi-
lity of technical  systems.

A clear and coherent policy for
the whole financial sector, which 

• Clarification of the rights and obli-
gations within the triangle of insu-
rance companies, agencies and insu-
red which impede the growth of the
insurance sector.

• Defining the professional ethic rules
and increasing the level of benefit
of the insured.

Reaching the quality level of the EU
countries in credit transfers, settle-
ments by check and cash which pay-
ments which give the priority to reli-
ability and low cost.

Taking technical measures for preven-
tion of forgery and fraud in the sys-
tem of settlements as soon as possible
independent of the process toward
full membership to the EU and co-
operating with other countries as ne-
cessary and ensuring the harmonizati-
on after the full membership
Regarding the electronic trading of
the finance sector, effective 

2002

1999

end of
1999

2000
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Open and Secure Retail Markets
Action Objective Target Turkey

Time
commerce policy for
financial services

Adopt the proposed
Directive on the
winding-up and
liquidation of insurance
undertakings
Adopt the proposed
Directive on the
winding-up and
liquidation of banks 

Adopt the proposal for an
Electronic Money
Directive 

Amendment of the money
laundering directive

Commission
Recommendation on 
disclosure of
financial instruments

Amend the Directives
governing the capital
framework for banks and
investment firms 

takes account of existing rules,
wider international develop-
ments, and technological prog-
ress. 
Provide a coherent legal frame-
work for the winding-up and li-
quidation of insurance companies
in the single market

Common rules on winding-up
and liquidation will establish
common principles for procedu-
res to be followed in event of
bank insolvency, identify respon-
sible authority.

Establish of the legal framework
on the use of e-money  for sup-
port of the cross-border electro-
nic transactions

Combat fraud and money launde-
ring in the financial system

Enhanced disclosure of the acti-
vities of banks and other financi-
al institutions to allow investors
to take informed decisions, and
to foster market transparency and
discipline as a complement to
prudential supervision
Work on a review of the bank ca-
pital framework to reflect market
developments is running in paral-
lel with that of the G-10 Basle
Committee on Banking supervi-
sion.

regulations should be employed and
technological advancement should be
ensured effectively and in harmony
with the world, including the EU  
Insurance regulations should include
regulations similar to those in effect
in the EU countries regarding the dis-
solution of the private insurance com-
panies. 
Significant amendments regarding the
dissolution of banks have been re-
cently made; such common rules and
procedures ensuring harmonization
with the EU should be established by
the Supreme Board of Banking with
reference to the Banking Law
The relevant EU Directive should be
taken as a reference when enlarging
the scope of provisions in the national
regulations regarding the scope of
electronic money
Efficiency of the regulations in effect
in Turkey regarding the money laun-
dering should be maintained with re-
ference to the works of the OECD
and the regulations in the EU 
The public disclosure criteria in Tur-
key should be made more effective as
in the EU within the framework of
the Capital Markets Law and the Lis-
ting Regulations of the ISE

With the enactment of the new Ban-
king Law, various regulations have
been issued regarding the banks who-
se capital structures have been rein-
forced; maintaining the parallelism
with the works of the Basle Commit-
tee and the developments in

2001

2001

2000

2001

1999

2002
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Open and Secure Retail Markets
Action Objective Target Turkey

Time

Amend the solvency
margin requirements in
the insurance Directives

Proposal to amend the
insurance Directives and
the Investment Services
Directive to permit
information exchange with
third countries

Development of prudential
rules for financial
conglomerates following
the recommendations of
the ‘Joint Forum’
Creation of a Securities
Committee

Adopt a Directive on
Savings Tax

Protection of clients in the sing-
le market by ensuring that insu-
rance undertakings have adequ-
ate capital requirements in rela-
tion to the nature of their risks. 
Basis for international exchange
of information to underpin fi-
nancial stability.

Addressing loopholes in the pre-
sent sectoral legislation and ad-
ditional prudential risks to en-
sure sound supervisory arran-
gements.
A formal regulatory committee
in this field will contribute to
the elaboration of EU regulation
in the securities area. Requires
willingness on part of EU ins-
titutions to agree an appropriate
comitology procedure.

The objective of the proposal is
to remove disparities in tax
treatment of private savings to
complement the removal of obs-
tacles to the free movement of
capital and financial services
will benefit the financial sector. 

the EU should be closely monitored
and the monitoring of the capital
adequacy and risk management mec-
hanism in the Turkish financial sys-
tem should be well established 
Making the system existing in Tur-
key regarding the solvency of the in-
surance companies to comply with
the EU.

Review of the existing regulations to
allow the institutions in Turkey to
establish alliances, enter into data
sharing agreements and establish co-
operation with the institutions in ab-
road involved in the same business
in order to enable and encourage da-
ta communications
Making the regulations regarding the
group companies more effective,
correcting the deficiencies in the
sectoral regulations and improving
the efficient audit mechanisms
Establishing and ensuring efficient
working of a "sub-committee for se-
curities" for the purpose of correcti-
on of differences with the general re-
gulations of the EU as well as the
structural and legal differences in the
member countries

Works on ensuring harmonization
with the minimum standards of the
EU regarding the tax regulations and
practices should be continued and
inequalities in the taxation practices
which may be an obstacle on route
to full membership should be deter-
mined and eliminated

2003

2001

2002

2002

2000

General Objectives



17
Turkish Capital Market and the Istanbul Stock Exchange (ISE) Towards
Harmonization and Competition with the European Capital Markets

General Objectives
Action Objective Target Turkey

Time
Implementation of the
December 1997 Code of
Conduct on business
taxation

Review of taxation of
financial service products

Commission proposals for
coordination of the tax
arrangements governing
supplementary pensions

Review of EU corporate
governance practices

Counter harmful tax com-
petition which may significantly
affect the location of business
activity in the Union

Lower costs and remove disin-
centives for cross-border busi-
ness.

Building on discussions in Tax
Policy Group, proposal for
legislative action will be pre-
pared to address tax treatment
of cross-border contributions of
migrant workers to supplemen-
tary pension funds. Will serve as
a contribution to labor mobility. 
Identification of legal or ad-
ministrative barriers and resul-
ting differences in corporate
governance regimes.

A study should be carried out regar-
ding the policy to be adopted by
Turkey with respect to regional tax
practices in her negotiations with the
EU for harmonization
Actions to be taken to ensure harmo-
nization regarding the taxation sho-
uld be determined by taking into ac-
count the transaction and operational
costs in order to draw the cross-bor-
der portfolio investments to Turkey
Adequate tax incentives should be
granted to enable the pension funds
sector in Turkey to grow

Ensuring harmonization with the EU
in this area by taking into con-
sideration the appropriateness of the
structure in Turkey regarding the
regulations and implementations

-

-

2002

-



III. The Legal Harmonization of the Turkish Capital Market and the
ISE’s Regulations with the EU 

The legal basis of the relationship with the EU and Turkey is the Ankara
Treaty. Turkey and the EU are obliged to fulfil the requirements set forth
to ensure the proximity in terms of competition, taxation etc., including
the various sectoral developments. To this end, the Custom Union Agre-
ement was signed in January 1996. 

With the deregulation of the capital movements, the harmonization in
the financial system will have been completed. The target of free move-
ment of the labor and full membership will be attained after a negotiation
process depending on the steady development of the relationship and ful-
filling of the obligations agreed by both parties. 

Turkey has liberated the capital movements, to a great extent, with the
Government Decree No. 32 on the Protection of Turkish Currency and the
Law on the Encouragement of Foreign Capital in 1989. Regulatory and
restrictive rules applicable to the transactions on the securities and other
capital market instruments, including the foreign currency and instru-
ments denominated in foreign currency, are set forth based on the afore-
said Government Decree. 

Also the international portfolio investments have been liberated in ac-
cordance with the Directives of the EU regarding the capital movements.
Financial institutions and banks which purchase and sell securities on be-
half of persons at home and abroad have to submit quarterly reports to the
Central Banks on such transactions for the purpose of monitoring of the
capital movements and accumulation of the statistical data. The capital
market agencies report the securities transactions they made on behalf of
foreign investors to the ISE and the Capital Markets Board on a monthly
basis. 

The Law on the Encouragement of Foreign Investment allows the fo-
reign investors to transfer the profit they earned from their direct invest-
ments, the principal amount and the shares they hold in abroad. With the
Framework Decree on the Foreign Investment which came into effect in
1986, foreign investors have contributed to the economic development of
the country. 

Turkish securities and other capital market instruments are freely bo-
ught and sold and the profits and sales proceeds of such securities and
instruments are freely transferred to abroad by foreign investors. Foreign
investors are also allowed to issue and sell to the public securities and ot-
her capital market instruments in Turkey in accordance with the Capital
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Markets Law. 
The European Union countries have adopted full liberation in capital

movements as of December 31, 1995. However, there are some exclusi-
ons which allow the member states to impose restrictions on the capital
movements in case of a material risk on transition to the economic and
monetary unity. Pursuing deregulation policies in the regulation and imp-
lementation of the capital movements since 1980, Turkey will not enco-
unter difficulty regarding the harmonization on route to full membership. 

The issues related to the legal regulations regarding the capital markets
have been determined as 

1. freedom for investment services
2. capital adequacy
3. listing requirements on the exchanges
4. insider trading
5. transactions in substantial amounts
6. mergers and takeovers
7. investment funds
8. pension funds
9. remote marketing of financial services
10. electronic signature
11. settlement and custody
12. investor compensation fund
13. corporate law and taxation 

beyond the deregulation of the capital movements, and these issues are
dealt with under sub-headings below, with a comparison regarding har-
monization of Turkey in such issue.
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Subject
Those
regarded as
an
investment
firm

Investment
Services

Turkey
Capital Market Institutions:
1. Brokerage Houses
2. Investment Trust Companies
3. Mutual Funds
4. Other Institutions
The Capital Markets Law amended by
Laws No. 4487 and 3794 allows the
intermediators licensed to involve
with all intermediary activities related
to the capital markets which cover a
very broad span of activities to act as
intermediator in purchase and sale
transactions both on the name and
behalf of themselves and third per-
sons. In order to involve with these
activities, a license has to be obtained
from the Capital Markets Board.

The Capital Market Activities involve
1. acting as an intermediator in the

issue and public sale of capital mar-
ket instruments registered by the
Board

2. purchase and sale of previously
issued capital market instruments

3. acting as an intermediator in future
contracts based on the financial
indicators, capital market instru-
ments and goods and assets

4. purchase and sale of securities under
re-purchase and re-sale agreements

5. investment consultancy
6. portfolio management

• Pursuant to the Article 34 of the
Capital Markets Law, rules applica-
ble to foreign institutions in relation

with  capital market activities are

EU
The criteria are valid for all investment companies and
also apply to the credit institutions in accordance with
the criteria set forth in the Directive. 
• Lending institutions licensed in accordance with the

Directives 77/780/EEC and 89/646/EEC,
• Investment Services Directives, 89/646/EEC and

93/6/EEC. Branches of the investment companies or
lending institutions licensed by a third country and
in compliance with the rules set forth in the Directi-
ves.

• Investment trust companies which have been granted
license for marketing the participation certificates of
mutual funds to the public in accordance with the le-
gislation of a member country and the investment
companies whose securities have been listed on an
Exchange or traded in the regular Exchange of a
third country, which are defined in the Directive
77/91/EEC.

Basic Services: 
1. Sending of orders for financial instruments to the

investors
2. Execution of orders outside the personal accounts
3. Trading of financial instruments for personal acco-

unts
4. Investors who manage the portfolios consisting of

financial instruments by making a separation on the
basis of clients

5. Undertaking and completion of financial instrument
issues

Non-basic Services: 
1. Services related to management and custody of the

financial instruments
2. Custody services
3. Lending services provided for trading and/or invol-

ving the lending company
4. Consultancy services on capital structure, industrial

strategy, company mergers and acquisitions
5. Underwriting services

3.1. Deregulation of the Securities Investment Services

Table 3: Deregulation of the Securities Investment Services
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Transferable
Securities

Country of
Origin

Exemptions

Harmonization
as to
Entrance into
the Market

established by the Capital Markets
Board.

1. Stocks and derivatives
2. Bonds and derivatives
3. Revenue sharing certificates
4. Bank bills
5. Bonds guaranteed by banks
6. Financing notes
7. Asset-backed securities

For harmonization with the EU, the
rule of the country of origin should be
applied. 

Similar exemptions may be in effect
when Turkey becomes the full mem-
ber of the EU. It is obvious that
Turkey will not encounter any diffi-
culty in meeting the minimum condi-
tions thanks to the obscure provisions
in the Investment Services Directive.
However, the existing intermediary
institutions have to be restructured to
be able to compete with the institu-
tions in the EU.  
In case of full membership, it is possi-
ble to provide exceptions in the rules
applicable to entrance into the mar-
kets of the ISE. Especially it will be
necessary to determine the minimum 

6. Investment consultancy services on the financial
instruments

7. Foreign exchange purchase and sale services as in-
vestment services

1. Transferable stocks
2. Mutual funds or investment funds
3. Money market instruments
4. Future contracts consisting of financial instruments

qualified as cash money
5. Forward rate agreements (FRAs)
6. Interest, foreign exchange and stock swaps
7. Option contracts, including the agreements conside-

red as cash money, made for ownership or possessi-
on of financial instruments especially such as exc-
hange rate and interest rate, which are included in
this category. 

1. If the investment firm is a real person, the country
where the head office of the firm is located. 

2. If the investment firm is a legal entity, the country
where the firm is registered or where the head office
of the firm is located if the firm is not registered in
the country where the firm is located. 

3. If a market is provided, the country where the firm
which provided the commercial opportunities is re-
gistered or where the firm is located if the firm is
not registered in the country where it is located. 

There are differences among the member countries re-
garding the "exemptions" set forth in the Investment
Services Directive. For example, in Austria exempti-
ons have been granted to insurance companies, central
banks and mutual funds. Since the distinction between
the sophisticated (professional) investor and individual
investor in Article 11 of the Directive is not clear, app-
lications in the member countries are different. Also,
due to the fact that conditions in the definition of "re-
gular market" are not sufficient, differences occur (Di-
rective, Article 1.13).
Although it is deemed not necessary to allow an addi-
tional period of time for membership and entrance in-
to the regular markets following the completion of the
transition period allowed to Spain, Greece and Portu-
gal in 1999, there are disputes over the matter. 
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Standards and
Responsibilities
of the
Investment
Firms

conditions of licensing the broker-
age houses licensed to operate in the
EU member countries to operate in
the Turkish capital markets. In addi-
tion, methods regarding the remote
membership conditions must be
determined. 

• Mutual recognition of the intermedi-
ary agents and their branches and
the implementation of the rules of
the country of origin will be
required. 

• In this case, licenses to the invest-
ment companies operating in the
capital markets in the EU member
countries for their operations in
Turkey will be issued in accordance
with the rules and conditions applic-
able in the country of origin. 

• On the other hand, the authorized
bodies in Turkey will retain their
power and authority in auditing the
investment companies in Turkey and
an investment company operating in
Turkey will be bound by the audit
procedures applicable in Turkey
pursuant to the principle of reciproc-
ity. 

• Turkish brokerage houses will
obtain the right to perform transac-
tions in the EU capital markets
under the same conditions. 

• Investors have to be informed of the
compensation system in use at the
time of opening the accounts for
compensation of the investors.

Pursuant to the criteria applicable to licensing and re-
voking the license of the investment firms in the
member countries, 
- Each investment firm must have financial resources

sufficient for the proposed activities
- Managers must have sufficient experience
- Compliance of the investors must be ensured in all

respects
- Application for the license must be made in accom-

pany of a series of formalities. 
• The member countries are obliged to give notice to

the Commission about the companies to be establis-
hed in a third country by one or more companies in
the member country through direct or indirect in-
vestments. 

• The authorized bodies of the country of origin are
responsible for the audit of the investment firms. 

• The authorized bodies will pursue the public benefit
during investigating the implementation of the admi-
nistrative rules and the compliance with these rules. 

• Changes in the investment firms must be notified to
the auditing authorities and appropriateness of the
subscription of the new shareholders must be assu-
red. 

• Investment firms must inform the investor of the
compensation system in use. 

• Investment firm licensed in another member co-
untry can advertise by using the communications
means in the country of origin.

• Member states should permit investment firms li-
censed in other member countries to open branches
or provide services by other means in their own co-
untries. 

• A member state may require that transactions rela-
ted to investment services be done in an organized
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market under certain circumstances. Investment
firms may register in the organized markets. 

• When branches are opened or services are rendered
by investment firms of other countries in the country
of origin, rules and formalities regarding the notices
shall still apply. 

• Authorities in the country of origin or in the other
country will implement the procedures required to
be applied in case of violation of legal requirements
in the country of origin. 

3.2. Capital Adequacy

Table 4: Capital Adequacy
Subject

Definitions

Minimum
Shareholder’
Equity

Minimum
Limit of
Capital
Adequacy

Turkey
• Shareholders’ equity 
• Minimum limit of capital adequacy
• Risk provisions
• Position risk
• Net position
• Counterparty risk

• TL 500 billion (equivalent of Euro
900,000)

• TL 90 billion for intermediation in
buy-sell activities 

1. intermediation for buy-sell transac-
tions in public sales, 50%

2. for equity shares buy and sell
activities, 50%

3. portfolio management, 40%
4. investment consultancy, 10%
5. intermediation in futures and

options contracts, 100%
• up to 80 % of minimum revaluation

rate and
• to be provided by 6th month of the

underlying year
• of which 25% will be paid-up or

issued capital

EU
• Trading Book (Order Book) 
• Own funds 
• Shareholders’ equity
• Minimum limit of capital adequacy
• Risk provisions
• Position risk
• Net position
• Counterparty risk
• 125,000 Euro
• Activities Limitation-All activities between 50,000

to 730,000 Euro

• Own funds are re-calculated once every six months
based on the previous term
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Subject

Limit of
Overall
Borrowing

Liquidity
Liability
Capital
Strengthening

Turkey 
• minimum shareholders’ equity risk

provision cannot be less than the
operational expenses during the last
three months

• debts and guarantees arising from
underwriting intermediation 

• including debt obligations to settle-
ment institutions and clients 

• current values of all short and long
term liabilities on the balance sheet
cannot exceed by more than 15
times of the base level of capital
adequacy

• at least up to the amount of the short
term liabilities

• allocation of 0.05% provision for
position risk in underwriting inter-
mediation

• overall borrowing limit: 30 times of
the base level of capital adequacy

• total amount of margin trading, short
selling and securities lending : 4
times the amount of shareholders’
equity

• amount of loan that can be extended
to a client is up to 30% of equities

• In mergers and takeovers of broker-
age houses;

• 5 times of minimum amount of
shareholders’ equity as of the end of
1st year

• 10 times of minimum amount of
shareholders’ equity as of the end of
2nd year and other special provi-
sions; position risk 1%, overall  bor-
rowing limit 20 times; total amount
of margin trading , short sale and
securities lending transactions: 3
times of the amount of shareholders’
equity

EU 

• In mergers: up to total own funds amount of the
merging companies
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Subject

Guarantee:
Risk
Provision

Turkey 
• amount of loan that can be extended

to a client is up to 20% of the share-
holders’ equity

• I. Position Risk
• For capital market instruments,

except for reverse repo instruments
• Netting and determination of net

position
• the position risk in underwriting

intermediation: 2%
• varies between 10% and 100%

according to day 1 and day 6 after
the closure of sale

• delta values are taken into account
in futures transactions

II. Counterparty risk: calculated by
taking into account short position  in
collateral 
• 5% of the collateral short position in

receivable from the institutional
investors in abroad which are rated
at home

• 100% with respect to other persons
and entities

• in securities lending and borrowing
transactions: a provision of 5% to
100% is set aside for repo and
reverse repo transactions (except for
when the instrument sold is left at
the custody of the brokerage house).

When a counterparty risk is
involved,
• the brokerage house must receive

adequate collateral in return of the
loan it extends and the lent securi-
ties.

EU 

I. Position Risk
• Netting and net position, except for convertible secu-

rities 
• Calculating by delta values of futures transactions
• Special risk: public issues= 0%; 6 months-24

months-0.25%-1%-1.60%; other-58
• General risk-based on due date and term: 3% and

more and less than 3%; weighting on the basis of
maturity and return 

• Total Capital Requirement:
1. 10% of the matched weighted positions in

maturity bands: 
• Zone 1-0-12 months: 40%
• Zone 2-1-4 years: 30%
• Zone 3-4-20 years: 30%
• Between Zone 1-2 and between Zone 3-4: 40%

2. Duration Based:
• 25% of positions weighed by comparison to term of

each zone
• Between Zone 1-2 and between Zone 2-3: 40%
• Between Zone 1-3: 150%
• the rest 100%

Instruments Representing Partnership Rights:
• Difference between  net long and net short position:

net position
• Special risk: gross position multiplied by 4%
• Individual position will not exceed 5% of the total

value of the portfolio (permitted up to 10% provided
that total of such positions does not exceed 50% of
the portfolio)

• General risk: net position multiplied by 8%
Underwriting:
• Calculation of net position as per the underwriting 
• Reducing the net position by reducing factors: day

0-100%; day 1-90%; day 2 and 3-75%; day 4-50%;
day 5-25%; after day 5-0%
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Subject Turkey 
• transactions are conducted with the

public institutions in order to avoid
risk

• Provision for counterparty risk: each
client is considered a counterparty.
The counterparty risk is calculated
based on the current value of the
receivable by determining the kind
of  collateral assets, setting aside the
determined collateral assets by kind,
calculating the current value of the
collateral and setting aside the col-
lateral in an amount equal to the
current value of the risk.

III. Concentration risk: It is a risk
occurring when the assets or liabilities
of the brokerage house forming the
significant part of the base level of the
capital adequacy of the brokerage
house. 
• When the total amount of receivable

from the instruments or the position
risk items of an issuer exceed the
capital adequacy 

a) 40% to 60%, 3 times of the rate of
position risk;

b) 60% to 80%, 4 times of the rate of
position risk;

c) 80% to 100%, 5 times of the rate of
position risk;

d) 100% to 250%, 6 times of the rate
of position risk;

e) more than 250%, 9 times of the
rate of position risk.

The maximum amount of risk provi-
sion cannot exceed the current value
of the relevant item. 

EU 
II. Clearing and counterparty risk:
• Settlement/delivery risk; when 5-45 days elapsed

since the date of settlement, for the duration between
5-15 days: 8% multiplied by 0.5%; 16-30 days: 50%
multiplied by 4; 31-45 days: 75% multiplied by 9;
and other days: 100%

• Counterparty risk: value of the cash money or secu-
rities multiplied by 8%

• Other risks

III. Exchange rate risk: When the net position in for-
eign currency exceed 2% of the equities, amount of
the fund is multiplied with 8%

IV. Other risks: The investment company has to
maintain own funds up to 1/4 of fixed overheads of
the previous year. 

V. Large exposures: Institutions specified in Article
5(2) are obliged to monitor and control their risks
associated with the groups in relation with the individ-
ual clients and the clients specified in the Directive
92/121/EEC. 

VI. Commodity risks: The capital required to be held
by an investment company for each commodity is the
total of the following: 
• 15% of the long or short net position multiplied with

spot market price of the commodity
• 3% of the long and short gross position multiplied

with spot market price of the commodity
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Subject

Risk
Monitoring

Turkey 
IV. Exchange rate risk: total of net
open positions
a) each asset/liability in foreign cur-

rency
b) netting of long and short positions

with respect to futures contracts and
similar contracts in foreign currency

c) current value of option contracts
for foreign exchange multiplied with
their delta

• when the greater of the total of the
net open  long position and net open
short position exceeds the 2% of the
base of the capital adequacy, 8% of
the amount in excess is the
exchange rate risk.

• The commodity risks included in
accordance with the amendments
made within the framework of EU
Directive can be indicated under the
'other' item of the monthly report to
the CMB pursuant to the
Communiqué of the CMB, series V.
No. 34. 

• Although models related to the risk
management are not dealt with in
detail in the Communiqué on
Capital Adequacy of the CMB, reg-
ulations dealing with the models to
be used in risk management can be
issued in line with the growth of the
capital markets. 

• It is subject to the audit of the CMB.
In case of violation of the obliga-
tions, the provisions of the
Communiqué on Capital Adequacy
the Article 57 of the Communiqué
on the Intermediary Activities and
Brokerage Houses are applied. 

• In case of any violation, a certain

EU 

Internal patterns:
• The authorized bodies may allow the investment

companies which meet the requisites specified in
this annex to use the methods specified in annexes I,
III and VII for position risk, exchange rate risk
and/or commodity risk or their own risk manage-
ment patterns in place of the aforesaid methods. 

• The internal risk management pattern is integrated
with the daily risk management process of the
investment company, and a report is submitted to the
executives of the company on the encountered risks. 

• The investor will have a risk control unit which will
submit report to the top management independent of
the transaction unit. This unit must be responsible
for designing and implementing the risk manage-
ment system of the company. Employees of the risk
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Subject

Evaluation of
Position

Consolidated
Audit

Reporting
Obligations

Turkey 
period of time is allowed for correc-
tion of the violation. In case of fail-
ure to correct the violation, the
activities of the brokerage houses
are suspended temporarily or some
or all of the licenses of the broker-
age houses are revoked. 

• Risk monitoring methods in compli-
ance with the tables drawn in accor-
dance with the provisions of the
Communiqué of the CMB. 

• Current prices are taken into
account. In case of lack of current
prices, the provisions of the
Communiqué on Accounting have to
be applied with respect to the evalu-
ation as specified in the relevant
Communiqué. 

Items of uncollateralized receivables
from persons and entities who and
which are directly or indirectly related
with the management and the auditing
and the capital market instruments
which are not traded in the markets
where such instruments have been
issued by such persons and entities
are deducted from the shareholders’
equity. 
• Calculation date; monthly reporting

to the CMB; obtaining the opinion
of the independent auditing firms in
accordance with the Communiqué
Series X, No. 16 and the provisions
to be applied in case of violation of
the obligations.

Submission of the Monthly
Declaration Statement of Capital
Market Activities to the CMB on a
monthly basis.
• Intermediation of purchase and sale

activities

EU 
control unit must be able to work with advanced
complex models. 

• Except for those which are involved with small size
order book,  those which are involved with substan-
tial order book transactions will calculate their posi-
tions on daily basis. 

• In case of lack of market value, alternative evalua-
tion methods are used within the knowledge of the
relevant authority.

• those which do not have a parent company or a sub-
sidiary are audited individually;

• the parent companies which have subsidiaries and
affiliates are audited on a consolidated basis

• Member countries will require the investment com-
panies and the lending institutions to submit the cer-
tificates specified in the Directive to the countries of
origin. 

• Investment companies with a capital of Euro
730,000 will submit the report once a month, with a
capital of Euro 125,000 quarterly, with a capital of
Euro 50,000 semi-annually. 

• In case of failure to meet the counterparty obliga-
tions with respect to repo and reverse repo contracts
or securities lending and borrowing transactions, the
relevant authority will be notified immediately. 

• In case of failure to comply with the provisions of
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Subject

Competent
Authorities

Turkey 
• Shareholders’ equity 
• Margin Trading, short selling and

securities lending activities
• Securities given as collateral for

bank loans
• total underwriting in public offerings 
• repo-reverse repo
• portfolio management
• unguaranteed client debts
• events of default
• investment consultancy
• the brokerage houses have to obtain

opinion of an independent audit firm
regarding the statement of calcula-
tion of risk provisions, statement on
calculation of the minimum level of
capital adequacy and other related
statements.  

• The CMB for the activities of the
brokerage houses and the Supreme
Board of Banking for the lending
institutions.

EU 
the Directive by the member countries, the
Commission will notify this to the Council.

• Authorities of the member countries (institution in
the auditing system) and the public authorities

• Notification to the European Commission for its
Directive
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Subject
Legal Status
of the
Company
Listing-
Trading
Minimum
Size of the
Company

Duration of
the
Company’s
Operations

Turkey
The legal status used in the Listing
Regulation of the ISE refers to the jo-
int-stock companies. 
There is no direct relationship betwe-
en listing and trading.
The minimum paid-in-capital require-
ment for the National Market is TL
750 billion. There is no capital requ-
irement for the Second National
Market or the New Economies Mar-
ket.

• For a company to be listed on the
Exchange for the National Market,
three calendar years (or two years if
the free float rate is 25% of the sha-
re capital) must have elapsed since
the incorporation of the company.
For a company to be listed on the
Exchange for the Second National
Market and the New Economies
Market, there is no minimum requ-
irement n the operational period. 

• In order to be listed on the Exchange
for the National Market, the com-
pany must have its financial state-
ments of the last year, including the
interim financial statements, audited
by an independent audit firm.

EU
The legal status of the company must comply with the
provisions of the law and regulations which govern
the establishment and activities of the company. 
Shares of the companies listed on the exchanges are
traded.
If calculable, the market value of the company at the
time of sale to the public, if not, a capital of minimum
Euro 1 million, including the reserves and the profit
(loss) of the fiscal year. However, the authorities may
permit the listing of the company even if such conditi-
ons are not met when they decide that the demand for
the shares of the company in the market is sufficient.
If there is an another market open to public in a mem-
ber country which is regulated, well organized and re-
cognized by public authorities and if the conditions
for listing on this market are equal to or lesser than
the aforesaid conditions, the member countries may
require higher market capitalization or more capital,
reserve etc. for listing. In addition, for listing of the
subsequent issues of a stock listed on the Exchange
previously, the aforesaid condition shall not apply.
Annual accounts of the company for the last three ye-
ars before the application for listing must have been
prepared and published. However, the relevant autho-
rities may lift this prerequisite if it is on favor of the
investors or the company and if the investors have in-
formation sufficient to enable them to make correct
decisions regarding the company and the shares to be
listed.

3.3. Listing on the Exchanges and Disclosure Requirements 

Table 5: Listing on the Exchanges and Disclosure Requirements 
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Subject

Legal Status
and
Circulation
of the Shares
to be Listed
on the
Exchange

Distribution
of the Shares
and the Rate
of Publicly
Traded
Shares

Turkey
With respect to group companies,
their consolidated financial state-
ments must have been issued. If the
independent audit reports consist of
conditions, the effects of the causes
of such conditions must have been
reflected on the financial statements
and explained on the footnotes.  

• Pursuant to the Article 5 of the
Communiqué Series I, No. 26 of the
CMB, in the event that the shares
are within a particular series and
class, all shares within that series
and class must have been paid, ot-
herwise whole capital of the com-
pany must have been paid in full,
and the shares must be free of any
lien or other encumbrance which
restricts the transfer of the shares or
hinders the use of rights attached to
the shares by the shareholder. Pursu-
ant to the Listing Regulations of the
ISE, the initial application for listing
must cover the whole of the securiti-
es of this type issued until the date
of application and the articles of as-
sociation must not contain any con-
dition which restricts the transfer
and circulation of the securities and
hinders the use of rights  attached to
securities by the owner. 

• Pursuant to the Article 9 of the Lis-
ting Regulations of the ISE, the
existing and potential circulation vo-
lume of the securities in the market
must be in compliance with the cri-
teria pre-determined by the Manage-
ment of the Exchange. 

• The free-float rate of publicly traded
shares for a company with a capital

EU

The legal status of the shares must comply with the
law and regulations to which the shares are subject,
and the shares must be exchanged freely. Provided
that the transfer of the shares are not restricted and ne-
cessary measures have been taken for disclosure to the
public, the relevant authorities may also allow the
transfer of the unpaid shares.

• Before the acceptance of the listing on the Exchan-
ge, the sufficient number of shares of the company
must be held by the public in one or more of the
member countries. This condition is not applicable
to the public sale of the shares through the Exchan-
ge. In this case, the company is listed on the Exc-
hange if the relevant authorities believe that the sha-
res of the company will be sold to public through
the Exchange in sufficient amount.
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Subject

Listing of the
Same Series
of Shares

Form of
Shares

Turkey
up to TL 750 billions must be 15%,
for a company with a capital betwe-
en TL 750 billions and TL 1,5 trilli-
on must be 10%, for a company
with a capital over TL 1,5 trillion
must be 5%, but the shares of the
company corresponding to 15% of
the nominal capital of the company
must be registered by the Capital
Markets Board by the end of the 3rd
year following the sale to public. 

• Pursuant to the Listing Regulation
of the ISE, the initial application for
listing must have been made for the
whole of this type of securities issu-
ed until the date of application.

• Pursuant to the Article 5 of the
Communiqué Series I, No. 26 of the
CMB, the shares must be in compli-
ance with the regulations of the Bo-
ard. The Communiqué Series I, No.
5 of the CMB deals with the rules
regarding the form of the shares.
Pursuant to the Article 12 of the
Communiqué Series III, No. 20 of
the CMB on the Rules Applicable to
the Registration by the Board and
Sale of the Instruments of a Foreign
Capital Market, the text on the inst-
ruments of the foreign capital mar-
ket and its annexes must contain at

EU
• If the listing is made for subsequent issue of the sa-

me series of a share, the authorities may decide on
the listing of the company by considering not only
the last block sale of the shares, but the distribution
of the shares to the market in sufficient number. 

• If the shares are listed on the official Exchanges of
one or more non-member countries and the shares
are distributed to the market in sufficient number,
the authorities may not implement the aforesaid con-
ditions for the listing. 

• If the shares to be listed represent at least 25% of the
registered capital represented by the same series of
shares and held by the public or if they are held by
the public in lesser quantity, however, not marring
the regular operation of the market, it is deemed that
the shares have been sufficiently distributed to the
market. 

• Application for listing must be made for the whole
of the same series of shares. However, the aforesaid
rule is not applied by the relevant authorities, provi-
ded that the concerned series of the shares are not
traded for a certain period under special contracts,
that the shares are not within the class of shares
which control the company or that the holders of the
shares to be listed are not exposed to any loss and
that the public is informed about the situation. 

• For listing of the shares of a company registered in
another member country on the Exchange of a mem-
ber country, the shares to be listed must conform to
the conditions of that member country regarding the
form of the shares. If the shares are not in comply
with the conditions of the member country to which
the application is made for listing of the shares re-
garding the form of the shares, this non-compliance
must be disclosed to the public by the authorized bo-
dies of that member country. The shares issued by
the companies registered in a non-member country
must provide the necessary security to the investors
as to the form of the shares.
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Subject

Listing of
Instruments
Representing
Debtness

Minimum
Amount of
Issue of Debt
Instruments

Sale of the
Instruments
Representing
Debtness to
the Public
Prior to the
Application
for Listing
Listing of
Bonds
Exchangeable
with or
Convertible
into Shares
or Warrant
Bonds

Turkey
least the information which must be
provided in the texts of the equiva-
lent instruments traded in the Tur-
kish market. In addition, notarized
Turkish translation of the informati-
on given on such instruments must
be provided to the investors at the
time of sale of the instruments.  

• They are subject to the same provisi-
ons with the ones applicable to the
listing of shares regarding the said
matters. 

• Pursuant to the Article 9B/2 of the
Listing Regulation of the ISE, the
nominal amount of the issue must
not be less than the amount determi-
ned by the Executive Council. The
Executive Council, however, has not
yet determined an amount. 

• For listing of borrowing instruments
on the Exchange, the whole issue
must have been offered to the pub-
lic. 

• For listing of bonds exchangeable
with shares, the condition that the
underlying shares must have been
listed on the same Exchange does
not apply. 

EU

• Provisions governing the listing of the debt instru-
ments are the same with those governing the shares
as specified above regarding the status of the issuing
company and the debt instrument, the circulation of
the debt instruments, the requirement that the listing
must be made for the whole series of the debt instru-
ments and the form of the debt instruments. 

• Amount of issue of the debt instruments cannot be
less than Euro 200,000. This pre-condition is not
applied regarding the continuous issues where the
amount of issue is not fixed. 

• In the event that the relevant authorities have the
opinion that there is a sufficient market for the issue,
the aforesaid condition may not be applied. 

• In the event that sale to the public is made before an
application for listing, the initial listing can be made
after the expiration of the time specified for delivery
of subscriptions. As to the issue of debt instruments
without a fixed deadline for subscriptions, this rule
is not applied.

• Bonds exchangeable with shares or warrant bonds
are listed on the Exchange on condition that the un-
derlying shares are listed on the same Exchange
and/or on another regulated, well organized and ge-
nerally accepted Exchange. 

• The aforesaid condition may not be applied if the re-
levant authorities have the opinion that they have
been provided with every kind of information which
suffice to determine the value of such securities.
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Subject
Term for
Conclusion
of the Listing
Application
Listing of
New Issue of
the Same
Series of
Shares

Rights of the
Shareholder

Amendment
to the
Articles of
Association

Turkey
60 days (except for omissions)

Pursuant to the Article 8 of the Listing
Regulation of the ISE, when the com-
panies whose shares are traded on the
Exchange increase their capital by is-
suing payable and/or gratis shares,
they must apply to the Exchange for
additional listing within 15 days follo-
wing the completion of formalities for
the capital increase. 
Pursuant to the Article 12 of the Capi-
tal Markets Law, the authority to rest-
rict the right of purchasing new shares
cannot be used in a way to cause ine-
quality among the existing sharehol-
ders. Pursuant to the Article 18/A of
the Listing Regulation of the ISE, the
place, date and time, the agenda of the
annual and extraordinary general me-
eting of shareholders have to be noti-
fied to the shareholders 15 days befo-
re the meeting. Minutes of and resolu-
tions taken in the general meetings of
shareholders have to be submitted to
the ISE within 1 week following the
date of the meeting. The Settlement
and Custody Bank of Turkey provides
similar services to the shareholders
with respect to the shares in its cus-
tody. 
Pursuant to the Article 11 of the Capi-
tal Markets Law, the approval of the
CMB has to be obtained before sub-
mitting the amendment to the articles
of association of publicly sold joint-
stock companies to the approval of
the Ministry of Industry and Commer-
ce.

EU
Six months (except for omissions)

In case that the companies make a new issue of the sa-
me series of shares which have been previously listed
on the Exchange and that the new issue of shares are
not automatically listed on the Exchange, the compa-
nies must apply to the exchange for listing of the same
series of the shares on the Exchange within 1 year fol-
lowing the issue or trading of the shares freely.

• Companies are obliged to ensure that the holders of
shares having the same status enjoy the rights attac-
hed to such shares equally. 

• Companies are obliged to provide all opportunities
and information in order to ensure that the holders
of shares in the member countries where such shares
are listed on the Exchanges enjoy the right attached
to such shares. Among these are, informing the sha-
reholders of the general meetings of shareholders,
ensuring that the shareholders use their voting
rights, issuing circulars and notices about the divi-
dend payments, the capital increase, the waiver agre-
ements, the capital increase by allocation, the con-
version agreements etc. Non-financial service com-
panies will appoint a financial service company as
an agent which will provide services to the sharehol-
ders to enable them to use their rights (payment of
share prices, transfer of shares etc.) 

• The companies proposing to amend their articles of
association will submit the draft amendment to the
opinion of the relevant authorities in the member co-
untries where the shares of the companies are listed
on the Exchange. Opinion of the relevant authorities
will be obtained before the general meeting of share-
holders. 
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Subject
Annual
Accounts and
Annual
Report

Additional
Information

Turkey
Apart from the year-end financial sta-
tements, the companies listed on the
Exchange are obliged to submit 3, 6
and 9-month interim financial state-
ments to the Exchange. If the initial
listing involves a group of companies,
also the consolidated financial state-
ments, if any, are required to be sub-
mitted to the Exchange. However, at
the time of trading, only the banks are
obliged to submit their consolidated
financial statements which are requ-
ired to be prepared pursuant to the Ar-
ticle 13 of the Banking Law. On the
other hand, pursuant to the Article 4
of the Communiqué Series XI, No. 10
of the CMB on the Principles and Ru-
les Applicable to the Consolidated Fi-
nancial Statements in the Capital Mar-
ket, the publicly traded companies
outside the banks are free to prepare
consolidated financial statements. If a
company chooses to prepare consoli-
dated financial statements, it has to be
in compliance with the requirements
of the aforesaid Communiqué. 
The Communiqué Series VII, No. 20
of the CMB specifies in detail the in-
formation which the companies are
obliged to disclose to the public. A si-
milar regulation is provided in the Ar-
ticle 18/A of the Listing Regulation
which governs the disclosure obligati-
on of the listed companies. However,
there is no a clear provision which
exempts a company from the disclo-
sure obligation if such disclosure may
harm the interest of that company.

EU
• The companies are obliged to disclose their financial

statements and the annual report of the last year to
the public as soon as possible. If they have consoli-
dated financial statements, they will be disclosed to
the public too. If the companies have undisclosed fi-
nancial statements apart from the disclosed ones, the
relevant authorities may require the companies to
disclose also the undisclosed statements if they con-
tain materially more information than the ones con-
tained in the disclosed statements.

• Companies are obliged to disclose any changes which
may affect their asset and liability structures, financi-
al positions, business volumes or order and consequ-
ently lead to significant fluctuation in the prices of
their shares to the public as soon as possible. 

• The relevant authorities may exempt a company
from the aforesaid obligation if they decide that
disclosure of such information may harm the interest
of that company. 

• The companies are obliged to disclose any change in
the rights attached to each series of shares to the
public. In addition, the companies are obliged to
disclose to the public of any change in the capital
structure in comparison with the previous capital
structure.
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Subject
Competent
Authorities

Rejection of
an
Application
for Listing

Contest to
the Decision
about the
Listing

Public
Disclosure

Form of
Listing

Approval of
the Listing
Form

Turkey
The authority to list on the Exchange
has been granted to the Executive Co-
uncil of the Exchange.

Pursuant to the Listing Regulation of
the ISE, the Executive Council may
reject an application for listing if the
required information and documents
are not submitted on a timely manner
and if the securities for which the
application is made do not comply
with the listing criteria. 
The decision of the Executive Council
of the Exchange to reject an applicati-
on for listing or delist a security from
the Exchange can be contested thro-
ugh the Courts of Administration at
any time. 
Companies are obliged to publish fi-
nancial statements with footnotes four
times a year quarterly. 
• Pursuant to the Article 6B of the

Listing Regulation of the ISE, com-
panies which apply to the Exchange
for listing of their securities on the
Exchange will complete a "Listing
Information Form" the content, type
and form of which are determined
by the Exchange. This form will
contain information about the secu-
rity and the issuing company. 

• The application for listing must con-
tain detailed finalized financial sta-
tements of the last three years. 

• A group of companies must submit
its consolidated financial statements
for listing of its securities. 

• Pursuant to the Article 6B of the
Listing Regulation of the ISE, the
information contained in a listing in-
formation form must be supported

EU
The member states will appoint the bodies which will
be authorized regarding the listing of the securities on
the Exchange(s) operating in their own countries and
be responsible for the implementation of the Directive.  
The authorized bodies may reject an application made
by a company for listing of its securities on the Exc-
hange if such securities are hindering the rights of the
investors. 

In case that the authorized bodies decide to reject an
application for listing of a security on the Exchange or
delist a security from the Exchange, this decision can
be contested through a competent court.

Companies are obliged to issue a report about the acti-
vities of the company at least once a fiscal year. 

• Member states will ensure that securities to be listed
on the Exchanges operating in their own countries
contain information specified on the listing form. A
listing form must contain such information which
will enable the investors and their investment con-
sultants to be informed about assets, financial positi-
on, operational results and future prospects of the
company which issued the security and rights attac-
hed to that security, according to the nature of the
security and the issuing company. 

• The published listing forms must contain the financi-
al statements as of the last fiscal year.

• Listing forms cannot be published before they are
approved by the authorized bodies. The member sta-
tes may not permit the publication of a listing form
before they are convinced that the requirements of 
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Subject

Publication
of the Listing
Forms

Turkey
by documents, and the form must be
signed by the authorized persons of
the company. If the information is
not supported by documents or the
documents are not satisfactory as to
the accuracy of such information,
the Exchange may require the com-
pany to submit an explanatory letter
verifying the information. The Exc-
hange may also require the authori-
zed persons to certify the accuracy
of the information given about the
financial position of the company;
the specifications of the securities,
the particulars of the shareholders of
the company etc. There is no clear
provision in the Listing Regulation
about the process of approval of the
listing information form. 

Pursuant to the Article 40 of the Re-
gulation for the Establishment and
Functions of  Securities Exchanges,
the Management of the Exchange may
require the companies whose securiti-
es are listed on the Exchange that of
the information contained in the me-
morandum, such information as it
may deem necessary be advertised, or
such information are advertised by the
Exchange in such place, date and
manner as it may deem fit by the Exc-
hange at the cost of issuing company.

EU
the Directive have been duly fulfilled.

• The listing forms must be published through one of
the following ways. 

• The listing form can be published on one or more
daily newspapers circulating across the country whe-
re the listing of the securities is sought. 

• Brochures containing the listing information are ma-
de available to the public free of charge in the head
office of the Exchange(s) where the securities are
listed, in the head office of the issuing company and
financial institutions which are involved with the is-
suing of such securities in the country where the se-
curities are listed. 

• The place of publication and supply of listing infor-
mation must be announced in a publication determi-
ned by the member state where the securities are so-
ught to be listed on the Exchange. 

• The listing form must be advertised within a reaso-
nable time before the official listing of the securities,
which is specified by the local legislation or the aut-
horized bodies. The authorized bodies may postpone
the advertisement of the listing form under the follo-
wing conditions:
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Subject

Listing in
More than
One Country

Public
Disclosure
about Listing
of a
Company
Newly
Established
after Merger,
Acquisition,
Takeover etc.

Turkey

Listing of securities of foreign compa-
nies existing and operating in abroad
in the Exchange is subject to the per-
mission of the Ministry to which the
Under-secretariat of Treasury is rela-
ted. Foreign companies apply and
submit the information and documents
specified in the Regulation to the Exc-
hange and the Ministry for listing of
their securities on the Exchange.  
• Pursuant to the Article 12 of the

Communiqué Series I, No. 26 of the
Capital Markets Board, in a take-
over or merger to be made in accor-
dance with the Turkish Commercial
Code and the Corporations Tax Law
where one of the parties of the take-
over or merger is a listed company,
the shares to be issued for merger
have to be registered by the Board.
The listed company which is one of
the parties of the merger has to
apply to and obtain the approval of
the Board for merger before the Ge-
neral Assembly Meeting of Share-
holders where the agreement for
merger will be approved.
An application will be 

EU
• If the listing is sought for securities issued in consi-

deration of a value outside the cash money and are
the series of a previously listed securities, the adver-
tisement of the listing form may be postponed to af-
ter the listing.

• The advertisement of the listing form may be post-
poned after the inception date of using the rights at-
tached to the securities.

• Any change occurred from the date when the listing
form is finalized until the effective date of the listing
which may affect the valuation of the securities must
be inspected by the authorized bodies and indicated
on a supplementary listing form to be advertised as
directed by the authorized bodies. 

• If a security listed in a member country is approved
to be listed in another member country within at la-
test 6 months following the previous listing, the aut-
horized bodies of the latter country may contact the
authorized bodies of the former country and may
exempt the issuing company from advertising a new
listing form, provided that the right to request upda-
ting, translation and additional information is reser-
ved.

• If the request of listing of securities is made for se-
curities issued for the establishment of a new com-
pany after a merger or dissolution of a company or
takeover of partial or whole of the assets of another
company or acquisition of another company or cont-
ribution of capital in kind, documents indicating the
terms and conditions of such transaction, the initial
balance sheet when appropriate, proforma annual fi-
nancial statements, if the actual financial statement
have not yet been issued, must be made available to
the public, in addition to the requirement to adverti-
se the listing form, in the head office of the issuing
company or of the financial services company appo-
inted by the issuing company. 

• If any of the aforesaid transactions exceed the previ-
ous two years, the authorized bodies may bring ex-
ceptions to the aforesaid obligations.
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Subject

Information
to be
Contained in
the Listing
Form

Turkey
made to the Board with the required
documents for registration of the
shares to be issued after the formali-
ties are completed in accordance
with the terms of merger or take-
over. The required documents inclu-
de one copy of the balance sheet
and income statement prepared after
the merger or takeover, but there is
no reference to proforma financial
statements. 

• The listing form contains such infor-
mation determined by the Executive
Council of the Exchange. It must be
revised in comparison with the lis-
ting forms used in the EU.

EU

• Information about the persons responsible for the lis-
ting form and the auditing of the financial statements

• Information about the listing and the listed shares
• Information about the issuing company and its equities
• Information about the business of the issuing company
• Information about the assets and liabilities, financial

position and profit-loss account (with a comparison
of the last three years) of the issuing company

• Information about the executive, decision-making and
auditing bodies

• Information about the new developments and predic-
tions relevant to the position of the issuing company

• In addition, the following issues are considered signi-
ficant: 

• At the time when the draft listing form is submitted
to the authorized bodies, the time elapsed since the
end of the fiscal term for which the last annual fi-
nancial statements were issued must not be more
than 18 months. Under exceptional circumstances,
the authorized bodies may extend this interval. 

• In the event that the number of shares of the issuing
company was changed due to capital increase or dec-
rease or unification or division of the share classes
during the last three years, the declared profit must
be corrected in order to ensure its comparability. Al-
so the formula for corrections must be indicated. 

• If more than nine months have elapsed since the clo-
sure of the fiscal term for which the last consolida-
ted and/or non-consolidated financial statements ha-
ve been issued, an interim financial statements must
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Subject

Information
to be
Contained
in the
Prospectus

Turkey

Information contained in a prospectus
are gathered mainly under the follo-
wing headings: 
• Information about the issuing com-

pany and its business activities
• Information about the public offe-

ring and sale
• Information about the financial stan-

ding and the financial analysis
• Information about the taxation
• Information about the persons res-

ponsible for the prospectus

Pursuant to the Article 33 of the Com-
muniqué Series I, No. 26 of the CMB,
in public offerings of shares of com-
panies to be privatized, rules appli-
cable to the matters such as times for
sale and announcement and payment
of the share prices can be different
from the rules set forth in the

EU
be issued for the first six months at least and attac-
hed to the listing form. If the interim financial state-
ments have not been audited, the same must be indi-
cated on the listing form. 

• Uses and sources of fund statements for the last
three fiscal terms. 

• Explanations about the transactions the members of
the executive management, decision-making and au-
diting bodies of the company made with the com-
pany, which transactions are considered non-custo-
mary in terms of their nature or conditions, such as
purchase, acquisition or transfer of fixed assets
which are irrelevant to the business of the company,
during the last and the current fiscal terms. Any such
non-customary transactions which have been made
during the previous terms but not yet finalized must
be also explained.

• Forecast of the issuing company for the current fis-
cal term, except for exceptions granted by the autho-
rized bodies.   

Member states will ensure that a company offering se-
curities to the public publishes a prospectus about the
offering at the time of public sale. Member states may
bring partial or complete exception to the obligation
of publishing a prospectus under certain circumstances
with respect to 
• debentures or equivalent borrowing instruments issu-

ed continuously or recurrently by the lending institu-
tions which have been established and managed in
accordance with a special legislation within the EU
for the purpose of protection of the savings of the
public, subject to the auditing of the governmental
agencies and publish the annual financial statements
on a regular basis,

• securities offered by national institutions which have
been established and are managed under a special
law, benefit from  the productions of the state mono-
polies of a member state for its operations and of
which debts are permanently and irrevocably gu-
aranteed by the member states, 

• borrowing instruments issued by legal entities which
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Subject Turkey
Communiqué, if such rules are appro-
ved by the Board. 

Preliminary prospectus, prospectus
and preliminary fixed price offer
announcements and circulars 
a) must comply with the standards es-

tablished by the Board, 
b) signed by the issuing company, and

the intermediary agents and mem-
bers of the intermediary consorti-
um, if any, 

c) the financial statements contained
in the said documents must have
been audited by independent public
accountants. 

The issuing company is responsible
for the accuracy of the information
contained in the said documents. Also
the intermediary agents are responsib-
le for the accuracy of the information
contained in the said documents, ex-
cept for the information which are at
the responsibility of the independent
public accountants. 

In the event that the total nominal va-
lue of the shares remaining after the
subscription of rights issues in an inc-
rease of the capital is below TL 1,5
billion or below 1% of the nominal
value of the shares offered to the pub-
lic, the issuing company may not pub-
lish a circular for the investor by obta-
ining the approval of the Board. In
this case, the issuing companies listed
on the Exchange can complete the sa-
le of shares by announcing the condi-
tions of the public offering on the bul-
letin of the Exchange and the other 

EU
have been established under a special law in a mem-
ber country for the purpose of creating funds thro-
ugh offering such instruments to the public under
the control of the state and using such funds for fi-
nancing a production and/or purchasing a production
and listed on the exchange by and under the guaran-
tee of the state. 

If more than 12 months have not yet elapsed since the
publication of a prospectus in a member country, the
prospectus published by the issuing company for anot-
her security in the same member country will contain
only the changes that occurred since the publication of
the complete prospectus, which may affect the price of
the security. However, this prospectus will be publis-
hed in addition to the complete prospectus to which it
is related. 

In the event that public offering is made in a member
country other than the member country where the lis-
ting on the Exchange is made, the company making
the public offering will fulfil the prospectus issuing,
approval and distribution procedures in the country
where the public offering is made in accordance with
the conditions of public offering specified in the Di-
rective. 

The prospectus for the public offering will be publis-
hed and made available to the public before the date
of the sale to public. 

The prospectus will contain the following:
1. Persons responsible for the preparation of the

prospectus and certification by the responsible per-
sons of the accuracy of information contained in
the prospectus,

2. Information about the securities offered to the pub-
lic,

3. Information about the capital and business of the is-
suing company,
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Subject Turkey
issuing companies by allocating the
remaining shares by the resolution of
the Board of Directors. 

The prospectus approved by the CMB
after the registration of the shares by
the CMB is registered by the Trade
Registration Office where the issuing
company is registered or by the Trade
Registration Office in the place where
the head office of the issuing com-
pany is situated within 15 days follo-
wing the date of the registration certi-
ficate. 

Advertisements and announcements
of the public offering will be submit-
ted to the CMB for approval at latest
two days prior to the date of publicati-
on of them. The CMB may require
that the text of the advertisements and
announcements be revised. Without
the revisions required by the CMB are
made, the advertisements and announ-
cements cannot be published.

EU
4. Information about the assets and liabilities, financi-

al position and profitability of the issuing company, 
5. Information about the persons responsible for the

management and the auditing of the issuing com-
pany, 

6. Recent news, developments and events concerning
the issuing company and the sector and the potenti-
al consequences of such developments and events
which may affect the evaluation of the issuing
company, trends and expectations regarding the bu-
siness of the issuing company as of the end of the
following fiscal term, forecast of the issuing com-
pany regarding the current term, 

7. Guarantor, if any, of the debt instruments and infor-
mation about the guarantor. 

8. In case that the borrowing instrument is a conver-
tible bond, information about the conversion, 

9. Developments and expectations about the position
of the issuing company.

In case of public sale of shares based on rights of lis-
ted companies, the companies may be exempt from
giving information to the public about the operations,
assets and liabilities, financial position and profitabi-
lity, members of the executive and audit boards of the
issuing company since such information were already
disclosed to the public pursuant to the disclosure requ-
irements during the initial listing. 

In the event that a portion of shares of an issuing com-
pany is already traded on the Exchange, the issuing
company may be exempt in part or whole from publis-
hing a prospectus as it already published a prospectus
during the initial listing of the shares, provided that
the number, at par value or market value of the newly
issued shares are less than 10% of the previously lis-
ted shares. 

The member states may decide that some of the infor-
mation be not provided in the prospectus under certain
circumstances as follows: 
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• Information considered insignificant to give an idea

about the financial position of the issuing company,
• In the event that some of the information to be disc-

losed are considered to be against the public benefit
or expected to cause a serious damage to the issuing
company, such information may not be disclosed,
provided that undisclosed information would not af-
fect the valuation of the securities or lead to misun-
derstanding or misleading interpretation on the part
of the investors about the issuing company or the se-
curities, 

• The member states may lift in part or whole the obli-
gations of the security issuers of the companies
which disclosed its information to the public in ac-
cordance with the legislation to issue  prospectus.
However, information disclosed to the public must
be equivalent of the information contained in the
prospectus.  

• The prospectus prepared for the initial public offe-
ring of transferable securities must be submitted to
the authorized bodies of each concerned member
state before its publication. The prospectus must be
issued and made available to the public in the co-
untry where the public offering is made in accordan-
ce with the legislation of that country. 

• Notices, advertisements, announcements and similar
documents related to the public offering will be exa-
mined by the authorized body or bodies which app-
roved the prospectus issued for the public offering.
The existence of a prospectus for this public offering
and the country where the prospectus is made ava-
ilable to the public will be indicated on such docu-
ments. 

• In case of any change, a supplement of the prospec-
tus containing such change will be issued and made
available to the public in accordance with the proce-
dures applicable to the prospectus. 

• A prospectus approved by an authorized body in a
member state where the issuing company is registe-
red will be binding on the other member states whe-
re the same securities are offered to public 
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concurrently or soon after without the approval of
the authorized bodies of these member states, provi-
ded that the prospectus is translated into the langu-
ages of these member states. The authorized bodies
of the other member states cannot require the issuing
company to provide any additional information or
delete such information from the prospectus, except
for information about the practices specific to a
member state such as income tax procedures appli-
cable to the purchasers of such securities or method
of giving notices by the issuing company to the fi-
nancial services firm acting as cashier and investors
in that country.  The member states may limit the
implementation of this provision with the transferab-
le securities offered to the public by issuing compa-
nies whose head office is situated in one of the
member countries. 

• In the event that transferable securities which give to
the investor the right to be a shareholder in the capi-
tal of the issuing company immediately or at the ma-
turity date are offered to the public in one or more
member countries other than the member country
where the head office of the issuing company is situ-
ated, the authorized bodies of the member state or
states where the public offering is made can approve
the prospectus of this public offering only after con-
sulting with the authorized bodies of the member
state where the head office of the issuing company
is situated.

• The Union may approve the public offering prospec-
tus issued in accordance with the legislation of a
non-member state with which the Union made a tre-
aty, which meet the conditions set forth in the Direc-
tive.  A prospectus which does not meet the conditi-
ons set forth in the Directive but provides a protecti-
on for the investors which is equivalent of the pro-
tection provided in the Directive can also be appro-
ved. 
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Subject
Duration for
Publication
of Interim
Financial
Statements

Permission to
Disclose the
Forecast
Profit/Loss
Accounts 

Disclosure
of the
Information
by the
Authorized
Bodies

Information
Not
Contained in
the Listing
Form

Turkey
Pursuant to the Article 10 of the Com-
muniqué Series 11, No. 3 of the
CMB, the interim financial statements
must be published within 4 weeks fol-
lowing the end of the interim term if
they are not audited or within 6 weeks
if they are audited by an independent
public accountant.  The term for pub-
lication of the interim financial state-
ments of the banks is 6 weeks for the
unaudited statements and 8 weeks for
the audited statements. 
Disclosure of forecast profit/loss ac-
counts to the public has not been re-
gulated by the Turkish legislation. In-
formation contained in the informati-
on form specified in the Article 6 of
the Listing Regulation are disclosed to
the public.  
Pursuant to the Article 40 of the Re-
gulations for the Establishment and
Functions of the Securities Exchan-
ges, the Management of the Exchange
may require the listed companies to
publish such information contained in
the information form or prospectus as
it may deem fit or publish such infor-
mation itself in such place, manner
and time as it may deem fit at the cost
of the listed companies. 
• The Article 41 of the Regulation for

the Establishment and Functions of
Securities Exchanges sets forth the
exclusions of the Information Form.
The said article provides that the
Executive Council of the Exchange
may decide that the published me-
morandum is sufficient and that the-
re is no need for issuing an informa-
tion form if not more than 6 months
have elapsed since the publication

EU
6-month financial statements have to be published
within 4 months following the end of the underlying
term.

Subject to exceptions, companies are permitted to
disclose their forecast profit/loss accounts to the pub-
lic on condition that they are not misleading. Also, the
forecast of the issuing company for the current term,
together with the fund source/utilization tables for the
last 3 fiscal terms, are permitted to be published du-
ring the application for listing. 
For protection of the investors and smooth operation
of the markets, the authorized bodies may require the
issuing companies to publish such information in such
a manner and time they deem fit. In case of failure of
the issuing company to publish such information, the
authorized bodies may disclose such information to
the public themselves.

Under certain circumstances, the authorized bodies
may permit that some of the information specified in
the Directive be not contained in the listing form. One
of such circumstances is that the omitted information
are not significant and do not affect the evaluation of
the assets, the financial standing, the results of busi-
ness activities and the future prospects of the listed
company. Another circumstance is that such informati-
on, if disclosed, may harm the public benefit seri-
ously. In this case, non-disclosure of such information
must not mislead the public about the events and 
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Subject

Appointment
of the
Authorized
Body and
Mutual
Recognition

Turkey
of the public offering prospectus. 

• The Executive Council of the Exc-
hange may permit that such infor-
mation which may cause harm to
the issuing company are not disclo-
sed to the public. However, the met-
hod of furnishing such information
to the Exchange is determined by
the Executive Council of the Exc-
hange. The Executive Council is ob-
liged to deliver such information to
the CMB. 

• If the Management of the Exchange
is satisfied with the information gi-
ven by a listed company for listing
of its securities on the Exchange, it
may only request the additional in-
formation it deems necessary. 

• The Istanbul Stock Exchange (ISE)
may be required to conform to the
said rules following the full mem-
bership to the EU. 

EU
developments which are necessarily taken into consi-
deration for the evaluation of the securities.

• In the event that applications made to an Exchange
existing or operating in two or more member count-
ries, including the member country where the head
office of the issuing company is situated, are made
concurrently or soon after for listing of the same se-
curity on the Exchanges, the listing form will be is-
sued in accordance with the legislation at force in
the member country where the head office of the is-
suing company is situated, in accordance with the
requirements of the Directive. If the head office of
the issuing company is not situated in any of the
member countries, the state where the listing form
will be issued in accordance with the legislation of
that state and which will approve the listing form
must be selected by the issuing company. 

• After the listing form is duly approved as specified
in the foregoing paragraph, it will be recognized by
the other member states without the need for appro-
val of the listing form by the authorized bodies of
those states and for providing additional information
regarding the listing form, provided that it was trans-
lated into the official languages of those states. The
authorized bodies of the other member states may
require that more specific information about, say, in-
come tax practices and procedure for giving notices
by the issuing company and the agents acting as cas-
hier of the issuing company in those member count-
ries to the investors are given on the listing form. 

• In the event that securities for which an application
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was made for their listing in one or more member
states are the subject of a prospectus approved by
any member state during the last 3 months, the
prospectus will be recognized as a listing form by
the member states to which the application was ma-
de for listing of the securities without the need for
approval of the prospectus by the member states and
for providing additional information, provided that
the prospectus is translated into the official langu-
ages of those member states. However, the authori-
zed bodies of those member states may require that
information about the income tax practices and the
agents of the issuing company acting as cashier in
those member states are given in the prospectus. 

• If an application is made for listing of securities
which have been already listed in another member
state for less than 6 months, the authorized bodies of
the member state to which the application is made
will contact the authorized bodies of the member
state where the securities have been listed and
exempt the applicant from issuing a new listing
form, provided that the right of the authorized bod-
ies to request the translation of the existing listing
form or to require the issuing company to furnish
additional or updated information.
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Subject
Definitions

Securities
Subject of
Insider
Trading

"Insider"

Restrictions
on the
Insiders

Turkey
To make profit or cover a loss by
using undisclosed information which
may affect the value of the capital
market instruments by violating the
equality of opportunity among the
persons trading in the capital markets
for the purpose of profiting for one-
self or for third persons is insider
trading. 
• Shares and bonds and other sharing

and borrowing instruments
• Acquisition of securities, takeover

contracts and use of pre-emptive
rights

• Futures and options
• Index contracts
It has been regulated in a similar man-
ner with the EU
• Issuing companies involved with the

insider trading
• Chairman and directors, managers

and other employees of organiza-
tions, institutions and establishments
involved with the trading of capital
market instruments

• Persons who are in a position to
acquire the insider information dur-
ing the course of their occupation,
profession or task and persons who
acquired the insider information from
the former directly or indirectly.  

• It is forbidden to use any informa-
tion not disclosed to the public to
make profit for oneself or third per-
sons. 

• To give, distribute and spread
wrong, untrue, misleading, unsup-
ported information, news and

EU
Insider information is an information about the issuing
company or the issued securities which have not been
disclosed to the public. 
The information must have been produced as a result
of "status responsibility" and acquired by any of the
insiders. Any kind of undisclosed information which
may affect the trading of the securities or change the
prices of the securities is an advantageous insider
information.  
• Shares, bonds and other sharing and borrowing

instruments 
• Acquisition of securities, takeover contracts and use

of pre-emptive rights
• Futures and options
• Index contracts

• First degree insiders: Persons who have access to
the insider information during the course of their
occupation, profession or task

• Second degree insiders: Persons who acquired the
insider information from the first degree insiders.

• They are forbidden to disclose any information they
acquired during the course of their profession to any
third person before disclosing such information to
the public. 

• They are forbidden to give advice or recommenda-
tion to third persons about the purchase or sale of
any security. The member states have the authority

3.4. Insider Trading and Market Manipulation 

Table 6: Insider Trading and Market Manipulation
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Definitions

Exclusions
Regarding
the
Cooperation
Between the
Member
States

Penal
Sanctions

Turkey
comments or fail to disclose an
information which is required to be
disclosed to the public is a penal
crime. 

The same exclusions will apply to
Turkey regarding the cooperation with
the other member states. 

Insider trading is punishable by heavy
imprisonment from 2 to 5 years and
heavy fine from TL 10 billions to 25
billions. In case of committing of two
offences concurrently, the offender is
punished by heavy imprisonment
from minimum 3 years to maximum 6
years.

EU
to implement the aforesaid restriction to the second
degree insiders.

A member state may decide to cooperate with another
member state if such cooperation 
• threatens the sovereignty of the member state
• threatens the security of the country
• leads to restrictions on the public policies of the

member state.

They are left to the internal legislation of the member
states. However, the member states will comply with
the requirements of the Directive regarding the mini-
mum sanctions and may bring heavier sanctions.
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Subject
Definitions

Minimum
Rates Being
Subject to
Disclosure

Maximum
Period of
Disclosure

Exemption
from Giving
a Notice

Turkey
Change of the management of a com-
pany through a change to the voting
rights of shares or through collection of
proxies in accordance with the CML or
under a contract or by other ways is an
information which has to be disclosed to
the public. 
• Acquiring or selling by a real person

or a legal entity of 10% or more of the
voting rights or the shares in the capi-
tal of a company. 

• When the amount of shares of a com-
pany purchased or sold by the Chair-
man or Directors or General Manager
or Assistant General Manager of that
company or a shareholder holding mo-
re than 10% of the shares in the capi-
tal of that company reaches 1% of the
capital of that company. 

By 09:00 am on the business day follo-
wing the day when the transaction is
completed or came to the knowledge of
the concerned persons via the fastest
means of communications in accordance
with the predetermined form of notice. 
Companies who sold to the public only
securities, not their stock certificates,
may not disclose to the public of a chan-
ge to the capital structure or the mana-
gement of the company or a change re-
lated to the administrative matters. The-
re is no any other exemption from the
obligation of disclosure. The Exchange
will announce the company news sent
by the company to the public during the
session and in the next Exchange Bul-
letin.

EU
Any change to the structure of the majority shares in the
capital of a company of which shares are listed in the
Exchanges in one and more member countries has to be
disclosed to the public as soon as having the knowledge
of such change.

• In case that a company acquires or sells its shares, if the
rate of voting rights possessed by that company reac-
hes, exceeds or decreases below 10%, 20%, 1/3, 50%
and 2/3. 

• If only the limit of 25% is used, the limit of 20% and
1/3 is irrelevant.

• If the limit of 75% is used, the limit of 2/3 is irrelevant

7 calendar days for the concerned person and as soon as
possible and in any case 9 calendar days for the concer-
ned company.

• As an exception, the authorized bodies may exempt the
companies from disclosing such information which, if
disclosed, may harm the interest of the public or the
companies, provided that undisclosure of the informati-
on would not mislead the investors. 

• If the purpose of an acquisition or a sale transaction
which is performed by a professional agent is only to
make a professional investment, the concerned com-
pany may be exempt from disclosing such information
to the public, provided that the acquired shares are not
used by the agent to intervene the management of the
company.

3.5. Substantial Purchase and Sale of Common Stock Certificates of a Listed
Holding Company 

Table 7: Substantial Purchase and Sale of Common Stock Certificates of a
Listed Holding Company
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Subject
Regulations

Merger (con-
solidation) 

Protection of
Competition

Turkey
• Turkish Commercial Code: General

Provisions; Article 146-151, Special
Provisions; Article 451-454

• Income Tax Law: Article 81/2, 81/3
• Corporation Tax Law: Article 36-39
• Value Added Tax Law: Part 6,

Article 17
• Capital Markets Law: Series 1, No.

26, Article 2/f, Article 12; Series X,
No. 16; Series IV, No. 8, Article 14-
17; Series IV, No. 9, Article 3/a;
Series V, No. 19, Article 51-53;
Series V, No. 34, Article 11, 15/a.

• Merger between two or more inde-
pendent enterprises,

• Takeover or taking the control by an
enterprise or person of the whole or
part of the shares or assets or any
other instruments which give the
right to control the management of
another enterprise, 

• Joint ventures established as an
independent economic enterprise to
provide manpower and assets for
realization of a specific project in a
way not to restrict or affect the com-
petition between the parties of the
joint venture or between the parties
and the joint venture

Merger between two or more enter-
prises to dominate the market or rein-
force their dominant positions in the
market or minimize the competition in
a commodity or services market
across or any part of the country, or
shares or other instruments which
give the right to control the manage-
ment of another enterprise, except for
acquisition by inheritance, is contrary 

EU
• Council Regulation (EEC) No. 4064/89
• Commission Regulation (EEC) No. 2367/90
• Commission Regulation (EEC) (Regulation on

implementation): (EC) No. 3384/94
• Amendment: Council Regulation No. 1310/97
• Decree of Council and Commission: 95/145/EC

• Merger between two or more independent enterpris-
es,

• Acquisition by one or more persons or one or more
enterprises, who or which already possess the con-
trol of an enterprise, of the control of another enter-
prise or enterprises or some part of an enterprise
directly or indirectly by purchasing in whole or part
the shares in the capital or the assets of or signing a
contract with that enterprise or enterprises or by
other ways is "consolidation". 

A consolidation within the EU which affects the com-
petition in the market significantly or negatively is
contrary to the interest of the single market.

3.6. Mergers and Takeovers 

Table 8: Mergers and Takeovers
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Subject

Condition of
Legal Validity
Permission

Size of
Merger and
Takeover

Term of
Permission

Turkey
to the principle of protection of com-
petition. 
Subject to the permission of the Board
of Competition
Permission is given to a merger,
acquisition or takeover which does
not lead to or reinforce a dominant
position in the market and prevent
competition significantly across or
some part of the country. 
In the event that the share of enterpris-
es which seek to takeover or merge
with another enterprise in the market of
a product across or some part of the
country exceeds 25% of the total mar-
ket or that total turnover of these enter-
prises exceeds TL 10 trillions, these
enterprises have to obtain the permis-
sion of the Board of Competition in
order to takeover or merge. 
The Board of Competition should give
permission to a merger or takeover as a
result of investigation it will make
within 15 days of receiving the con-
tract for the merger or takeover or noti-
fy to the concerned persons that the
merger or the takeover is suspended
until a final decision is made, together
with the reason thereof and other mea-
sures taken to this effect, if it deems
that the transaction needs further inves-
tigation. 
In the event that the Board of
Competition does not give a reply to
the application made for the merger or
the takeover within the specified time
or does not initiate any investigation,
the merger or the takeover contract
becomes legally valid 30 days after
the date of notice sent to the Board of
Competition.

EU

Subject to the permission of the Commission

Permission is given to a merger, acquisition or
takeover which does not lead to or reinforce a domi-
nant position and prevent competition significantly
within or some part of the EU.  

With the last amendment, the total turnover has been
reduced to ECU 2,000 millions from ECU 5,000 mil-
lions. 

The Commission must investigate a notice of "consol-
idation" in a shortest time possible. The Commission
may initiate the formalities of the consolidation if in
the opinion of the Commission the consolidation will
not prevent the competition within or some part of the
EU.
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Subject

Fine

Sanctions

Turkey
• In the event that a merger or take-

over which must be notified to the
Board of Competition has not been
notified to the Board of Competition,
the Board of Competition initiates an
investigation by its own initiative for
the merger or the takeover. 

If the Board of Competition decides
that a merger or takeover is not within
the scope of the paragraph 1 of the
article 7 referred above, it permits that
merger or takeover. 
However, it imposes fine to the per-
sons responsible for the merger or the
takeover for their failure to notify the
merger or the takeover to it. 
In the event that a merger or takeover
permitted by the Board of
Competition is controversial pursuant
to the paragraph 1 of the Article 7
referred above, the Board of
Competition may impose fine, dis-
solve the merger or takeover, require
that any and all transactions contrary
to the legislation be cancelled, require
that all shares or assets acquired
through merger or takeover be
returned to the former owners or, if it
is not possible, be transferred to third
parties in accordance with such condi-
tions and within such time to be deter-
mined by the Board of Competition,
forbid the persons who took over the
shares or assets of the enterprise in a
takeover to control or intervene the
management of the enterprise until the
assets or the shares of the enterprise
are returned to the former owners or
transferred to third parties, and take
other measures it may deem fit
(Article 11). 

EU

The Commission may impose fine as punishment for
a merger or takeover not notified to it or notified by
giving false statements. 

In the event that a merger or takeover has been real-
ized without notifying to the Commission and that the
consolidation resulting from that merger or takeover
may affect the competition significantly within or
some part of the EU, the Commission may decide to
dissolve the merger or the takeover, to separate the
consolidated assets, management and control, to rein-
state the consolidated enterprises to their position
before the merger or the takeover in order to ensure
that the fair competition is not violated. 

In the event that a merger or takeover had been per-
mitted by relying on the false statements given by the
concerned parties, the Commission may revoke the
permission. 
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Subject
Exceptions

Turkey
• securities purchased for resale by

enterprises whose main business is
to buy and sell securities on the
name and behalf of themselves and
third parties,

• possession of shares of an enterprise
temporarily on condition that voting
rights of such shares are not used to
influence the competition policies of
that enterprise,

• dissolution, liquidation, insolvency
and moratorium,

• agreement with creditors or takeover
of the shares of a public enterprise
by a public organization, enterprise
or institution by the resolution of the
Board of Competition for privatiza-
tion purposes.

EU
• financial institutions acting as agents in purchase

and sale of securities during the normal course of
business

• lending institutions
• insurance companies
• other financial institutions which purchase the secu-

rities of companies temporarily to act as agent on
the name and behalf of themselves or third parties or
to sell such securities

Subject
Definitions 

Turkey
In Turkey, the financial products with
similar characteristics are the 'invest-
ment funds'. The types of investment
funds are 
• Bonds and Bills Fund
• Equity Fund
• Sectoral Fund
• Participation (or investment) Fund
• Group Fund
• Foreign Securities Fund
• Gold and Precious Metals Fund
• Diversified Fund
• Liquid Fund
• Floating Fund
• Index Fund
• Special Fund. 
The funds are also sub-grouped as
type A and others.

EU
The UK and Sweden do not require a new definition,
but Germany requires a more detailed definition. On
the other hand, regulations as to what extent a UCIT
can make an investment on the other UCITs and what
can be the extent of investment a UCIT can make on
the derivative products have not yet been clarified. 

3.7. UCITs

Table 9: Regulations Related to UCITs
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Subject

Those
Authorized to
Establish
Funds 

Turkey
The funds which invested minimum

25% of their monthly weighed average
of their portfolio assets on the shares
of companies, including the state-ow-
ned economic enterprises which are
included in the privatization program,
on a permanent basis are type A funds. 
The rest are designated as the other
types of funds.
The organizations, institutions and en-
terprises allowed to establish invest-
ment funds in Turkey are banks, bro-
kerage firms, insurance companies,
pension and social aid funds of which
statutes allow them to create funds,
and funds which have been established
in accordance with the temporary Ar-
ticle 20 of the Capital Markets Law
No. 2499 amended by the Law No.
3794. It is compulsory to sell the parti-
cipation certificates of the fund to the
public or to allot them to certain per-
sons or enterprises.  

The limit of the fund varies according
to the founder. The investment funds
to be created by banks, brokerage
firms and insurance companies cannot
exceed 10 times of the issued/paid-in-
capital on the last audited balance she-
et, plus the reserves and the value inc-
rease fund resulting from the revaluati-
on on the last balance sheet approved
by the general assembly meeting of
shareholders, minus the losses, if any.
The amount of the investment fund to
be created by other organizations and
enterprises is limited with the total
equities on the last balance sheet app-
roved by the general assembly or the
general meeting of shareholders.

EU

• The authorized body of a member state is authorized
to grant license for the establishment of a fund. 

• The manager of the fund must have adequate finan-
cial resources.

• An investment company or mutual fund will not own
the voting rights or majority of shares of a company
to influence the management of that company.

• The investment companies or mutual funds may
invest on the fixed income securities up to 10% of
their assets. 

• A mutual fund may purchase the partnership certifi-
cates of another mutual fund.

• A mutual fund can invest only on securities.
• Independent management company and trustee insti-

tutions are operating. 
• Settlement and custody services for the securities in

the portfolio of a fund will be provided by a bank
independent of the mutual fund or the founder of the
fund. 

• Mutual funds can borrow money only up to 10% of
their total assets to meet their temporary fund
requirements. 

• Amount of investment a UCIT can make on the
securities of a company is limited with 5% of its
total assets.



3.8. Pension Funds

3.8.1. Developments in EU Regarding Pension Funds
Ensuring a harmony regarding the pension funds within the EU is of an
emphasized importance in term of maintaining the wealth of the member
countries. Particularly considering the fact that the European population is
getting older and that the member states cut the budget set aside for
financing the compulsory pension schemes, increase in the public spend-
ing for pension schemes pose a risk. High employment and productivity
concerns accelerate this increase. The pattern of the demographic change
and its financial impact on the pension system vary among the member
countries. While 4 employees finance the pension of one retired at pre-
sent, 2 employees will finance the pension of one retired in 2040.
Spending for the pension schemes based on the 1997 statistics exhibits a
distribution between 9 and 15%. It is estimated that this rate will be 15 to
20% in 2040. 

Figure 1: Ratio of Dependency in the EU Countries

Source: International Portfolio, 1999
Note: The figure shows the ratio of people over 65 years old to the people between 15 and 65 years old. 
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88% of the pensions in the European Union is paid through the prima-
ry system where the pension premiums collected from the working class
are used in the financing of the pensions of the retired. Managed by the
governmental agencies and being the most common practice in the social
security area, the primary pension system is still dominant, but the growth
of the private pension schemes has accelerated in the developed countries
due to the financial pressure imposed by the change in the demographic
structure on the state-run pension schemes. One of the regions where the
pension funds developed at most is Europe. As of 1998, total assets of
pension funds in 13 EU member states (except for Greece and
Luxembourg) is US$ 2,9 trillion1. 

Figure 2: Assets of Pension Funds in the European Union (US$ billion)
and their Ratio to the GNP

The countries where the ratio of the assets of the pension funds to the
GNP is higher are the Netherlands, Sweden, Denmark and the UK. This
ratio is over 100% in the Netherlands.

1 National Association of Pension Funds, 1999.
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There are three important factors which determine the future and the
growth of the financial markets in the European Union. One of these fac-
tors is the acceleration of the process of creating a single financial market
across the EU with transition of 11 EU member countries to Euro as the
currency unit. With the introduction of Euro from the beginning of 2000,
a common money and bond market has been created, and the integration
in the stock markets has increased. Elimination of the risk posed by
exchange rate difference by fixing the currencies against each other has
urged the fund managers to re-design their portfolio structures and invest-
ment strategies. 

The second factor is the reduction in the brokerage activity. Since the
traditional trust in the primary pension system and the bank-based finan-
cial management in the EU is decreasing gradually, the insurance compa-
nies, the pension funds and the "investment funds" are becoming more
important day by day. We see this trend more clearly when we look at the
gradual growth the financial assets owned by the pension funds. 

The third factor is the technological advancement. With the advance of
technology, the competition among the financial institutions in terms of
market share and developing new products aimed at protecting the con-
sumer is increasing intensively day by day. In front of these develop-
ments, the private pension funds have the priority in the financial "Action
Plan" designed by the EU Commission for the purpose of making projec-
tions on the future of the financial markets in the EU and accelerating the
creation of a common financial market within the EU. While the matter of
auditing the private pension funds has the first priority in the financial
Action Plan, the matter of developing a common practice regarding the
taxation of the cross-border premium payments has the second priority. 

That the private pension funds is the first item of the financial services
agenda of the EU is because of the fact that it is one of the largest obsta-
cles on the road to the common financial market. Although the
Commission have issued many regulations regarding the banks, insurance
companies, investment companies and funds, the private pension funds is
the only financial institution regulated on the national level within the EU.
There are great differences among the member countries regarding the
regulation of the pension funds. Some countries have imposed strict
restrictions on the portfolio structure of the pension funds, the others have
adopted the principle of prudential management, instead of stating the
areas of investment. The principle of "Prudential Man" provides a gener-
al guideline for the responsibilities of the pension funds for their invest-
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ment activities. The objective of the principle is to ensure that the respon-
sible professionals take heed when giving their investment decisions on
the one hand and exert the necessary effort to achieve optimum income
from such investments on the other. Accordingly, a fund manager acting
with prudence will not undertake unnecessary risk. A portfolio manage-
ment strategy seeking to reduce the risk by diversification of the invest-
ment will be adopted. Intervention to the investment areas of the pension
funds prevents the determination of the most efficient investment policy
and thus operates against the participants. While increase of contributions
to the fund increases the cost of fund to the participants on the one hand,
restrictions on the investment diversification urge the professional to
undertake unnecessary risks. The fact that the member states have differ-
ent regulations regarding the pension funds results in a prevents the usage
of benefits such as growth, new jobs and competition expected from a sin-
gle capital market within the EU. Besides, that different regulations are in
effect in the member states regarding the pension funds prevents shifting
between the pension funds and thus restricts the movement of manpower.
So, a pension fund operating in several member countries has to establish
a different fund in each of these countries. This ultimately prevents the
pension funds taking benefit from the economies of scale. For the reasons
given above, the trend in the EU is toward the adoption of the principle of
"prudential management". The principle of prudential management does
not mean lack of rules, instead it refers to a global understanding that an
investment portfolio must always be reliable, profitable, diversified and
liquid. This principle enables the funds to use the portfolio management
techniques in a more flexible manner. 

3.8.2. Effects of the Code of Prudence on the Euro Zone
• With the protection of the investors, increase of trust in the invest-

ment portfolio. (Elimination of exchange rate difference risk in the Euro
Zone increases this trust). 

• Costs of term and obligation must be estimated correctly when diver-
sifying the assets. 

• Authorized bodies of the member states must audit the activities of
the licensed pension funds effectively and ensure that necessary informa-
tion about the fund management are disclosed. 

• If the member states allow the institutionalization of the private vol-
untary pension systems beside the compulsory social security systems, the
yields of the fund assets will increase substantially with efficient accumu-
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lation of the pension funds in the EU capital markets and the Euro zone.
Furthermore, continuity of the compulsory pension schemes with more
powerful pension structures in the member countries will have a positive
effect on the efforts to reduce the social spending for the pensions and
increase the employment, in general. However, implementation of differ-
ent pension systems has been left to the disposition of the member states. 

• With the elimination of exchange rate difference risk of the Euro,
transaction costs and competition among the market participants will
become more efficient, and this will enable the investors to make invest-
ment in more deep and more liquid capital markets. The potential contri-
bution of the institutional investors is very important for the European
stock markets, which have not yet reached a perfect structure, and for the
growth of the companies. This will accelerate the growth of the private
sector bonds and bills market, rather than the government securities, and
represent a significant portion of the investments of the pension funds. 

• It is also expected that the pension funds will play a significant role,
though with a relatively small share of some 2%, in the development of
venture capital markets such as telecommunications, biotechnology,
healthcare and financial services and energy across Europe. With the
expansion of the investment areas of the pension funds, they will con-
tribute to the financing of the "Trans European Network" project. 

• The market scale and the liquidity of the European companies which
increase with the creation of a vast European capital pool by the Euro will
enable them to decrease their capital costs or to borrow with more favor-
able conditions. Along with the economic policies pursued by the mem-
ber states towards a stable growth, the budget deficits and the level of pub-
lic borrowing requirement decline, which in turn, strengthen the capital
structure of the private sector. The pension funds require that their asset
diversification are made correctly and that the liberation as to the invest-
ment areas is expanded in accordance with the rules of global prudential
management for growth of the European capital markets. To this end,
increasing the investment shares of the pension funds in the capital of
small and medium size companies considered as venture capital compa-
nies with high growth potential will contribute to the growth of economy
and employment. 
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Within the scope of the program regarding the liberalization of the
domestic market:

• Liberalization of the services must be enhanced,
• Barriers before the free movement of the labor between the countries

must be lifted,
• Area of the cross-border investments must be expanded with the

adoption of the principle of prudential management in all EU member
states, 

• Contributions to the growth of the Single European Capital Market
must be increased. 

Within the scope of the program regarding the lifting of barriers before
the free movement of workers across the EU: 

• Harmonization of the conditions regarding the achievement of the
complementary (voluntary) pension rights must be ensured, 

• Although the Union applies efficient coordination rules regarding the
expatriate workers registered in compulsory pension systems, different
practices and barriers regarding the individual retirement and the occupa-
tional retirement must be abolished, 

• Methods for transfer of rights must be developed,
• A regulation for establishment of common actuarial standards needs

to be recommended by the Commission, 
• Cross-border registration conditions for the pension funds must be

established, 
• Principle of reciprocity must be adopted for the auditing,
• Coordination in the tax systems must be ensured (complex and vary-

ing taxation practices and omissions regarding the life insurance and pen-
sion service products must be eliminated),

• A technical study for the occupation retirement must be made, 
• A Pension Forum must be created. 
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Objectives of the
Directive

Issues Covered by the
Directive

Rules of Prudential
Management in
Pension Funds

• Providing the best protection for the participants
• Ensuring that the pension funds take full benefit from the single market and the

Euro
• Guaranteeing the use of occupational retirement benefits on an equal basis
• Adoption of the principle of prudential management in all member states in accor-

dance with the principle of reciprocity
• With the admission of cross-border memberships, ensuring the administrative and

financial management with the Union and reducing the operational costs
• The basic rules of the principle of prudence: 
• Approval of the concerned pension fund by the authorized body
• Uniformity of the rules of responsibility and competition
• Establishment of the investment rules regarding the contributions
• Obligations of the pension funds and the rules applicable to the relationship

between the assets and the obligations of the pension funds
• Reporting of the financial and statistical data and tables of the fund on a regular

basis to the Supreme Board in charge of auditing.
• Adoption of the rules of prudential management and auditing by all member states

in accordance with the principle of reciprocity is a requirement for operation of
the cross-border pension system

• Manager of the pension fund assets and the founder of the fund must be different
• An authorized body which is responsible for approval and audit of the pension

funds must be established
• Establishment of the responsibility and competition rules and attributes of the

managers of the pension funds and compliance approvals
• Establishment of the powers and responsibilities of the Supreme Board of Audit
• Establishment of a mechanism for periodic announcements to the memberships.
• Ensuring the transparency and facilitating the access to information about the

financial standing of the fund for protection of the contributions of the partici-
pants. Especially transparency regarding the investment risk assumed in the con-
tributed schemes must be ensured.

3.8.3. Directive Proposal of the EU Commission Regarding the
Pension Funds 

Table 10: Directive Proposal of the EU Commission Regarding the
Pension Funds
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Country
Germany

Belgium

Denmark

France

The Netherlands
The UK
Ireland
Spain

Sweden
Italy

Portugal

Turkey

Investment Limits
Maximum 30% on the EU stocks
Maximum 25% on the EU real estates
6% on the non-EU bonds
20% on the foreign securities
10% on the own investments
Maximum 15% on the sponsor
Maximum 40% on the real estates
Maximum 10% on the deposits
Maximum 40% on the instruments such as stock, forbidden to invest on the own
investments
Minimum 50% on the EU bonds
Maximum loan to founders 33%
Minimum 34% on the domestic bonds for insured funds
Maximum 40% on the real estates
Maximum 15% on the treasury bonds
No investment on the foreign securities
"Principle of Prudential Management". Maximum investment on its own is 5%. 

"Principle of Prudential Management". Investment on its own has to be reported.
10% of the financial assets of the fund cannot exceed 5% of the assets of the issuer.
90% on the listed stocks, deposits, real estates and loan guaranteed by mortgage,
1% on the money markets or shareholders' accounts.
Most of the investment must be made on bonds and as loan.
Schemes managed by the company itself are not regulated, the decision is given by
the Board of Directors. Maximum limit for the government bonds is 90%. Most of
the funds are insured. 
Minimum 30% on the government bonds, maximum 50% on the real estates, 15% on
its own investment, maximum 40% on the stocks and bonds not listed in Portugal.
Pension Fund (Emekli Sand›¤›):
1) Maximum 40% of the floating income securities can be invested on the real

estates. Investment on the real estates has to be made on such real estates having
the highest potential of development with a maximum yield.

2) Maximum 40% of the assets can be invested on the enterprises of which whole
or more than half of the capital is owned by the State or on the investments
made by such enterprises.

3.8.4. Restrictions on the Investments of the Pension Funds in the EU
and Turkey 

Table 11: Restrictions on the Investments of the Pension Funds in the EU
and Turkey
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Country Investment Limits
3) Stocks of the private companies can be purchased only by the Decree of the

Council of Ministers. These companies must be reliable and contributing to the
growth of the economy of the country.

4) Fixed income securities can be invested on treasury bonds, government bonds,
income sharing certificates, bonds and debentures of the public or private com-
panies or national banks and as time and demand deposits with the national
banks. 

Issue
Purpose and
Scope

Turkey
• Pursuant to the Article 22/u of the

Capital Markets Law, the CMB has
the power and duty to regulate and
control the security issues and pub-
lic offerings and other capital mar-
ket activities and transactions car-
ried out via every kind of electronic
data communications means. The
regulations regarding the capital
markets deal with the transactions
performed via telephone, rather than
electronic transactions.

• As to the remote membership, the
definition of the financial institu-
tions in the draft Communiqué of
the CMB includes the institutions
which transmit the orders and/or
execute the orders by matching
them in the national and internation-
al markets. 

• In the draft Communiqué on
Brokerage Activities and Brokerage
Firms, brokerage firms which have
registered abroad and obtained
license from the authorized body of
the concerned state may trade in the
markets approved by the concerned

EU
Contracts for remote financial services contain the
parties, the means, the rights and the obligations in
order for ensuring maximum protection for the
investors regarding the marketing of retail financial
services via communications means such as mail, tele-
phone, fax and the Internet.

3.9. Remote Marketing of Financial Services 

Table 12: Remote Marketing of Financial Services
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Issue

Information
to be
Disclosed

Right to
Cancel

Turkey
local Exchanges and undertake to act
as agency in public offerings in Tur-
key without making sales to public
at home for the purpose of providing
financial services to the clients in ab-
road.  An application made by a bro-
kerage firm to trade in the Turkish
capital markets is evaluated in accor-
dance with the cooperation and in-
formation exchange agreements exe-
cuted between the CMB and the aut-
horized body of the state where the
brokerage firm is registered. If the
brokerage firm is found to be qualifi-
ed for the activities specified in the
application form, the brokerage firm
is granted a license by the CMB. 

Pursuant to the Article 4 of the Com-
muniqué Series V, No. 6 of the CMB
on the System of Documentation and
Registration in the Intermediary Acti-
vities, intermediary institutions are
obliged to send the account state-
ments, breakdown of client securities
movements within 7 days following
the end of each monthly period. 
Pursuant to the Article 9 of the Com-
muniqué Series V, No. 6 of the CMB
on the System of Documentation and
Registration in the Intermediary Acti-
vities, the clients can give orders via
phone and similar communications
means or orally before or during the
session. Responsibility to provide the
proof of the orders is on the interme-
diary institutions. Records of the
agents which lack of confirmation of
the client are not sufficient evidence
of a transaction. Before recording the
client orders into the session follow-
up form, the intermediary institutions

EU

Service providers are obliged to inform their clients of
the duration and the terms and conditions of the cont-
ract before executing the contract. 
They cannot make any alteration to the contract within
14 days following sending the contract to their clients. 

The client has the right to cancel the contract without
penalty within 14 days. The term of cancellation can-
not exceed 30 days in contracts for pledge, life insu-
rance and personal pension funds. 
The term of cancellation begins when the client had
the knowledge about the term and the conditions of
the contract.
The client can use his/her right to terminate by sen-
ding a notice to the service provider.
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Issue

Compensation
Claim

Failure to
Implement
the contract
in whole or
in part

Turkey
prepare the written form of the client
orders. All client orders are given a
unique number by numbering machi-
ne or computer. 
Members of the Exchange are obliged
to deposit a guarantee in the form of
cash money or government or treasury
bonds or an unlimited and unconditi-
onal bank letter of guarantee that can
be encashed immediately to the Cent-
ral Bank of Turkey or a public bank
being the correspondent of the Central
Bank as the collateral of the losses ca-
used by the intermediary institutions
(members) to their clients. In case that
the members fail to reimburse the los-
ses of their clients, the losses are re-
imbursed from the guarantees. If the
guarantee of a member does not cover
the loss of a client, the general provi-
sions are applied. 
In the event that a member admitted
that it caused a loss to its client or that
the Executive Council decided that a
member caused a loss to its client and
that the CMB decided that the mem-
ber had to pay a compensation to the
client for the loss it caused, the amo-
unt of the compensation is collected
from the member or from the guaran-
tee deposited by the member and paid
to the client. 
Members of the Exchange may not
accept the orders in whole or in part.
Although they are not obliged to disc-
lose the reason of not accepting the
order, they have to notify the non-ac-
ceptance of the order to the client
promptly. A client may change or can-
cel his/her order before it was sent to
the Exchange. In the event that an

EU

In case that the service provider fails to provide the
required information to the client beforehand, the cli-
ent have the right to claim compensation for the loss
he/she incurred due to default of the service provider.

In the event that the service provider cannot provide
the service to its client in whole or in part after the
execution of the contract, the same must be promptly
notified to the client. In case of failure to provide the
service in whole, the fees paid by the client are refun-
ded to the client. In case of partial provision of the
service, continuity of the contract depends on the will
of the parties. If the parties cannot agree, the fees paid
by the client are refunded to the client. 
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Issue

Penalties

Protection of
Investors

Settlement of
Disputes

Duration for
Harmonization
with the
Directive

Turkey
order is not executed within the speci-
fied time, it becomes invalid. Mem-
bers who failed to perform their obli-
gations have to pay an interest at the
rate specified in the regulations. The
transacted securities are purchased or
sold by the own motion of the concer-
ned specialist. If the transaction has
not been executed, the securities or
the received deposit money is retur-
ned immediately. 
Members of the Exchange are subject
to penalties such as warning, condem-
nation, fine, temporary or permanent
expelling from membership as well as
temporary or permanent revoke of the
license according to the act of the
member. 
The responsibility to prove regarding
the orders given by telephone or ver-
bally is on the intermediary instituti-
ons. However, records of the interme-
diary institutions which lack the con-
firmation of the client are not suffici-
ent proof of the transaction. 
A dispute between a member and a
client arising out from the Exchange
transactions is settled in accordance
with the procedures given in the rele-
vant regulation. In addition, the parti-
es may apply to a competent court for
settlement of the dispute. If the parties
have applied to a court, the file is sus-
pended in the Exchange until the final
judgement of the court. 
Regulations in parallel with the Direc-
tive must be expanded to cover the
cross-border transactions. 

EU
If the parties agree to continue the contract, only the
fees for the unprovided services are refunded to the
client. 

Member states will determine the penalties to be char-
ged to the service providers in case of failure of the
service provider to inform the client, failure to provide
the service in whole or in part or providing unwanted
services or disclosure. 

Investors cannot waiver the rights granted to them by
the Directive. In case that the client resides in a mem-
ber country and that the contract has close connections
in the member countries, though the contract has been
executed in a third country, the client cannot be depri-
ved of the rights granted by the Directive. 

Member states will establish complaint and settlement
procedures. Institutions licensed under national regu-
lations will take steps for settlement of a dispute befo-
re applying to the judicial and administrative bodies.
Among the organizations to which initial application
will be made for settlement of a dispute are consumer
protection organizations, public organizations and pro-
fessional organizations. 

On June 30, 2000 at the latest
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Subject
Purpose and
Scope

Reliability
of the
Transactions

Certification
Services

Legal
Recognition

Authorization

International
Cooperation

Turkey
Pursuant to the recent amendment to
the Capital Markets Law, the CMB is
authorized and have the duty to estab-
lish the rules of using electronic sig-
nature in securities issues and public
offerings and other capital market
activities which are governed by the
Capital Markets Law in any electronic
data communications media, includ-
ing the Internet and to audit such
transactions.  
There is no any special regulation. 

There is no any special regulation. 

The CMB is authorized and have the
duty to regulate and control the use of
electronic signature in transactions
regulated by the Capital Markets Law.
There is no any special regulation. 

There is no any special regulation. 

EU
To establish the legal framework and the minimum
requirements regarding the electronic signature in
electronic transactions. The objective is to spread the
electronic commerce across the Union in accordance
with the principle of free movement of products and
services and to establish the legal framework of the
on-line transactions.

At present, it is possible to verify the accuracy of the
source of the information received from an electronic
medium by electronic signature and to check whether
such information were manipulated or not. Service
providers have established a certification mechanism
to check the source of the information. A receiver of
an electronic message will be able to verify the identi-
ty of the sender. 
Certification institutions to be authorized to issue elec-
tronic signature certificates will be determined.
Among the conditions to which the certification insti-
tution will be subject to are reliability, security of the
system and conformance to confidentiality of informa-
tion. Imposition of excessive restrictions on the
responsibility of the service providers is avoided.  
Electronic signature will be legally recognized as a
handwriting as evidence of a transaction.

Prior authorization and obtaining permission for certi-
fication services is not required as a rule. However,
member states are allowed to establish certain valida-
tion mechanisms as a security measure. 
Due to international character of the electronic trans-
actions, a mechanism for reciprocal recognition of the
electronic signature certificates with the third coun-
tries is to be established.

3.10. Electronic Signature 

Table 13: Electronic Signature
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Subject
Purpose and
Scope

Transfer
Orders and
Netting

Bankruptcy
Proceedings
and
Settlement /
Custody
Transactions

Turkey
Settlement and custody services are
provided by Takasbank. Takasbank is
responsible for the settlement of the
Exchange transactions. 

The amendment to the Capital
Markets Law dated 15.12.1999
allows the CMB to take various mea-
sures against the risk that the agents
cannot fulfil their obligations. One of
such measures is gradual liquidation. 

After the decision of the CMB to liq-
uidate the intermediary institution
gradually, the objective is to perform
the cash payment and settlement
obligations of the intermediary insti-
tution against its clients by using the
proceeds of sale of the assets of the
intermediary institution. All pay-
ments to be made by an intermediary
institution which is to be liquidated
gradually are ceased, and all assets
of that intermediary institution are
given to the disposition of the Fund
as of the date of the gradual liquida-
tion decision.

EU
The objective is to ensure the continuity of the sys-
tem in case of bankruptcy of one of the participants.
The Directive covers the domestic as well as the
cross-border money and securities settlement.
Settlement and custody services can be provided by
the same institution. 
Netting and transfer orders are legally mandatory. In
the event that one of the parties is not in a position to
fulfil its obligation due to, for example, bankruptcy,
the transfer and netting transactions must have been
completed before the commencement of the bank-
ruptcy procedures. The rule that the transfer orders
cannot be cancelled by the participant or a third per-
son after the elapse of a specified time has been
brought. 
• No transfer and netting transaction can be made after

the initiation of bankruptcy proceedings. This rule,
however, is subject to certain exclusions. If the set-
tlement and custody institution proves that it was not
in a position to know the initiation of the bankruptcy
proceedings, transfer and netting transactions can be
done after the initiation of the bankruptcy proceed-
ings. 

• Contracts and transactions completed before the ini-
tiation of the bankruptcy proceedings cannot be can-
celled. Member states will ensure that the party that
goes bankruptcy will not prevent the meeting of its
obligations by using of the securities and funds in its
custodian accounts. 

• A member state which initiated bankruptcy proceed-
ings will notify the same to the other member states.
Initiation of bankruptcy proceedings will not forfeit
the rights and obligations arising out from the settle-
ment transactions that  commenced prior the initia-
tion of the bankruptcy proceedings.

3.11. Settlement and Custody 

Table 14: Settlement and Custody
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Subject
Protection
of the
Rights

Turkey
Cash liabilities of the intermediary
institution to be liquidated gradually
are calculated as the sum of the prin-
cipal amount and the accrued interest
as of the date of the liquidation deci-
sion and the obligation to deliver
securities is calculated as the cash
value of such securities based on
their market values as of the date of
default or of the liquidation decision.
Firstly, capital market instruments in
the clients’ custodian accounts are
distributed to the clients. 

EU
The parties of transactions guaranteed reciprocally by
the clearing system will not loose any of their rights
due to bankruptcy of one of the parties. The rights of
the parties will be protected by the concerned mem-
ber state and the rights such as first refusal attached
to a share will be maintained by the authorized bod-
ies of the concerned member state. 

Subject
Definitions

Contribution
to the Fund
Minimum
Amount of
Protection

Turkey
The objective of the fund is to meet the
cash payment and stock certificate
delivery obligations of the intermediary
institutions and the banks which were
decided to be liquidated and bankrupt-
ed against their clients arising out from
the capital market transactions of such
intermediary institutions and banks. 
Compulsory

Before the amendment to the CML,
the ceiling of compensation for
receivable from the intermediary insti-
tutions of which the licenses were
revoked and against which bankruptcy
proceedings were initiated was TL 2
billion, and this ceiling would be
increased by the rate of revaluation
each year. After the amendment, there
is no ceiling for this compensation.

EU
The objective of the Fund is to return the securities
and refund the money to the investors who are includ-
ed in the compensation program upon the decision of
the authorized bodies and the courts in each member
state that the investment companies are not in a posi-
tion to meet their requirements.

Compulsory

20,000 Euro per person

3.12. Investor Compensation Fund 

Table 15: Investor Compensation Fund
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Subject
Notification
Period of the
Losses
Duration for
Compensation
of Losses

Turkey
There is no time limitation.

No maximum duration has been spec-
ified. However, an advance of TL 7,5
billion is paid before the completion
of liquidation proceedings.

EU
Minimum 5 months following the decision to include
into the compensation coverage.

Maximum 3 months following the meeting of all con-
ditions.

Subject
Purpose and
Scope

Registration 

Turkey
Pursuant to the Communiqué Series I,
No. 26 of the CMB on the Gradual
Registration of Companies, the articles
of association of a company must be
submitted to the approval of the Capi-
tal Markets Board, a permission for re-
gistration must be obtained from the
Ministry of Industry and Commerce
and the stocks to be sold to the public
must be registered by the CMB.
• Regarding the electronic registrati-

on of the stocks with an amendment
made to the Capital Markets Law, 

• pursuant to the Article 10/A of the
Capital Markets Law, the instru-
ments of the capital markets and the
rights attached to these instruments
are monitored by a Central Registra-
tion Organization which has the sta-
tus of legal entity under the private
law. Records are kept by the Regist-
ration Organization in a computer
environment in terms of issuers, in-
termediary institutions and holders.
Registered rights are not certified.
This regulation will come into effect
on the date of establishment of the
Central Registration Organization.

EU
The objective is to simplify the legislation to facilitate
the integration of the internal legislation of each mem-
ber state toward the establishment of the single mar-
ket. To this end, the team for SLIM (Simpler
Legislation for the Internal Market) has made various
recommendations in the field of law of corporations.

It is recommended that the companies within the EU
are registered electronically. The time required for
transition to the electronic system is estimated to be 5
years.

3.13. Law of Corporations 

Table 16: Law of Corporations



72 Meral Var›fl, Ali Küçükçolak, Oral Erdo¤an, Levent Özer

Subject
Public
Disclosure

Decrease of
Costs

Developing
uniform
minimum
standards
applicable to
all companies
(European
Company
Statute)
The structure,
of the public
companies,
and the po-
wer and res-
ponsibilities
of their asso-
ciate bodies

Turkey
Article 3C (g) of the Communiqué Se-
ries VIII, No. 20 of the CMB on "Disc-
losure of Special Situations to the Pub-
lic" requires that establishment of new
branches, representations and liaison
offices at home and abroad, reconstruc-
tion of the organization significantly,
removal of the head office or the other
primary facilities by the public compa-
nies be notified to the Board and the
concerned Exchange immediately after
such change occurred or be known by
the fastest means of communications.
The Communiqué Series I, No, 26 of
the CMB on the Registration by the
Board and the Sale of Stocks governs
the gradual registration of a company
and the share issues of the public or the
non-public companies from the exis-
ting capital or through the capital inc-
rease. Pursuant to the said Communi-
qué, the fee charged for registration of
the shares to be sold to public is 2% of
the issue value of such shares.
The provisions of the Turkish Com-
mercial Code and the Capital Markets
Law may be required to be made iden-
tical with the provisions regarding the
registration, reporting, auditing, share-
holding etc. in the Status of European
Company.

Parallelism with the Directives of the
EU can be ensured during the process
of full membership.

EU
It is recommended that the rules applicable to the pub-
lic disclosure in the legislation regarding the compani-
es are reviewed. It is also recommended that compani-
es having branches and liaison offices in more than
one country be subject to the rules of public disclosu-
re.

It is proposed that costs be decreased and procedures
be simplified by reviewing the procedure for incre-
asing the capital without prejudicing the rights of the
shareholders and the creditors.

It is proposed that the European Company Statute, of
which shares can be held by all EU citizens, be estab-
lished and made effective by expanding the scope of
the 4th Company Law, which was adopted to ensure
harmony regarding the contents and the presentation
of the annual accounts and reports of companies and
to make the evaluation methods identical, which exhi-
bit variations on the national level.

5th Directive Proposal for the Corporations
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Subject
Cross-border
merger of
public
companies
Company
Law
regarding the
takeovers

Turkey
Parallelism with the Directives of the
EU can be ensured during the process
of full membership.

Parallelism with the Directives of the
EU can be ensured during the process
of full membership.

• Protection of the minority rights:
The minority shareholders holding
5% of the shares in the capital of the
company have the right to file acti-
on against the board of directors and
the auditors, to request the adjourn-
ment of the general meeting of sha-
reholders, the appointment of an in-
dependent auditor, the convening of
the general meeting of shareholders
and the addition of an item of dis-
cussion to the agenda of the general
meeting of shareholders. In parallel
with the Directive Proposal of the
EU, in case of change in the control
of the management of a company, it
is mandatory to make an offer to the
minority shareholders to purchase
their shares. Also the minority sha-
reholders have the right to request
the controlling group to purchase
the minority shares. 

• Auditing authority: The authorized
bodies for auditing of the public
companies will be the CMB and the
Board of Competition.

• General principles and disclosure:
There are similar regulations in the
companies and the competition le-
gislation regarding the public disclo-
sure.

EU
10th Company Law Directive Proposal

13th Company Law Directive Proposal

• Protection of minority rights: In case of acquisition
by a person or a legal entity of the voting rights of
another company above a certain level or of the
control of that company after a takeover, the mino-
rity shareholders must be offered or at least provided
with equivalent instruments for the protection of the
minority rights. 

• Auditing authority: The member states have the duty
to examine the offer in all respects, appoint the aut-
horized body and notify to the Commission.

• General principles: a) All shareholders of the com-
pany to which the offer has been made must be tre-
ated equally, b) the shareholders must be informed
in full about the offer and allowed sufficient time for
consideration of the offer, c) the board of directors
of the company to which the offer has been made
must pursue the interests of the company as a whole.

• Disclosure: Before disclosure of the offer to the pub-
lic, the auditing body and the board of directors of
the company to which the offer has been made must
be duly informed. The member states are obliged to
take the necessary measures. 

• Public Disclosure: The member states are obliged to
ensure that the offer is disclosed to the public in full
and accurately and to take the necessary measures to
prevent misleading regarding the market potential of
the securities.

• Obligations of the board of directors of the company
which made the offer: The board must prepare a do-
cument containing its opinions about the offer, to-
gether with the reasons thereof and made available
to the public.
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Subject
Objective

Scope

Basic
accounting
principles

Method for
the valuation
of the assets

Turkey
The Communiqué Series XI, No. 1 of
the CMB on the Financial Statements
and Reporting in the Capital Markets
sets forth in detail the rules and regu-
lations regarding the financial state-
ments and reports to be issued and
submitted to the concerned by the
companies and the intermediary insti-
tutions being subject to the Capital
Markets Law. 
The scope of the regulations include
the annual reports, the auditor reports,
the balance sheet and the income tab-
le, together with the footnotes, the
fund flow, the cash flow, the cost of
sales and the profit distribution tables
as the attachments of the balance she-
et and the income statements which
must be issued by the companies and
the intermediary institutions being
subject to the Capital Markets Law.

In the Article 3 of the Communiqué
Series XI, No. 1 of the CMB, the ba-
sic principles of accounting are given
as continuation of the company, peri-
odicity, consistency, precaution, full
disclosure, importance, social respon-
sibility, impartiality and priority of the
factuality. The selected accounting po-
licies and practices must be based on
these basic principles.  
In the valuation of the assets, each as-
set is valued separately in terms of li-
ability and equity items. However, si-
milar items constituting a wholeness 

EU
The objective is to ensure that financial assets be valu-
ed based on their fair values in accordance with the
international accounting standards and to eliminate the
variations in practices on the national level through
application of the international accounting standards.
Other objectives are to minimize the differences
among the member states, to eliminate the problems
posed by different accounting practices resulting from
the judicial systems and to prevent double-taxation. 

The accounting standards in the EU have been establis-
hed under the Directives No. 3-8. The Action Plan
aims at revision of the accounting statements, inclu-
ding the consolidated financial statements, in according
with the international accounting standards. The Direc-
tives also deal with the mergers, the issuing of  uni-
form balance sheet and income table, the division of
companies, the consolidated financial statements and
the standards of independent auditing. The 4th and the
7th Directives are especially important. The 4th Direc-
tive governs the issuance and the disclosure of the ba-
lance sheet and the income table. The 7th Directive
sets forth the rules applicable to the issuance and the
publication of the consolidated financial statements. 
The harmonization aimed at the accounting rules of
the EU will be attained in accordance with the prin-
ciples of the continuation of the company, the materi-
alism, the periodicity, the conservatism and the uni-
form valuation. The financial statements must reflect
the assets, the liabilities, the profit and loss account of
the company accurately and truly. The order of the fi-
nancial statement accounts must comply with the for-
mat given in the Directive.

The 4th Directive governs the methods for valuation
of the assets in the balance sheet. Companies may va-
lue their balance sheet assets based on their purchase
price or the cost of production. 

3.14. Accounting Standards 

Table 17: Accounting Standards
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Subject Turkey
in itself by their nature can be valued
collectively. For determination of the
cost for the valuation of the assets, the
historical cost, the acquisition cost,
the purchase price, the cost of produc-
tion, the cost of construction, the net
fair value, the expected sales price,
the cost of completion, the current
market price, the first in first out, the
last in first out, the weighted average
cost, the moving weighted average
cost, the cost of special order methods
have been identified and defined. In
this context, the securities acquired
for temporary purposes are entered in-
to the accounts with their acquisition
costs. The companies may enter the
expenditures into the accounts as ex-
penditures and loss resulting from ot-
her operations based on the purchase
price. For calculation of the acquisiti-
on cost, it is mandatory to use either
of the moving or the weighted avera-
ge cost methods. 
The stocks traded in the Exchanges
and the other organized markets are
valued based on the average of the da-
ily weighted average prices occurred
during the 5 business days before the
date of balance sheet. The investment
fund participation certificates are valu-
ed based on their purchase prices an-
nounced by the investment fund on the
date of balance sheet. Other securities
traded in the exchanges and the other
organized markets are valued based on
their weighed average prices preva-
iling on the date of balance sheet. 
Securities not traded in the Exchanges
or the other organized markets are va-
lued based on their current market 

EU
The method mostly used by the companies is the valu-
ation according to the historical costs. The member
states may allow the revaluation of certain assets pre-
cautionary or compulsorily. 
They may also allow the use of such methods which
eliminate the effect of inflation on the annual and con-
solidated financial statements. However, the new Di-
rective Proposal proposes transition from the determi-
nation of costs based on the historical costs to the de-
termination of costs based on their fair values in the
valuation of the assets.



76 Meral Var›fl, Ali Küçükçolak, Oral Erdo¤an, Levent Özer

Subject

Harmonization
with the
International
Accounting
Standards

Earnings and
distribution of
income

Public
disclosure

Turkey
prices if their acquisition prices have
decreased 10% or more in the absence
of a reasonable and objective anticipa-
tion that this devaluation will be reco-
vered in a near future. 
Although there are substantial diffe-
rences in our capital markets in gene-
ral from the International Accounting
Standards, some practices are required
to be revised in compliance with the
International Accounting Standards.
Among them are inflationary accoun-
ting, accounting of leases and accoun-
ting of construction contracts. It se-
ems that there is no any problem re-
garding the provision for the severan-
ce payment obligations as the compa-
nies calculate the severance payment
obligations and set aside a provision
for the increases in the obligations du-
ring the current term as of the end of
the current fiscal term.
In accordance with the concept of ca-

ution in the accounting procedures, a
conservatory approach which prevents
the companies to show themselves in
a position better than they are actually
in and to assume unnecessary risks
has been adopted. As a result of this
concept, the companies set aside pro-
visions for their potential expenditu-
res, losses and liabilities and do not
make any accounting entry for their
potential incomes and profits. Howe-
ver, this concept cannot be abused for
setting aside covert provisions or pro-
visions more than the required level. 
In accordance with the principle of
full disclosure, the companies are ob-
liged to ensure that their financial sta-
tements are clear and comprehensible

EU

Since the Directives regarding the accounting stan-
dards became insufficient because of the futures, opti-
ons, forward and swap transactions which gained im-
portance during 1990s, their revision in compliance
with the international accounting standards is in the
agenda. The requirement on the part of the European
companies to use the same accounting standards with
the companies outside Europe in order to take benefit
from the international capital markets has emerged.
The proposed amendment is especially concerned with
the 39th International Accounting Standard. This stan-
dard is related with the determination of the costs ba-
sed on their fair values. Accordingly, the assets are re-
quired to be valued based on their current market va-
lues, not the original purchase or the repurchase price.
Eight member states have incorporated this standard
into their internal legislation since 1998.
In accordance with the International Accounting Stan-
dards, the time the income is realized and the accoun-
ting of the realized income are important for valuation
of the assets based on their fair values in order to pre-
vent the unrealized income to affect unrealized inco-
mes to affect the profit and loss account. The propo-
sed Directive provides that the fair value be used, be
used for the assets owned for commercial purposes
and not be used for long term assets possessed for
non-commercial purposes, for elimination of the afo-
resaid inconvenience. 

Since the expansion of the existing rules regarding the
public disclosure is preferred over the adoption of new
rules by the member states, the proposal has enlarged
the framework of rules regarding the public
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Subject Turkey
so as to help the persons and the enti-
ties using such statements give correct
decisions. Beside giving the financial
information in full, the financial state-
ments must provide information about
the potential future events.

EU
disclosure. The member states may make the public
disclosure rules more strict. Pursuant to the proposal,
the companies are obliged to disclose their targets and
strategies of risk management related with the use of
financial assets which are valued based on their fair
values in the annual financial statements.

3.15. Taxation

3.15.1. Taxation of Securities in the EU and Turkey

Tablo 18: Taxation of Securities in the EU and Turkey
Subject

Withholding
tax and
stamp duty
levied in the
capital
markets

Revenues
from
securities and
capital gains

Taxation of
dividend and
interest

Turkey
As of 6.7.1994, the Council of Minis-
ters is authorized to reduce the rate of
the stamp duty levied on the instru-
ments required to be regulated by the
CMB pursuant to the Capital Markets
Law down to "0" percent, increase the
reduced rate up to the rate specified in
the law and apply various rates betwe-
en the lowest and the highest rates by
the types of the instruments.   
In Turkey, revenues from the securiti-
es are grouped under the headings of
dividend, interest, repurchase agre-
ement and other. Capital gains means
the surplus value obtained from the
sale of the securities and the rights.
As different from the EU, taxable net
earning is adjusted by using the rate
of revaluation and/or the compound
average interest of the govern-
ment/treasury bonds and bills tenders.
• There are no substantial differences

from the EU in terms of taxation in
the capital markets. There is no uni-
form procedure among the member
states. Concentration of the taxation
on the capital earnings and minimi-
zation of the taxation on the

EU
It is admitted that interest and dividend income earned
by residents from financial investments be subject to
withholding tax at a minimum rate of 15% would be
convenient. On the other hand, it is proposed that the
stamp duty levied for the registered capital or the ca-
pital raises of the capital companies be not more than
2% and less than 1%.

Taxation of securities comprise the taxation of secu-
rity purchase and sale transactions, dividends, interest
and capital gains.

• Dividend of shares
• It is admitted that interest and dividend earned by

the residents within the EU from the financial in-
vestments be subject to a withholding tax at the rate
of minimum 15% would be convenient. In the EU-
member countries, the rate of tax is 25%, in general,
and between 10% and 30% in particular. In some
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Subject Turkey
dividend earnings would contribute
to the long-term structure of the
market. 

• Pursuant to Article 94/6b(l) of the
Income Tax Code, the rate of with-
holding tax levied for dividend ear-
nings is 5% in case of public com-
panies and 15% in case of non-pub-
lic companies. 

• If the amount of dividend, including
the tax return, is above TL 3,5 billi-
ons, it must be declared. The rate of
tax for incomes subject to the inco-
me tax varies between 15% and
40%. The rates in the EU-member
countries vary between 10% and
30%. If the income of limited tax
payers (real person) consist only of
dividends taxed due to stoppage tax,
they are not obliged to submit annu-
al tax declaration. In addition, pur-
suant to the Article 8/1 of the Cor-
poration Tax Code, such dividends
are exempt from the corporation tax,
except for dividends earned from in-
vestment in the capital of an unlimi-
ted tax payer corporation and inco-
me from mutual funds. 

• In case that the amount of interest
income from the government and
treasury bills and bonds remaining
after the application of the discount
rate (45.9%) is above TL 3,5 billi-
ons, it is declared. The rates of tax
are applied in increments as in the
case of taxation of dividends. The
rate of withholding tax levied on the
government and treasury bills and
bonds is 0% pursuant to the Article
94/7 of the Income Tax Code.

EU
countries (such as Luxembourg and  Sweden) ear-
nings from the financial investments are exempt
from tax.
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Subject
Prevention of
tax evasion

Problems

Turkey
It will be necessary to adopt common
standards beyond signing treaties with
the EU member states for prevention
of double-taxation and tax evasion. 

Although treaties are signed with the
EU-member states for prevention of
double-taxation and tax evasion, har-
mony with the taxation procedures in
the EU is out of concern due to the
prevailing tax rates.

EU
For prevention of tax evasion, the tax must be levied
at the source for all resident persons and legal entities.
With this system, which will also facilitate the admi-
nistrative control, the rates of the withholding tax can
be reduced and the taxes will go to the country of ori-
gin where the income is earned. 
Banks will declare the interest income of their resident
clients to the tax authorities. In this way, it will be en-
sured that all tax payers pay their taxes. However, sin-
ce this system will force the banks to give up their
confidentiality policies, it causes a reaction from
many member countries. 
The fundamental problem is the emergence of double-
taxation burden. Especially the use of different taxati-
on practices by the member states regarding the capi-
tal markets gives a competitive advantage to the states
which apply lower tax rate for the cross-border portfo-
lio investments. With the prevention of tax losses ca-
used by cross-border controls and restrictions on the
factorial movements, the harmony in taxation practi-
ces is emphasized.
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3.15.2. Taxation of Capital Market Transactions and Earnings
in the EU and Turkey

Table 19: Taxation of Capital Market Transactions and Earnings
in the EU and Turkey

Tax-exempt

Primary market is exempt
from tax. In the secondary
market, all purchase and sale
transactions in the Exchange
are subject to transaction tax.
If the transaction is made out-
side Austria, it is subject to
tax if one of the parties is a
resident in Austria. Bonds are
subject to tax at the rate of
0.04% and shares at the rate
of 0.15%. Transactions
between the dealers are
exempt from tax. Treasury
bonds are exempt from tax. 
The rate of tax for the public
borrowing instruments, the
listed bonds and the deposi-
tary certificates in the primary
market is zero. All other
bonds and depository 

Interest payments to resident
persons and entities are sub-
ject to withholding tax at the
rate of 30% as of January 1st,
1993. Non-residents are not
subject to the withholding tax,
except for investments in the
German-origin financial
instruments. The rate of with-
holding tax levied on the divi-
dends is 26,375% since
January 1995. 

25% for the residents. 

Capital earnings from finan-
cial assets used for profes-
sional activity are subject to
tax at the rate of income tax
applicable to real persons and
legal entities. 

In essence, investment earn-
ings are taxed as of the cur-
rent year. Capital income
earned by residents from
securities held more than 6
months is exempt from
income tax. Losses from secu-
rities in the same category are
deducted from the capital
earnings. If total net earning is
below DM 1,000, it is exempt
from tax. No tax is levied for
capital income earned by for-
eign investors.  
Real persons are subject to
income tax at the rate of
between 10% and 50%. 

Real persons are subject to
income tax at the rate of 10%
to 50%.

Germany

Austria

Belgium
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certificates are subject to
transaction tax at the rate of
0.14%. The rate of tax is
0.35% for the rest of shares
and 1% for the mutual fund
certificates. The rate of tax for
the foreign bonds and deposi-
tary certificates and mutual
funds in the secondary market
is 0.07%. Transactions of
mutual fund certificates are
taxed at the rate of 0.5% and
all other transactions at the
rate of 0.17%. 
Bond issues are exempt from
stamp tax. Other borrowing
instruments are subject to
stamp tax at the rate of 1%.
Foreign investors in the sec-
ondary market are exempt
from tax. Local investors pay
transaction tax at the rate of
0.5% for share purchase and
sale transactions.

No tax is levied for the trans-
actions in the primary market.
Each transaction in an amount
less than FRF 1 million in the
secondary market is subject to
tax at the rate of 0.3%.
Transactions in an amount up
to FRF 500,000 are exempt
from tax. If the amount of

Interest payments are not sub-
ject to withholding tax.
Resident persons and entities
are subject to 25% coupon tax
for dividend payments of
Danish companies.

Resident persons and entities
are not subject to withholding
tax for income they earned
from the shares. However, the
dividend they earned from
such shares is subject to
income tax. Except for certain
companies, the tax is credited
for up to 50% of the real

Rate of income tax paid by
companies is 34%. Real per-
sons are subject to income tax
as high as 62%. Non-residents
are exempt from tax, in gener-
al, for share and bond sales in
Denmark. Unlimited tax payer
companies are exempt from
tax for shares they held more
than three years. Income
earned by real persons from
shares above DKK 113,300
(in 1999) is subject to income
tax. If the shares are held
longer than three years, the
income earned from such
shares is exempt from tax. 
Residents are subject to
income tax for dividend earn-
ings. Except for certain com-
panies, the tax is credited for
up to 50% of the real dividend
payment. In this way, the
amount of income tax can be
reduced slightly. 
In case that the capital earning 

Denmark

France
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transaction exceeds FRF 1
million, the sum in excess up
to FRF 4,000 is subject to tax
at the rate of 0.15%. Purchase
and sale of bonds listed on the
Paris Stock Exchange and of
stocks listed in an official
Exchange are exempt from
tax.

No stamp tax is levied in the
primary and the secondary
markets. Capital raises are
subject to capital tax at the
rate of 1%. Although purchase
and sale transactions are
exempt from tax, custody ser-
vices are subject to value-
added tax at the rate of 17.5%. 
No tax in the primary market.
There are two kinds of stamp
tax in the secondary market.
One type of the stamp taxes is
levied on the documents and
instruments, rather than the
transactions, and the other on
the shares. The rate of stamp
tax levied on the shares is
0.5%. The other stamp tax
(SDRT) is levied for security
transfers in cash or cash
equivalent at the rate of 0.5%
since July 1st, 1996.
Depository certificates on
shares are subject to SDRT at
the rate of 1.5%. 

dividend payment. In this
way, the amount of the
income tax can be reduced
slightly. The rate of withhold-
ing tax levied for interest
earned from bonds and money
market instruments is 0% for
government bonds issued after
January 1987, 12% for gov-
ernment bonds issued before
December 31st 1964 and 10%
for government bonds issued
between January 12th, 1965
and December 31st, 1986.  
25% for dividend payments. 

The rate of corporation tax
levied on the dividend earn-
ings corresponds to 20%, but
the tax-payer is taxed at the
rate of 23% under normal tax-
ation. Interest earnings from
time deposits and capital mar-
ket instruments due more than
five years are subject to with-
holding tax at the rate of 23%
for individuals and 0% for
companies. 
The rate of withholding tax is
23% for investment up to
GBP 50,000 in the capital
market instruments due less
than five years and 0% for 

from the sale of securities
exceeds FRF 50,000 per
annum (in 1998), it is subject
to tax at the rate of 26%.  

For income earned from every
kind of stocks and bonds, real
persons are subject to tax at
the rate of 13% to 60% and
legal entities at the rate of
35% to 40%. 

Unlimited tax payers were
subject to income tax at the
rate of 20% for their income
up to GBP 4,300, 23% up to
GBP 22,800 and 40% for
more in 1996/1997. The joint-
stock (limited in UK) compa-
nies were subject to tax at the
rate of 31% as of April 1st,
1998 and 30% as of April 1st,
1999. Dividend earnings are
subject to the Advanced
Corporations Tax (ACT) at
the rate of 10% as of April
6th, 1999. Capital income
earned through the sale of
stocks and private sector 

The
Netherlands

United
Kingdom
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Public sale in the primary
market is subject to stamp tax
at the rate of 1% based on the
par value of the stocks. 
No tax is levied for the sec-
ondary market transactions. 

No stamp tax is levied in the
primary market. 
No tax and stamp tax is levied
in the secondary market.

Primary market is tax-exempt.
In the secondary market,
every kind of purchase and
sale transaction made by
authorized agents is exempt
from tax.

others. The rate of withhold-
ing tax for bond interest and
British Government stocks is
20%. 

Dividend and interest earnings
by resident persons and enti-
ties from securities other than
treasury bonds are subject to
withholding tax at the rate of
25%.

In the absence of a treaty,
non-residents are subject to
withholding tax at the rate of
30% for dividend earnings
and 0% for interest earnings. 

Capital earnings are subject to
tax through A) custodian insti-
tution, B) fund management
and C) tax office according to
investor's choice. 
Shareholders owning less than
2% of shares of a company
are subject to capital earning
tax at the rate of 12.5% and 

bonds is subject to 20%, 23%
or 40% for individuals, 34%
for mutual funds and 31% for
joint-stock companies. Income
corrected by retail price index
during 1998/2000 is exempt
from tax up to GBP 6,800 for
real persons and GBP 3,400
for funds. 
Real persons are subject to tax
based on the total income they
earned in Spain. Capital earn-
ings are added to the income
tax base. Earnings from secu-
rities held for a certain time
are exempt from tax. 
Resident persons and entities
are subject to income tax at
the rate of 30% for interest,
dividend and capital earnings.
The tax for the foreign securi-
ties concerns the country of
origin of such securities. 
The maximum rate of income
tax for real persons is 56% of
the income. 
Losses arising from purchase
and sale of listed securities
and 70 % of other capital
losses are deducted from the
capital earning tax base. 
Earnings from securities are
subject to income tax. 

Spain

Sweden

Italy
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No tax is levied for the
primary and the secondary
market transactions.

Total amount of capital raised
by companies listed in the
Athens Stock Exchange in the
primary market is subject to
tax at the rate of 1%. Also
stamp duty at the rate of 2.4%
is levied. 
Although no tax is levied in
the secondary market, security
transfers are subject to trans-
fer tax at the rate of 0.3%
based on the market value of
the securities. 

No tax is levied in the prima-
ry market and for the public
sector bonds. Company bonds
are subject to stamp tax at the
rate of 0.48%. No stamp tax is
levied in the secondary mar-
ket. 

those owning more than 2%
of shares at the rate of 27%. 
Resident and some of EU-
member country resident per-
sons and entities are subject to
withholding tax at the rate of
25% for dividend earnings. 

Dividend earnings are subject
to withholding tax at the rate
of 35%. Apart from the with-
holding tax, shareholders and
companies are not subject to
any tax for dividend earnings. 

The rate of tax is 5% for divi-
dends paid by listed compa-
nies and 15% for dividends
paid by other companies as of
2000. The rate of tax is 10%
for private sector bonds and
0% for public sector bonds. 

Earnings from securities sold
within 6 months are subject to
tax. Earnings below LUF
60,000 by a person and LUF
120,000 by married couples
are exempted from tax. A
shareholder owning more than
25% of shares in the capital of
a company is subject to tax at
a rate which is half of the nor-
mal tax rate. 
The rate of income tax for
real persons varies between
5% and 45%. Companies issu-
ing bearer shares and not list-
ed in the Athens Stock
Exchange are subject to
income tax at the rate of 40%.
All other joint stock compa-
nies are subject to tax at the
rate of 35%. 
In general, capital earnings
are not subject to tax.
Earnings from mutual funds
and portfolio management
companies are subject to tax
at the rate of 15%. 
Real persons are subject to
income tax at the rate of 15%
to 40% as of January 1st,
1999. The rate of corporation
tax is 30%. 

Luxembourg

Greece

Turkey
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3.15.3. Taxation of Pension Funds in the EU

Tablo 20:  Taxation of Pension Funds in the EU
Country Employee's Employer’s Interest and Capital Taxation of Total or

Contribution Contribution Earnings Annual  Salary
Germany

Austria

Belgium

Denmark

Deductible from tax
base up to a specified
limit.

Deductible from tax
base up to a specified
limit.
Deductible from tax
base.

Deductible from tax
base.

Payments of the emp-
loyer that remain in
the company can be
deducted from the tax
base, but the insuran-
ce premiums are sub-
ject to income tax for
the employees as they
are considered as in-
direct salary.
--

Deductible from tax
base.

Deductible from tax
base.

Not subject to tax.

Subject to tax at the
rate of 15%.

Assets of the fund
management firms are
subject to an annual
tax at the rate of
0.17%. A stamp tax is
levied on the tax base
at the rate of 15% or
25%. Profits of the in-
sured funds which
cannot be deductible
from tax base by insu-
rers and are distribu-
ted are subject to a
tax at the rate of
9.25%. 
While interest and ca-
pital earnings from
bonds are subject to
tax, dividend and ca-
pital earnings from
stocks are exempt
from tax.

Retiree’s salaries (be-
nefits) can be subject
to tax at a low rate ac-
cording to the funding
methods.

--

Flat taxation of capi-
tal; margin rate of an-
nuities is subject to
tax.

Lump sum payments
40%; annuities are
subject to tax at the
same rate of individu-
al income.
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Country Employee's Employer’s Interest and Capital Taxation of Total or
Contribution Contribution Earnings Annual  Salary

Finland

France

The
Netherlands
UK

Ireland

Spain

Sweden

Italy

Luxembourg

Portugal

Greece

Contributions of emp-
loyees and employers
to pension schemes
can be deducted from
tax base up to a speci-
fied ceiling. 
Deductible from tax
base.
Deductible from tax
base.
Deductible from tax
base.
Deductible from tax
base.

Deductible from tax
base up to a specified
limit.
Deductible from tax
base.
Deductible from tax
base.
Deductible from tax
base up to a specified
limit.
Taxed.

Deductible from tax
base.

--

--

Deductible from tax
base.
Deductible from tax
base.
Deductible from tax
base.

Deductible from tax
base.

Deductible from tax
base.
Deductible from tax
base.
Comparable to Com-
muniqués in effect in
Germany.
Employees are sub-
ject to tax. However,
if they have no earned
right due to early ter-
mination of employ-
ment contract, it is
exempt from tax.
Deductible from tax
base.

Annuities are subject
to income tax.

Deductible from tax
base.
Not subject to tax.

Not subject to tax.

--

Assets of the Pension
Fund are not subject
to tax.
Subject to tax.

--

--

--

--

--

Annuities are subject
to income tax.
Annuities have been
taxed already.

Lump sum payments
are not subject to tax.
Annuities are subject
to income tax.
Annuities are subject
to income tax.

Subject to tax at a low
rate.
Annuities are subject
to income tax.
Annuities are subject
to income tax.

Deductible from tax
base partly or wholly
up to a specified ce-
iling.

Annuities are subject
to income tax.
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3.16. Principles of Corporate Governance in the EU
There is no uniform model which is valid and correct for all countries
regarding the principles of corporate governance. Different principles can
be adopted according to the socio-economic structure in each country.
Although there is no absolute model valid under all circumstances,
attempts for adoption of a set of principles common for all countries are
rising day by day. The UK experiment within the EU reflects the Anglo-
Saxon experiment, in general. Especially after the fall of some companies
whose financial statements failed to reflect the actual financial standing,
the London Stock Exchange and the Financial Reporting Council, which
is responsible for the accounting standards, requested from the Committee
to take measures in this regard and to adopt the "Code of Best Practice"
which would provide a guideline for the executives. The principles in the
adopted Code have been taken as examples by the other countries. These
principles are gathered under 3 headings: 

After the emergence of Cadbury Group in the UK in the early 1990s,
debates in the European Union on the principles of corporate management
intensified. The corporate governance principles to be implemented
across the EU are aimed to make the EU companies more competitive in
the global capital markets. As a result of works of the semi-official com-
mittees, some reforms have been realized. 

However, despite similarities in the principles adopted during the
negotiations at the national level, no agreement has been reached at the
EU level. Such differences limit the integration between the borders and
the emergence of the EU-beyond companies. 

The Competition Advisory Group, which was founded in 1995,
advised that the similar approach developed regarding the corporate gov-
ernance principles and the EU policy should be particularly built on three
important areas: 

1. Adoption of the Code of Best Practice in corporate governance
across Europe. 

2. Publication of a guideline describing the overall structure of the
public enterprises in the member countries.

3. Reduction of protective restrictions imposed by the national gov-
ernments on the ownership of foreigners especially regarding the
privatizations.  

Another point concerning the corporate governance is the recognition
of the European Company Status which will make a significant contribu-



tion to the establishment of the single market. The policy in this area is
important in terms of creating new opportunities. Many large size compa-
nies which seek to take benefit from the advantages of the single market
by expanding within the EU have to incur additional costs as they have to
comply with different legislation in effect in each country regarding the
national companies. The European business organizations declared to the
Commission that they wished that the European Company Status be
adopted for prevention of this handicap. The European Company Status is
one of the priority-given topics of the Action Plan for the Single Market. 

The Competition Advisory Group emphasized that mechanisms such
as golden shares and the like which led to discrimination among the
investors regarding the public companies should not be encouraged. The
matters of in which cases and to what extent the minority shareholders
should have vote in the management of the private companies need to be
clarified. The said discriminatory mechanisms are huge barriers on the
direction to emergence of modern international integrated capital markets. 

3.16.1. Developments in the EU Countries
Austria: The enterprise support institutes of the Austrian Chamber of
Commerce are dealt with questions and problems of the small and medi-
um size companies regarding the corporate governance. They also provide
support for business and finance plans of the enterprises. 

Denmark: The government of Denmark has embarked on a study
regarding the corporate governance. This study handles the legislation
abolished and at force regarding the ownership structure in the Denmark
industry.  Also the advantages and disadvantages of pays depending on
performance, including the implications of the tax legislation, are exam-
ined. In addition, the limitations of the amendments to the articles of asso-
ciation which would improve corporate governance are dealt with. 

Finland: The Helsinki Stock Exchange issued a recommendation
which also covered the best practices regarding the corporate governance,
in conjunction with 3 public organizations. 

France: The French jurisdiction has enacted certain acts which govern
the balance of power in any company. For example, one of the acts main-
tains the independence of the board of directors by ensuring that at least
two thirds of the directors shall not be the employers of a public compa-
ny. In addition, a corporate law reform bill contains a section regarding
the corporate governance. 

Germany: The act regarding the control and transparency of a com-
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pany sets forth the basic standards for the corporate governance. As a
result of the negotiations regarding the implementation of the act, an
improvement has been achieved regarding the reconstruction of the
thoughts and opinions of the German executives. 

Italy: After the decision to consolidate the legal issues regarding the
financial markets, the management principles in the listed companies have
begun to emphasize the protection of the minority rights. Small size com-
panies which will newly emerge and the pan-European EURO NM net-
work will ensure the development of mechanisms which will improve the
communications between the company and the investors. A committee
formed within the body of the Ministry of Justice examines the corporate
governance covered by the reform act regarding the non-listed companies. 

The Netherlands: The matter of "Corporate Governance" is currently
discussed between the representatives of the private sector, the govern-
ment and OECD. 

Portugal: Training and enlightenment programs for the businesses
cover the best practices regarding the corporate governance. 

Sweden: The best practices regarding the corporate governance in the
venture capital sector are not among the responsibilities of the member
states. 

One of the studies regarding the corporate governance in the European
Union has been made by CEPS (Center for European Policy Studies). This
study contained significant conclusions and suggestions regarding the
corporate governance. 

1. It is recommended that a guideline be issued regarding the corpo-
rate governance as an initial step because of differences in the prin-
ciples of corporate governance at national level. The purpose of this
guideline is to ensure the establishment of the minimum standards
and the framework for the corporate governance within the EU. It
is recommended that all companies listed in the exchanges be
obligated to comply with these minimum rules. It is suggested that
monitoring of compliance with these rules by independent organi-
zations (such as exchanges, auditors etc.) would be beneficial. It is
assumed that encouraging the important companies in the real sec-
tor to be bound by such rules would accelerate the process of direct-
ing the other companies to follow. 

2. It is suggested that the accounting standards must be harmonized at
the EU level, that a standard similar to the International Accounting
Standards must be established and that the European Accounting
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Standards must be set up. 

3. It is recommended that company acquisition procedures and rules
be harmonized to ensure transparency and public disclosure regard-
ing acquisition and takeover operations and that rules to attain this
end be incorporated into the Corporate Law Directives. 

4. The fact that the European Company Status could not have been
established yet is another factor which impedes putting into prac-
tice the corporate governance principles. The fact that various legal
requirements applicable to the company registration and operations
vary from country to country causes the companies to make sub-
stantial additional expenditure. 

Major suggestions regarding the corporate governance are as follows: 

a) The objective of the corporate governance rules is to ensure a consen-
sus among all concerned parties of the company.

Rights and Obligations of Shareholders
a) Shareholders must be given the opportunity to use their votes inde-

pendently after being adequately informed. This is necessary since the
shareholding becomes increasingly international. This rule is very
important, in  particular, in the case of use of votes in proxy by banks
and similar institutions which provide custody services to the
investors. 

b) Shareholders must be allowed to decide on which rights will be
attached to the shares. That each share has one vote must be the prin-
ciple rule. All exceptions to this rule must be subject to the approval of
the general meeting of shareholders. Use of rights and powers delegat-
ed by the shareholders to the executives of the company must be audit-
ed under special procedures at regular intervals. 

c) Fundamental rights of shareholders must include appointment and
removal of directors and auditors, approval of distributable profit,
approval of proposed amendments to the articles of association and of
issuance of new shares. 

d) Shareholders must consider the growth and the stability of the compa-
ny in the long run. Responsibility of the majority shareholders in this
matter is of prime importance. 

e) Minority shareholders must be treated in accordance with the princi-
ples of equality and integrity. This rule is of prime importance partic-
ularly in the case of takeover. 
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Structure of and Procedures Applicable to Governance
The governance can be structured by one or two boards. 

One-Board Governance Structure
a) The board of directors is responsible for the success of the company

management. For that reason, the performance of the management
must be monitored effectively, closely and constantly. 

b) The board of directors should include outside directors who are pro-
fessionally experienced and highly qualified and independent of the
management. The outside directors should have adequate seat in the
board and be independent so as to make effective surveillance on the
management. 

c) The directors must be responsible and liable against the general meet-
ing of shareholders. Their office term and re-election must be subject
to the approval of the general meeting of shareholders. The office term
of the directors should be limited by a specified time. 

Two-Board Governance Structure
The aforesaid principles of governance structure are equally applicable to
the board of directors and the board of auditors. Powers and duties of
these two bodies and representation of the employees in the board of audi-
tors are specified in the articles of association. 
Reporting and Control
a) The board of directors has the duty to keep the company accounts well

balanced and submit them to the approval of the shareholders appro-
priately. 

b) Company information must be made available to all shareholders. 

c) The annual reports must include the strategies and the investment deci-
sions of the company. 

d) The board of directors must establish an objective and open communi-
cation with the auditors. The responsibilities of the outside directors in
the board for the audit of the company are of great importance. 
Different countries within the EU have different perspectives regard-

ing the rules of corporate governance. 
The Cadbury Committee was established in the UK in 1991 for the pur-

pose of establishing the standards and the reliability of financial reporting
in companies and determining the roles of the managing and non-manag-
ing directors in such matters. The Committee published the Code of Best
Practice on the Financial Aspects of Corporate Governance in 1992. 
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Although the London Stock Exchange leaves it to the companies to be
bound with the Code, but requires them to disclose in the annual reports
whether or not they are bound with the Code and explain the reason why
they are not bound with it. 

Primary recommendations in the report of the Cadbury Committee are
as follows:

1) Importance should be given to the distinction between the chairman
and the chief executive. 

2) Independence of the board of directors should be ensured. To this end,
the directors who are not in executive positions should be really inde-
pendent and have adequate professional knowledge. These directors
should be in a position to give recommendations independently and
spare adequate time for the operations of the board of directors. They
should be appointed in accordance with a specified process. 

3) Remuneration paid to the managing directors should be fixed by a
remuneration committee and disclosed to the public. 

4) Shareholders should be informed about the appointments made to
the board of auditors and the appointment procedures. 

5) Executives should inform the shareholders about the operation of
the internal control mechanisms and the progress of the activities. 

The corporate governance principles have different priorities in differ-
ent European countries. With the adoption of the report of the Cadbury
Committee in the UK in 1992, adequacy of the financial control and reli-
ability and remuneration to the executives have gained importance over
the other matters. 

Priority is given to the efficiency of the management's control in
Germany. Particularly the international banks' use of votes by proxy and
their influence and control over the management of the companies
through the memberships they have in the boards of auditors of the com-
panies are of prime concern. 

In France, the impact of the structure of hierarchy among the top exec-
utives in large size companies over the independence and the reliability of
the board of directors with a view to the corporate governance principles
is of prime importance. 
Shareholding Structures
Differences in the shareholding structures in the European countries play
a determining role in the level of development of the capital markets in
these countries. 
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Some 59 percent of the shareholders of the listed companies in the UK
are institutional investors. These institutional investors include pension
funds, insurance companies, banks, investment companies. The second
largest shareholder group representing in the UK is the individual
investors with a share of 19%. The share of the industry is 4%. 

In Germany, the industry constitutes the largest shareholding group in
the listed companies with a share of 42%. The institutional investors have
a share of 15%, of which 10% is represented by banks. The public has a
share of 17%. In France and Italy, individual investors rank second among
the shareholder groups. In Italy, the public sector represents the second
largest shareholder group in the listed companies with a share of 27%.  
Structure of Companies and Board of Directors in the European Countries
The number of limited liability companies (joint-stock companies) in the
European Union is comparable. A limited liability company has a special
legal identity distinct from those of its shareholders and liable for its debts
to the extent of the shares in the capital of the company. A limited liabili-
ty company can be open or closed to the public. The corporate governance
principles become more important in the case of limited liability compa-
nies open to the public, as the shares in the capital of these companies are
transferable without the consent of the management and without being
subject to any restriction. In addition, the executive bodies of these com-
panies are subject to certain liabilities. 

Limited liability companies open to the public are subject to various
registration requirements in the EU-member countries. The amount of
minimum capital required to be owned by these companies, structure of
the board of directors and election of the directors, responsibilities of the
general meeting of shareholders vary from country to country. Majority of
the EU-member countries has one-board governance structure. The board
of directors gathers the executive directors who represent the management
on the one hand and the non-executive/outside directors who represent the
shareholders on the other, and the responsibilities are shared among these
representatives. 

In the two-board governance structure, the board of directors is subject
to the audit of a board of auditors formed by members appointed from
external sources independent of the executive body. Denmark, Germany
and the Netherlands use this system, while in France, Portugal and Spain
one of two systems can be selected. In Denmark, Germany and the
Netherlands, representatives of the employees have seats in the board of
auditors. Especially, Germany is striking in this respect. In Germany,
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more than half of the members of the board of auditors are the represen-
tatives of the employees in companies employing over 2000 employees.
That the representatives of the employees have seats in the board of audi-
tors is compulsory in Sweden, but optional in France. 

In the one-board and two-board corporate governance systems, the
members of the board of auditors is appointed or approved by the gener-
al meeting of shareholders in many countries. The Netherlands, is excep-
tional. In this country, the board of auditors elects the members itself. 

When the structure of the boards of auditors in Germany is examined,
it is seen that the representatives of the unions and the employees make
up half of the total number of the board members. The representatives of
the industrialists are the second largest group with a share of 25%. The
representatives of the banks and the financial institutions have a seat in the
board at the rate of 10%.
Impact of Accounting Regulations on the Corporate Governance Principles
in the EU
Accounting regulations aim to ensure that financial standing of the com-
panies be reflected accurately and truthfully by means of a set of rules.
Results of the operations are reflected in the annual balance sheet and
income tables which are submitted to the approval of the general meeting
of shareholders. Since the business results are also important for the
employees, the lenders, the clients and the tax authorities beside the share-
holders, the financial statements are required to be audited by the auditors
of the company. 

In the accounting practices, two approaches have been adopted in gen-
eral. One approach, which has been adopted particularly in the Anglo-
Saxon countries, is to organize the accounting system in accordance with
the requirements of the financial markets. The same approach has been
adopted in the Netherlands. The other approach has been adopted in the
continental Europe, where the accounting system is organized in accor-
dance with the requirements of the legislation, rather than the require-
ments of the financial markets. Due to the difference in the concept of
accounting system, it is not possible to evaluate the year-end results of the
companies in different countries in the same manner. 

The progress toward the unity and harmony regarding the corporate
governance rules in the European Union has been quite limited, as the cor-
porate governance principles vary from country to country depending on
the national, economic and social conditions of the individual countries.
Since the proposed changes regarding the registration procedures of the
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companies and the representation of the employees in the board of audi-
tors have significant implications on the national systems of the member
countries, they cause difficulties in the settlement of regulations aimed at
harmonization. For this reason, the pace of harmonization in the corporate
governance principles such as limited liability companies open to the pub-
lic, the acquisition and takeover procedures, the rights of the employees
on the company is slow compared to other regulations. For example, the
fact that the participation of the employees in the management of the com-
pany varies significantly from country to country makes it difficult to
develop a common regulation toward the establishment of the European
Company Status. Since the degree of representation of the employees in
the management and the auditing boards of the companies in Germany,
the adoption of less flexible rules by Germany seems difficult. 

Another regulation which has significant implications on the corporate
governance principles in the EU is the Directive of the European Business
Councils which was adopted in 1994. The Business Councils are related
with multinational companies and formed by 30 persons being the repre-
sentatives of the management and the employees. When demanded by the
employees, this Council has to be formed. Effective from 1997, compa-
nies without a business council have to negotiate with the representatives
of the employees for the establishment of the business council. The own-
ers of the company have to inform to and discuss with the representatives
of the employees of the proposed actions of the company such as  restruc-
turing which have significant implications on the activities of the compa-
ny. The Directive is applicable to companies employing minimum 1000
employees of whom minimum 150 are employed in another member
country. The system in Germany seems more advanced compared to the
regulation in the Directive, as the directive aims at informing to and con-
sulting with the employees only, while the system in Germany requires
that more than half of the seats in the board of auditors of the large size
companies is held by the representatives of the employees. 

Regulations aiming at creation of a single financial market are very
important in terms of compliance with the corporate governance princi-
ples. Deregulation of capital circulation among the member countries,
rendering of financial services in every member country freely and uni-
versal banking regulations affect indirectly the corporate governance
rules. The Second Banking Directive has adopted the universal banking
model in the EU. Accordingly, the EU banks will be able to involve with
commercial banking and investment banking concurrently on a broader
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spectrum. The banks have been allowed to have a high shareholding in the
industry. The banks can invest in and purchase shares of non-financial
companies up to 15% of their assets. Another rule is that the share of
banks in the industrial companies cannot exceed 60%. Another limit is
that the banks can lend maximum 25% of their resources to a single client.
These percentages are very high for many EU-member countries. 

Five developments in the EU facilitate the diminishing of differences
among the national systems and the opening of the EU markets to the
international competition: 

1) Increasing role of the institutional investors,
2) Integration of financial markets,
3) Harmonization of accounting standards, 
4) Increasing shareholder activism,
5) Acceleration of privatization.

The increasing importance of the institutional investors in the European
capital markets forces the adoption of the Anglo-Saxon model as the cor-
porate governance system. The importance of keeping the shareholders
informed, one share one vote rule, dividend policy, financial benefits to the
executives and statutes governing the general meeting of shareholders has
increased gradually. The institutional investors have gained the status of
pressure group over the management of the companies in various subjects,
because of the fact that the institutional investors are more active share-
holders compared to the individual investors and can initiate efficient
actions against the defects or insufficiency of the management. Significant
developments have occurred toward the deregulation of the institutional
investors in the EU. With the life and non-life insurance Directives of
1994, investment limitations on the insurance companies have been dimin-
ished and the regional obligations on the investments of the insurance
companies have been lifted across the EU. More than 80% of the assets of
the pension funds within the EU belongs to the funds in Ireland, the
Netherlands and the UK. In the UK and Ireland, there is no restriction on
the distribution of the portfolio investment of the pension funds. In
Germany, Belgium and Denmark, investments on foreign securities are
subject to restrictions. In Germany, the insurance companies and the pen-
sion funds can invest maximum 30% of their portfolios in stocks. In prac-
tice, this rate is around 18% as the fund managers avoid to take risks. 

As a result of integration of the international capital markets, the level
of harmony in the portfolio distributions of the institutional investors will
rise. The portfolio of the institutional investors in the continental Europe
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has been concentrated mainly on the borrowing instruments like bonds
and debentures. 

Another factor which encourages the development of the corporate
governance principles is the wide-spreading tendency of using the share-
holder rights. This tendency is quite obvious particularly in the USA and
the UK. The shareholders are acting actively and efficiently against the
corporate management. Voting services are constantly keeping the share-
holders informed about their rights and encourage them to use their votes.
The shareholders are informed in detail about the issues in the agenda of
the general meetings of shareholders and as well as about the conditions
that occur in different voting results. 

The Cadbury Report in the UK said that the institutional investors
should disclose their policies regarding the use of votes to the public. 

In the EU, various difficulties are encountered regarding the develop-
ment of the corporate governance principles. One of the difficulties is that
the shareholders in general prefer to be passive and do not use their votes
in person or by proxy in the general meeting of shareholders. The level of
attendance of the shareholders in the general meetings of shareholders is
low. Among the reasons of this shareholder disinterestedness are that the
shareholders think that they are powerless and lack of influence against
the corporate management, that the shareholders try to conceal their own-
ership of shares as much as possible due to the tax obligations and that the
shareholders do not intend to be shareholders for a prolonged time.
However, the development of the shareholder-based rules is in progress in
the EU-member countries. In Germany, the banks are obliged to give
information to their clients who are shareholders to whom they provide
custody services about how they should cast their votes and to obtain the
opinion and instruction of the client regarding the use of votes. If the
clients do not give instruction about the use of their votes, the banks can
use the votes as specified. In the UK, the listed companies have to indi-
cate in their financial statements whether they follow the corporate gov-
ernance principles set forth in the Cadbury Report or not.

IV. Technical Harmonization with the European Capital Markets
The technical harmonization of the Turkish capital markets and the
Istanbul Stock Exchange (ISE) with the EU capital markets is related with
the depth and the liquidity of the market, the standards regarding the con-
tribution of the market to the macro economy and the technological
progress. The methods developed for perfect operation of the global mar-
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kets for all participants during the recent years are particularly related with
the roles of the brokerage firms in the market on the one hand and the
modernization of the means of data processing and transmission mecha-
nism on the other. 

The reforms in the market structures can be gathered in three groups:
The first is the technological modernization and the establishment of the
new exchanges and the alternative market trading. The second is the abil-
ity of the institutional investors to access to and invest in different mar-
kets with different trading systems more easily. The third is the deregula-
tion of the markets and the trading systems or liberalization of legislation
on the deregulation of the markets. 

Even the New York Stock Exchange, which is assumed to have the
most advanced market system in terms of technology, completed the last
stage of the modernization of the computerized trading system which was
in use since 200 years just in 1995 by spending US 125 US dollars. 

The Istanbul Stock Exchange constantly improves its electronic trad-
ing system for the purpose of settlement of prices and efficient data trans-
mission as well as integration with the global markets in parallel with the
world exchanges where the new technologies are adopted rapidly. 

Issue and implementation of regulations especially in the securities
markets play an active role in the market development. In the 21st centu-
ry, market mechanisms with one-screen, remote access and common
settlement system will be used. With the issuance of regulations in paral-
lel with the developments, cross-border transactions and membership will
be realized. 

Incorporation of the new trading systems into the USA National Market
listing is necessary for fair pricing, but it is claimed that quotations given
by systems such as Instinet and Optimark would cause difficulties for the
brokerage firms and the market makers. Thanks to the technical advance-
ments in the New York Stock Exchange much more transactions are car-
ried out by wireless means of communications and thus instant access to
the transaction and the financial information can be assured. 

As the Internet system becomes more efficient, a liquid market will
occur also at night for not only the US Exchanges, but also for all
Exchanges in the world. The plans for extending the trading day cause a
stirring among the money market managers. On the other hand, benefits
expected from the use of advanced computer technology are considered
for digital information and data recording and data transmission. With the
use of artificial intelligence, decision making of the traders on different
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markets in a shorter time will be facilitated. 
Especially the increasing competition among the exchanges forces

them toward alliance and cooperation agreements and even mergers. 
One of the still contemporary and mostly debated topics is the imple-

mentation of the market making system. Beside the UK and the USA
examples, where the system is in use, the possibilities of using the system
in many European Exchanges where the system is not used, are consid-
ered. Since the market transactions in the UK and the USA are based on
the market making system, the establishment of common trading systems
will be necessary for global integration of the markets. 

Within the context of these critical developments, the progress toward
the integration of the EU capital markets has gained a new dimension: 

� The share of the foreign investment in the portfolios of the EU
investors is quite low. 

� Since the integration of the capital markets has not been completed
in full, it does not have the ability to soften the consumption in a
way to absorb the potential shocks in the market fluctuations. 

� However, with the success to lift the restrictions on the purchase
and sale of fixed yield instruments and stocks of the member coun-
tries and the introduction of the single currency, the institutional
investors within the Union are able to expand their portfolio com-
positions on an international scale. 

� Security issuers are also able to take benefit from this new devel-
opment trend. 

� The volume of international bond issues in Euro rose to a level
equal to the volume of bond issues in the US dollar. 

� The Monetary Union of Europe has a positive effect on the dereg-
ulation of various regulations, the creation of a single market espe-
cially in the field of financial services, the improvement of the
clearing mechanism and finally the structural changes toward the
realization of the Action Plan on the Financial Services. 

� The investor behavior exhibits a change in parallel with these
trends. The inclination of the European investors to take more risk
is increasing thanks to the lower interest rates and the feeling of
security due to a more stable economic environment brought by the
single currency. The average credit rating of the European corpo-
rate bond market has entered into a down trend with the entrance of
the "AAA" rated issuers into the market. This indicates that the
opportunity of the companies for acquiring finance have increased. 
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� Despite the aforesaid changes, increasing the transparency in the
financial markets within the EU and making the auditing rules and
practices more efficient by reviewing them are very important for
the success of the Action Plan. 

4.1. Member States’ Economies and Stock Exchanges 
When the market characteristics are examined as the indicator of the tech-
nical advancement of the markets, it is seen that the countries where the
ratio of the market capitalization to the GNP is high are also developed in
economic terms. In the UK, which has the most advanced Exchange with-
in the EU, this ratio is around 195%. Other Exchanges which have a mar-
ket value above the GNP are in Finland, Greece, Luxembourg, the
Netherlands and Sweden. Turkey is in the mid ranks when compared
according to this criteria. 

Figure 3: The Share of EU Exchanges in the General Economy (1999)

Source: FIBV 2000. OECD
Note: The GNP figures have been obtained from the OECD as of 1999. The market
capitalizations of the Exchanges as of 1999 have been proportioned to the GNPs to
see the size of the Exchange in the general economy.

When the size of fund transferred from the market to the business sec-
tor through initial and subsequent public sales is taken into account to see
the economic function of the capital market in terms of funding, it is seen
that the Turkish capital markets must rise to more advanced levels. 
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Table 21: Initial and Subsequent Public Offerings (Total Issues, million Euro)
Country 1998 1999 % Change
Austria 3195.1 644.6 -79.8
Germany 7843.8 20816.4 165.4
Belgium 1484.7 2462.6 65.9
Denmark 830.7 2468.6 197.2
Finland 877.7 3017.5 243.8
France 17829.0 26610.1 49.3
The Netherlands 16688.7 35361.1 111.9
UK 19688.4 15548.6 -21.0
Ireland 2269.5 1194.3 -47.4
Spain na 10095.8 na
Sweden 1832.5 798.1 -56.4
Italy 5142.8 10218.1 98.7
Luxembourg 538.2 3332.7 519.2
Portugal 609.5 3109.0 410.1
EU Average* 80494.3 127784.6 58.7
EU Average - 137880.4 -

Source: International Federation of European Stock Exchanges, 2000.
*: Excluding Spain.

4.2.  Number and Size of the Listed Companies 
When the capital markets are examined in terms of public offerings, it is
seen that the stocks of average 1058 companies are traded in the EU
Exchanges, while the stocks of average 298 companies are traded in the
Istanbul Stock Exchange.

However, the high rate of EU average is due to high number of com-
panies traded in  Germany and the UK Exchanges, to a great extent.
Particularly in Germany the number of listed companies rose by 150% to
8798 in 1999 compared to the previous year. The number of companies
listed in the ISE is higher than those listed in the Exchanges in nine out of
fifteen EU-member countries. In six EU-member countries, the number of
listed companies has decreased. When the change in the number of listed
companies is examined, it is seen that the highest increase after Germany
has occurred in the ISE during 1990 and 1999. Beside the number of com-
panies, it is useful to compare the average company sizes. In Germany,
where the number of listed companies increased rapidly, the average com-
pany size has decreased by 75%. It is seen that the companies listed in
Germany after 1999 are rather small size companies. 
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Figure 4: Number and Average Size of Listed Companies

Although the ISE is not very much different from the EU countries in
terms of the number of listed companies, it is only larger than Germany
and Luxembourg in terms of average company size. Germany which is in
the first rank in terms of the number of listed companies is in the last rank
in terms of the average size of companies. 

When an evaluation is made according to the size of companies, it is
noticed that Germany encouraged the small size companies especially in
1999, that large size public enterprises in Italy were privatized through
public sales and that the size of companies in the UK and the Netherlands
grew steadily. In the rapidly growing Turkish, Greek and Finnish
Exchanges, the market volume has increased due to increase of stock
prices following the global crisis. 
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4.3. Total Market Value of the Listed Companies 
In terms of total market value of the listed companies, the stock market in
the UK is the largest one. The smallest Exchanges are Luxembourg and
Austria Exchanges. The highest increase in the market value was achieved
in the Finnish and the Greek Exchanges between1990 through 1999. By
taking into account that the number of listed companies has not increased
in these Exchanges during the same period, the increase in the market
value is the result of the substantial increase in the prices of the stocks. 

Figure 5: Comparison of Market Values (million US$ , 2000/5)

Source: FIBV, 2000/5.

The market value of the ISE as of the end of 1999 is 12% of the EU
average. The low market value of the ISE indicates that the depth of the
Exchange is low compared to the EU Exchanges. Of the industrial com-
panies in the ISO (The Istanbul Chamber of Industry) 500, only 126 com-
panies are listed in the ISE. As other enterprises open to the public and
begin trading on the ISE, the depth of the market will increase. Besides, it
is expected that as more small and medium size enterprises use the capi-
tal markets, the market value of the ISE will increase. 
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4.4. Trading Volume and Transaction Rates
The London Stock Exchange is the most developed of all Exchange in the
EU in terms of market value and trading volume. In the ISE, of which
trading volume increased 9 times between 1990 and 1999, the trading
volume was higher than those of the Exchanges in the 6 EU-member
countries in 1999. However, its trading volume is low compared to the
developed Exchanges in the EU. The highest increase in the trading vol-
ume in 1999 was achieved in Greece (4357%).

Fugure 6: EU Average and Trading Rates of the ISE

As a better indicator of the market liquidity, the trading rates have been
determined. The trading rate of the ISE is higher than the EU average and
those of many Exchanges within the EU. Although the ISE has not been
sufficiently developed in terms of the market depth, it is a liquid market. 

When evaluated in terms of index changes, the Exchange showing the
best performance within the EU in terms of yield is the Helsinki Stock
Exchange. Between 1990 and 1999, it showed the highest performance
among all EU Exchanges with a yield of 25.9%. The lowest performance
is exhibited by Vienna Stock Exchange. The highest index value of the
Vienna Stock Exchange during the same period is 502 in 1990. 
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4.5. Mergers and Takeover Activities 
Mainly direct foreign investments and then mergers and takeovers in the
form of cross-border investments increased markedly in the Internal
Market within the EU between 1997 and 1998. These activities as well as
parallel developments in the other services sectors affect the integration of
the Internal Market positively.

Figure 7: Mergers and Takeovers in the EU

Source: European Commission.

Merger and takeover activities of the foreign investors particularly
within the EU increased two folds between 1997 and 1998. This increase
is the result of the policies of the companies seeking to compete by pur-
suing growing strategies and to catch new potential investment opportu-
nities in the EU market which is being reshaped with the accelerating
impetus of the European Monetary System on the EU integration. The ris-
ing trend of the trade volume within and outside the Union since 1993
accelerates the process of EU integration more. The level of deficit in the
trade and the investments is equal to or lower than those of the USA and
Japan (OECD, 1999). 
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Table 26: Distribution of Mergers and Takeovers within EU

Regional Distribution
Number % National Within International International Total

Change EU EU-target EU-buyer
1987 2.775 71,6 9,6 4,4 14,5 100
1988 4.242 52,9 65,9 13,5 4,3 16,2 100
1989 6.945 63,7 63,2 19,1 7,6 10,1 100
1990 7.003 0,8 60,7 21,5 7,9 9,9 100
1991 6.607 -5,7 66,4 17,9 7,8 7,9 100
1992 6.005 -9,1 65,0 16,6 10,0 8,4 100
1993 5.740 -4,4 63,4 15,9 10,8 9,8 100
1994 6.334 10,3 62,9 15,1 12,2 9,8 100
1995 6.810 7,5 59,5 16,5 11,5 12,5 100
1996 6.327 -7,1 55,7 17,4 13,0 13,9 100
1997 7.097 12,2 52,3 17,4 16,0 14,2 100
1998 7.600 7,1 50,1 16,5 17,1 16,3 100

Source: European Economy, February 1999.
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Subject
Stock Market
Trading
Volume 
(1999)

Capitalization
of Stock
Market 
(end of 1999)

Stock Market
Trading Rate

Index Yields
Based on
Local
Currencies
(1991-1999)

Number of
Companies

Average Size
of Companies
Market
Diversification

Turkey
US$ 62,6 billion
Increase between
1990 tru 1999: 966%

US$ 64,6 billion

Increase between 1990-99: 239%

1998: 203%
1999: 96,8%

Average (%) Standard Deviation
124,4                      148

Number of Companies: 281
Increase between 1990-1999: 155%

US$ 230 thousand
Increase: 33%
Lack of certain markets in Turkey
weakens the competitive power. There
is no futures and options market, war-
rants market, and the market for pri-
vate sector bills and bonds is almost
nil. 

EU
Highest: UK: US$ 3,12 trillion
Lowest: Luxembourg: US$ 1,2 billion
EU Average: US$ 500 billion
Highest Increase: Greece: 4357%
Lowest Increase: Austria: 5%
EU Average % Increase (1990/99): 383%
Highest: UK: US$ 2,77 trillion
Lowest: Luxembourg: US$ 30,8 billion
EU Average: US$ 547 billion
Highest Increase: Greece: 1315%
Lowest Increase: Austria: 19%
EU Average % Increase (1990-99): 252%
Highest: Spain: 171,5%
Lowest: Luxembourg: 4,1%
Average: 91,4%

Average (%) Standard Deviation
The Netherlands 25,2 19,7
UK 13,7 10,0
Ireland 18,6 22,2
Spain 19,7 23,5
Sweden 21,7 18,8
Italy 15,2 24,4
Luxembourg 18,5 35,3
Portugal 18,8 27,1
Greece 28,8 45,3

Increase between 1990-1999
EU Average: 1.058 96%
Germany: 8.798 1250%
UK: 2.788 9%
France: 1.150 43%
EU Average: US$ 869,9 thousand
Increase between 1990-1999: 178%
There are markets for stocks, public and private bor-
rowing instruments, stocks of technological compa-
nies as well as futures.

Table 27: Comparison of Market Characteristics of the EU Exchanges
and the ISE
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Subject
Cost of
Transaction
(Commission
Rates)

Corporate
Finance
Resources

Impact of
Euro on the
Capital
Market

Turkey
It varies between 0.2 and 1%. It was
announced by the CMB that the rate
of commission would be fixed freely
from 2000 onward. 

The number of companies using the
resources provided by the capital mar-
kets is quite low. Especially financing
by means of long term capital market
borrowing instruments is almost nil. 

• From the beginning of January
1999, the ISE-100 Index began to be
calculated in Euro and to be
announced to the public. 

• Having the markets where the secu-
rities are purchased and sold in elec-
tronic media completely, the ISE is
gaining more the status of an inter-
national stock market day by day.

• Companies and banks doing busi-
ness with Europe make their finan-
cial plans in Euro and thus Euro
becomes prominent in the account-
ing systems. 

EU
There is no standard minimum rate in effect in the
member countries. The rates are fixed freely. 
Austria: There is no  legal limitation. It varies between
0.75 and 1.25%. 
Belgium: It varies between 0.07 and 0.17%.
Denmark: It is fixed freely. It varies between 0.025
and 0.15%. 
Finland: It is fixed freely. 
France: It is fixed freely. 
Greece: It is fixed freely.
Ireland: It is fixed freely. 
Italy: It is fixed freely. 
Luxembourg: It is fixed freely. 
The Netherlands: It is fixed freely. 
Portugal: A fixed rate is applied: it varies between
0.03 and 0.2%
Sweden: It is fixed freely. It varies between 0.30 and
0.40%. 
UK: It is fixed freely. 
Of the companies in the continental Europe, 75%
secure financing from the banking system and 25%
from the capital markets. The percentage of compa-
nies in the Netherlands securing financing from the
banking system is 50%, in France, Italy and Germany
70% and in Spain 80%. 
• Since January 1999, the stocks issued are listed in

Euro.
• Since the requirement to take measures against the

cross exchange rate risk and the need for instru-
ments for protection against this risk were eliminat-
ed in the countries shifted to Euro, spreading of new
financial instruments is possible. 

• The requirement of the European investors to distrib-
ute their investments among the sectors and coun-
tries in a better way is growing. 

• It accelerates the reconstruction in the European
financial services sector. It eliminates the exchange
rate differences and the resulting risks, which were
one of the barriers before the cross-border competi-
tion. The stock yield of the banking sector in the
continental Europe is still quite lower than that of 
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Subject

Price Margin
in the Stock
Market

Session Time
and Duration

Turkey

10%

10:00 - 12:00 and 14:00 – 16:00

EU
the USA. With the increase of cross-border competi-
tion, consolidation and reconstruction process has
accelerated. 

• It ensures price transparency and spurs merger and
takeover activity. With the product consolidation
across Europe, an environment convenient for pen-
sion reform emerges. 

• Harmonization with the Euro criteria within the
European Union resulted in a decrease in the yield
of fixed yield instruments. The yield in Germany
decreased from 7.7% down to 4.9%, in Italy from
10.9% down to 5.3% during the last 4 years. 

• That the yields will go down further with transition
to Euro may result in flow of funds to the capital
markets.

• It increases the income versus risk prospects of
stocks. 

• It increases the liquidity in the stock markets. 
• It accelerates the reconstruction, rationalization and

consolidation process of the European industries. 
• It increases the consistency in the valuation of the

prices of the assets.  
There is no limit in Germany, Denmark, The
Netherlands, UK, France and Greece, but the autho-
rized bodies may impose a provisional margin when
necessary. The limit is 15% in Vienna Stock
Exchange, 5% in Brussels and Luxembourg Stock
Exchanges, 15% in Helsinki Stock Exchange and 10%
in Madrid Stock Exchange.
Frankfurt 08:30 - 17:00
Vienna 08:00 - 15:00
Brussels 10:00 - 16:30
Copenhagen 09:00 - 17:00
Paris 10:00 - 17:00
London 09:00 - 16:30
Milan 10:00 - 17:00
Luxembourg 10:00 - 13:00/14:00 - 15:15
Madrid 10:00 - 17:00
Amsterdam 09:30 - 16:30
Helsinki 10:30 - 17:30
Greece 10:45 - 13:30
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Subject
Exchange
Mergers in
the EU

Merger of
Settlement
Institutions in
the EU

Turkey
• The ISE is the founder member and

president of FEAS. 
• The ISE has signed a "Memorandum

of Cooperation" with the London
Stock Exchange for the exchange of
information. 

• Settlement and custody services are
provided by Takasbank (the
Settlement and Custody Bank in
Istanbul). Also, other clearing insti-
tutions are used.

EU
• Amsterdam, Brussels and Paris Stock Exchanges

will merge under the name of Euronext by
September 2000. Blue chip companies will be traded
in Paris, futures in Amsterdam and stocks of small
and medium size companies in Brussels. 

• The system where the stocks will be traded is the
NSC trading system of the Paris Stock Exchange. 

• Clearing and custody transactions will be carried out
via Clearnet.

• Participation of Luxembourg, Milan, Madrid and
Zurich Stock Exchanges is in the agenda. 

• Euroclear and Sicovam will merge completely by the
early days of 2001.

• Final agreement will be signed in June 2000. 
• Euroclear will purchase 20% of the shares in the

capital of Clearnet, the affiliate of the Paris Stock
Exchange, and will be represented in the Board of
Directors of Clearnet. 

• Sicovam will be the subsidiary of Euroclear.

V.  Evaluation and Conclusions
General evaluation, problems and exceptions regarding the integration of
Turkey with the financial markets in the EU are given below. Under the
second heading, the present condition and requirements of the Turkish
capital markets are evaluated with a view to the financial developments
and expectations in the EU. 

5.1. Harmony in the EU Financial Markets 
As of the end of 1999, the European Union entered into a new phase of
expansion. The Union seeks to attain an economic, monetary and even
political integration, together with the new members, in 2000s. Having
surpassed a long way particularly in economic and monetary union, the
Union has in its agenda the issues of amendment proposals to the existing
regulations and completion of the regulatory harmonization of the candi-
dates to the EU. 



5.1.1. Financial Action Plan  
� The European Union has prepared a five-year action plan in 1999

for creation of a single market in the finance sector. The plan gath-
ered the finance sector under three  strategic categories as whole-
sale trading market, retail trading market and auditing. A date has
been set for each category, and a schedule was established for each
one. The Action Plan for Financial Services contains various mea-
sures against changes resulting from growth of the use of Euro,
globalization and technological advances. 

� The Action Plan for Financial Services sets forth three priority
areas for the measures to be taken: 

� First Priority Actions: These actions are related with full realization
of the benefits of Euro and making the financial services sector of
the Union more competitive, while the interests of the consumers
are protected. 

� Second Priority Actions: These actions are especially aimed at rec-
tification of the existing regulations or ensuring the compliance of
the existing structure with the new developments and thus the
smooth operation of the Single Financial Services Market.

� Third Priority Actions: These actions are aimed at achieving a clear
and general recognition in determination of the actions to be taken
for establishment of a harmonized policy toward the end of transi-
tion to Euro. 

5.1.2. Investment Services
� One of the actions in the Action Plan is the creation of a single

European Wholesale Market by revising the Investment Services
Directive which was adopted in 1993. The purpose is to accelerate
the integration of the European capital markets in the field of secu-
rities. Non-banking financial institutions will be allowed to involve
with order collection and execution, dealing transactions, portfolio
management etc. on the basis of agencies across Europe. In fact,
this permission was given to the banks, to a great extent, by the
Second Banking Directive adopted in 1989. With this amendment,
activities such as investment consultancy, consultancy regarding
mergers and takeovers, custodian services, security management
and exchange transactions, which are not included in the basic
activities of banks, will be carried out by other licensed financial
institutions. 
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� One of the most current practical results of the Investment Services
Directive is the regulation of the electronic transactions. Intensive
work and regulations regarding the electronic based transactions
are observed. However, according to paragraph 4 of Article 15 of
the Directive, the remote membership is left to the authority of the
host country, to a great extent. This can be seen as a restriction in
one sense. For this reason, the minimum requirements of the remote
membership are sought to be established. 

� Exemptions within the scope of the Investment Services Directive
exhibit differences among the member countries. For example, in
Austria insurance companies, central banks and mutual funds have
been granted exemptions within the scope of the Directive. No
extension was given to Spain, Greece and Portugal after the expiry
of the transition period given to these countries for membership in
and entrance to the organized markets in 1999. Within the frame-
work of authority definitions which are quite flexible from one
country to other, the definition of the "organized market" needs to
be clarified with a view to exemption conditions. 

� Negotiations for correction of the Investment Services Directive
with respect to the transparency regime are in progress. 

5.1.3. Capital Adequacy
� Ensuring uniformity in the criteria and standards of capital adequa-

cy in the capital markets of Europe is aimed at ensuring competi-
tion especially among the brokerage firms regarding the provision
of financial services in the member countries. 

� Production of real goods and services as well as the quality of the
financial products and the financial management and planning play
an active role in the continuity and stable growth of the companies.
So, transactions regarding the financial products are carried out
freely on the one hand and security issuers are obligated to be in
compliance with the regulations for protection of the consumers
sufficiently on the other. 

� The fundamental disputes among the EU-member countries occur
between Germany and the UK, in general. The dispute in this mat-
ter occurs due to the fact that regulations in Germany regarding the
capital adequacy of the banks have been established more conserv-
atively. For example, in Germany secondary liabilities are not
included in the definition of the minimum capital requirement. On
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the other hand, in the UK regulators seek (a) the recognition of the
advanced risk management techniques which would minimize the
capital requirement of the investment companies and (b) the active
use of the short term secondary debts as the compulsory capital. 

� Germany is anxious that the competitive power of the universal
German banks which involve with security trading would be nega-
tively affected if the detailed capital adequacy rules applicable to
the investment companies are introduced to the Directive. In the
same way, the UK is concerned that the investment companies in
the UK would be disadvantageous against the non-European com-
petitors and thus the foreign investment companies would flee from
London if the conservative banking regulations preferred by
Germany are adopted. However, such concerns have been eliminat-
ed by enlarging the objective of the Directive. 

� It was adopted that both the banks and the investment companies
would keep the "securities transaction books" separate from the
other books and bound with the capital adequacy rules at an accept-
ed level appropriate to the securities transactions in accordance
with the transaction books. In this way, a common area has been
created between the universal banks and the non-banking invest-
ment companies. 

� The rules of the Directive regarding the market risks need to be
improved. In this way, the "risk weights" are planned to be regulat-
ed again under the light of the experience gained over time. 

� The short term proposals for elimination of the omissions in the
Capital Adequacy Directive include the following: 

i) Banking and capital markets should be made more transparent
through consolidated surveillance. To this end, how the banks will
be consolidated with the brokerage firms should be specified clear-
ly. 

ii) Different national policies regarding the stocks with high or low
liquidity negatively affect the cross-border investment decisions
and/or the position of the financial centers within the EU against
the other centers. Even if the national practices are expected to
come closer to each other over time, it is considered useful to estab-
lish criteria regarding the liquidity of the stocks which will be
applicable across the EU for ensuring equality in competition. 
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5.1.4. UCITs
� The most important one of the issues included to the agenda with

the Directive proposal (European Report No. 2373) regarding the
UCITs is the "definition and scope of the liquid assets and money
market instruments". The UK and Sweden require a new definition,
while Germany requires a more detailed definition. On the other
hand, complete uniformity regarding the rate of investment of a
UCIT in the other UCITs and derivative products within the frame-
work of portfolio restrictions has not yet been achieved. 

5.1.5. Monetary Union
� Observing the criteria regarding transition to the Monetary Union

brings certain risks for the member countries. The most obvious
risk is that the governments will no longer be able to use the nation-
al financial instruments when an economic crises occurs. Loss of
flexibility in adjustment of the exchange rates and loss of power to
use fiscal means such as tax for control of the budget will lead to
fiscal loss for the governments and restrict the power and authority
of the governments to take measures against the economic prob-
lems. For this reason, the governments have to ensure the continu-
ity of the established criteria in order to prevent a crisis. 

� Although the framework of rights and obligations of the member
states regarding the Monetary Union has been drawn in the
Maastricht Treaty, concrete foresights determining the special char-
acteristics of the exchange relationships between the member states
have been neglected. Ensuring a harmony and uniformity among
the member states regarding the exchange rate practices is impor-
tant for the future and stability of the markets. It is desired that the
countries which will not participate in the Monetary Union be
encouraged to enter the process of proximity with the other coun-
tries and that the smooth operation of the Single Market be guaran-
teed through stability in the exchange rates. 

� With the introduction of Euro, the progress toward the Single
European Capital Market has been accelerated significantly.
Creating of the single currency union within the Euro zone and
implementation of a common monetary policy by the European
Central Bank accelerate the creation of a single market in the
money markets across Europe and consequently influence the re-
shaping of the European Money Market. 

118 Meral Var›fl, Ali Küçükçolak, Oral Erdo¤an, Levent Özer



119
Turkish Capital Market and the Istanbul Stock Exchange (ISE) Towards
Harmonization and Competition with the European Capital Markets

5.1.6. Tax Procedures  
� The fundamental problem experienced in the tax practices in the

member states is the emergence of double-taxation burden.
Especially the different taxation practices of the member states
regarding the security transactions in the capital markets give com-
petitive advantage to the states which impose lower tax rate for the
cross-border portfolio investments. For this reason, the govern-
ments are reluctant to give up their power of taxation, which is the
main income item of them. Avoiding from high tax rates and use of
minimum tax rates for creation of fair competition conditions are
important for the future of the economic and monetary union. 

� Re-taxation of foreign incomes such as dividend and interest earn-
ings which are taxed by withholding tax is tried to be prevented
through the setoff system implemented within the country.
However, the fact that interest earnings of limited tax payers are not
subject to withholding tax and that the limited tax payers are not
obliged to submit tax returns to the foreign tax authorities increas-
es the tax evasion. 

� France, Greece, Ireland, Italy, Portugal and Spain imposed restric-
tions on the capital transfers in order to prevent tax evasion before
1990. With deregulation of the capital movements for the financial
integration of the EU, the requirement of determining the tax pay-
ers in the EU and declaration of all financial transactions to the tax
authorities has been recognized by all member states. 

� Differentiation of the withholding tax imposed on the financial
investment earnings among the member states affects the capital
distribution, interest rates, portfolio composition and tax incomes in
the case where the domicile basis is not applied within the EU. On
the other hand, imposition of withholding tax on the interest earn-
ings with a lower rate compared to the rate of withholding tax
imposed on the dividend earnings causes tax evasion through capi-
tal issue and unbalanced distribution of the economic risk within
the EU. Despite the attempts to ensure a harmony in the imposition
of a minimum withholding tax at the rate of 15% on the interest and
dividend incomes earned by the persons domiciled in the EU from
the financial investments, the fact that the rates of withholding tax
imposed by the member states vary between 10% and 60% and that
some member states such as Luxembourg and Sweden do not
impose withholding tax on such incomes causes a difficulty in
achievement of the said harmony. 



5.2. Harmonization Process of Turkey
The process of full membership of Turkey to the EU which was acceler-
ated with the confirmation of Turkey's candidate status covers, the har-
monization of the Turkish capital markets with the financial markets of
the EU. Especially the competition environment brought by transition to
the single currency system in the EU affects the activities of all financial
institutions and requires the concerned parties to be ready for the new for-
mations. Within this context, the following issues have significant impli-
cations: 

� In the new EU capital markets which were re-shaped, Exchange
mergers have begun to be realized in accordance with concrete
schedules. Decision of the Exchanges in different countries to
merger first time ever as in the case of Euronext is the first exam-
ple of the merging process. Another reflection of the fact that
national identities become less important with the effect of being a
member of a Union is seen in the capital markets. The Exchanges
make efforts to continue their growth by becoming the member of
a union. Active participation of the Istanbul Stock Exchange among
the Exchanges in the capital markets of the EU in accordance with
its strategies will both accelerate the integration between the mar-
kets and influence the preparations for the full membership to the
EU. 

� Increasing competition pressures hinders the efficiency of the activ-
ities of the small and medium size Exchanges due to free movement
of the services and the capital. For example, it was observed before
the establishment of Euronext that the Brussels Stock Exchange
that had lost its large companies through merges and takeovers. For
this reason, it is important for the Istanbul Stock Exchange to main-
tain its competitive power by accelerating its efforts to promote its
comparative strengths. With the establishment of FEAS (Federation
of Euro-Asian Stock Exchanges), bilateral relationships with the
relatively homogenous Exchanges should be furthered within the
organization of FEAS. 

� The level of cooperation with the Exchanges where the securities of
the Turkish companies are traded should be raised in various fields
such as cross-border membership, settlement, securities issuance,
co-listing etc. More Exchanges are being reconstructed and trans-
formed into profit-making enterprises relatively. At last, but not the
least, the London, Oslo and Australia Stock Exchanges are in the
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process of transforming into profit-oriented commercial enterpris-
es. Among the reasons of this transformation is the fact that com-
petitive power of profit-oriented  Exchanges increases and that they
respond more rapidly to the international developments. 

� It is observed for the past several years that there is an intensive
demand for TMT (technology, media, telecommunications) stocks
in the European capital markets in parallel with the recent global
developments. Due to increase in demand, Exchanges are continu-
ing to establish new markets for the technology companies. Finally,
the Madrid Stock Exchange has announced the establishment of a
special market named "Neavo Mercado", to this end. The Istanbul
Stock Exchange can establish a separate market for the trading of
TMT stocks. 

� It is proposed in the EU that the Investment Services Directive be
updated and that the barriers before the brokerage firms for their
entrance to the market and the remote membership be lifted. To this
end, the capital market of the country needs regulations regarding
the security of payments, the use of guarantees, the protection of
investors, the assurance of information flow for remote member-
ship and cross-border securities transactions. However, due to the
fact that the relevant regulation in the EU is flexible sufficiently, a
serious problem in the harmonization regarding the remote mem-
bership will not be encountered at the initial stage. 

� In order for widening the number of institutional investors, active
participation of the private pension funds in the market will be
allowed in the near future. The private pension funds in the EU sup-
ply significant amount of funds to the capital markets as institu-
tional investors. 

� Since the investment of the social security institutions on the stocks
is subject to restrictions in Turkey, their influence on the market is
very limited. However, when the private pension funds will be
established, their investment in the stocks as part of their portfolio
investments will accelerate the institutionalization of the capital
markets. 

� Financing through mid and long term borrowing instrument issue
of the private sector in the Bills and Bonds Market must be allowed.
The share of the securities of the private sector in the total security
stock in the capital market is 14% as of December 1999 and the
share of the private sector bonds in this share is 0.0001%. One of
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the important reasons of private sector's inability to issue deben-
tures is the overwhelming domain of the public borrowing instru-
ments in a chronic inflation environment. However, a 3-year pro-
gram for fight with inflation to be effective from 2000 has been
announced. The program may create an environment favourable for
the growth of the private sector bills and bonds market. As a con-
tribution to the growth of the private sector bills and bonds market,
the Istanbul Stock Exchange can lay the ground for issue of low
cost bonds, including the less strict listing conditions. 

� While the rate of publicly traded stocks in the paid-up capital of the
companies listed on the ISE is 5% to 15% according to the amount
of the paid-up capital, this rate is 25% in the EU. For this reason,
regulations supporting the increase of the rate of the publicly trad-
ed stocks for the purpose of both giving a depth to the Exchange
and ensuring harmony with the EU need to be issued. In addition,
the definition of "open to public" should be revised and the princi-
ple of all companies being open to public be listed on the Exchange
should be adopted. 

� Since the preparation of the financial statements in accordance with
the international accounting principles is important for comparison
of the companies of different countries with each other, the EU has
given the priority to the elimination of differences between the
accounting standards in the member countries. In Turkey, it is seen
that certain accounting rules are different from the international
accounting standards. Inflationary accounting, accounting of leases
and building contracts are some of such differences. The Capital
Markets Board must make amendments to the regulations to ensure
the harmonization of all accounting standards and methods used in
Turkey, some of which are given above, with the international
accounting standards for the purpose of companies in the capital
markets. 

� Settlement rules are regulated once again in line with the EU's
objective to minimize the settlement risk posed by the opponent
party in the cross-border transactions, which is one of the strategic
objectives of the EU. To this end, the Settlement and Custody Bank
(Takasbank) of the Istanbul Stock Exchange must issue the regula-
tions which will guarantee the settlement of purchase and sale
transactions in the case of insolvency or bankruptcy of the broker-
age firms which are the opponent party of a cross-border transac-
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tion. In the EU, in case of dissolution of a party of a cross-border
settlement transaction, the completion of the settlement transaction
and the security of the transaction must be assured before the dis-
solution. 

� In Turkey, there is no a clear definition and distinction between the
sophisticated and the individual investor in the legislation. The EU
gives the first priority to the clarification of the distinction between
these two types of investors for protection of the investors. For this
reason, the Capital Markets Board must define and make a distinc-
tion between the sophisticated and the individual investor and set
forth the provisions applicable to them in the regulations. 

� As anticipated from the developments in the capital markets in the
European Union, the reconstruction and the integration of the
Exchanges will be "electronic" and the "physical spaces" will no
longer be important in the very near future. Alternative electronic
operating systems are rapidly becoming the competitors of the
Exchanges. For this reason, a system which will enable trading in
the Exchange around-the-clock outside the session hours must be
established. 

� Mergers and takeovers both in the real and the finance sectors will
increase. Financial institutions lacking the competitive power and
poor in technical and financial aspects will go outside the system.
Due consideration will be given to partnerships with the foreign
financial institutions. In addition, in accordance with the principle
of single license in the EU, the competitive power of the brokerage
firms must be increased and the rule of remote provision of services
freely must be adopted within a certain period of time. The capital
adequacy which is important for the investment companies for
keeping their financial structures ready for the competition in the
market through efficient risk management must be determined
high. 

� The maximum amount of compensation payable from the Investor
Protection Fund is very low compared to the EU. While the amount
of compensation payable is minimum ECU 20,000 per person in the
EU, it is maximum TL 2 billion for 2000 for the receivable from the
brokerage firms whose license was revoked and against which
bankruptcy proceedings were initiated before the effective date of
the amendments to the Capital Markets Law. This amount will be
increased each year by the rate of revaluation. However, there is no
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ceiling for the compensation payable for losses incurred after the
effective date of the amendments to the Capital Markets Law. The
amendment provides that TL 7,5 billions of the total cash and stock
receivable of the custody account holders who do not have stocks
in the account sufficient to cover the receivable or no stock be paid
before the completion of the liquidation proceedings. 

� The importance of electronic trade is increasing gradually. Another
important matter is to ensure the security of the electronic transac-
tions. The EU-member states have begun to issue the national reg-
ulations regarding the electronic signature to this end. In Turkey,
the matter of electronic signature is cited among the powers and
duties of the Capital Markets Board in accordance with the amend-
ment made to the Capital Markets Law by the law no. 4487 which
was published on the Official Gazette of 18.12.1999. This matter
need to be handled and regulated by the Capital Markets Board
based on the power given to the Board. 

� Although the companies in the EU are allowed to disclose their
estimated profit-loss accounts to the public on condition that the
public is not misled, the companies in Turkey are not allowed to do
this. In the EU, if the authorized bodies decide that disclosure of
certain information to the public is contrary to the public benefit or
may cause harm to the company seriously, such information may
not be disclosed to the public on condition that the public is not
misled due to non-disclosure. In Turkey, there is no clear provision
on the matter on the Communiqué Series VIII, No. 20 of the Capital
Markets Board regarding the disclosure of special situations to the
public. Obligating the companies to disclose their estimated profit
and loss accounts, together with the reasons thereof, for the next
year in accompanying the financial statements of the current year
will prevent the false news until the disclosure of the financial
statements of the next year. 

� By making an amendment to the Directive regarding the remote
provision of financial services in the late 1999, the European
Commission has targeted to ensure high protection to the investors
with respect to the marketing of the retail financial services through
electronic means such as telephone, facsimile or the Internet. With
the Article 22/u of the new Capital Markets Law regarding the
remote provision of financial services, of which content has not yet
been filled entirely, the Capital Markets Board has been given the
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power and authority to issue regulations and carry out controls on
this matter. The Board should regulate the remote provision of
financial services by a communiqué based on this authority. 

� Since the intensive demand for the TMT stocks, mainly those of
Internet companies has substantially increased the trading on cred-
it, it is observed that the works of the regulatory and controlling
bodies have been focused on this matter across Europe.
Cooperating with these bodies is considered to be useful for the
purpose of preparing the TMT companies, which are within the
body of a holding in general, to be traded on the Exchange. 

� Adoption of common principles regarding the corporate gover-
nance is one of the issues handled seriously by the EU during the
recent years. There is no special regulation on this matter in Turkey.
The Capital Markets Board and the Istanbul Stock Exchange should
determine the framework of the corporate governance principles for
the companies being subject to the capital market legislation by
obtaining the opinions of the listed companies. 

� Application of the principle of "prudential management" to the
relationships between the group companies in the capital market
and making the auditing of the group companies more efficient is
one of the priorities of the EU. In Turkey, there is no special regu-
lation regarding the group companies, except for consolidated
financial statements. Considering the importance of the relation-
ships between the group companies for the capital market, this mat-
ter should be regulated by the Capital Markets Board under a spe-
cial Communiqué within the scope of principles of prudent man-
agement. 

� Regulations aimed at building trust in the public are issued rapidly
and diligent care is given to providing better information to the
public in Turkey regarding the initial public offerings, changes in
the issuing companies and prevention of insider trading in line with
the standards and practices in the EU. 

� Communiqué Series V, No. 34 of the Capital Markets Board sets
forth the criteria regarding the minimum capital and activities of
and especially the liabilities versus the positions assumed by the
brokerage firms.  The Communiqué regarding the capital require-
ments has been issued by taking into account the minimum stan-
dards established by the European Union for all lending institutions
and investment companies operating in the member countries.
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Determination of the initial capital in the Capital Adequacy
Directive 93/6/EEC, which completes the framework of the
Investment Services Directive 93/22/EEC is in parallel with the
objective of ensuring trust and control against the potential risks. 

� The criteria applicable to the capital adequacy of the brokerage
firms are aimed at prevention of losses caused by the activities of
the brokerage firms. Accordingly, the minimum capital requirement
for the newly-established brokerage firms has been determined as
TL 500 billions. The brokerage firms being member of the Istanbul
Stock Exchange are subject to an upper limit in transactions in the
stock market and restrictions on the amount of client’s stocks in
custody or positions assumed by them. The purpose is to prevent
the brokerage firms from assuming risks unproportional to their
capital. A definition of equity has been provided in parallel with the
Investment Services Directive. Accordingly, the risks related to ful-
fillment of the liabilities of the brokerage firms are defined and sub-
ject to certain restrictions in accordance with various selected crite-
ria. The requirement of capital adequacy at the rate of 4% against
the special risk for the stock portfolios in the EU Directive is also
applicable to the brokerage firms in Turkey. In the event that the
amount of capital market instruments issued by a company exceeds
10% of the total market value of the portfolio, 70% of the total mar-
ket value of the portion exceeding the 10% is taken into account
(consolidation risk). 

� As included in the Action Plan, the EU plans to establish a securi-
ties commission and ensure harmonization of the EU regulations in
this area by 2002. Formation of a "sub-committee for securities"
within the body of coordination between the EU and Turkey will
help harmonization of the Turkish regulations regarding the capital
markets with the EU. 

� Surveillance and audit activities regarding the manipulations are
carried out by the Istanbul Stock Exchange and the Capital Markets
Board. A harmonization is needed in terms of the efficiency of the
judicial functioning, rather than the legal regulation. Manipulative
transactions will lessen as the markets operate more efficiently as
well as efficient surveillance and audit activities. 

� Works should be commenced for reciprocal recognition of the bro-
kerage firms and their branches and for application of the rules of
country of origin. In this way, investment companies operating in
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the capital markets of the EU-member countries will be granted
licenses to operate in Turkey in accordance with the said rules. In
the same way, Turkish brokerage firms will obtain license to oper-
ate in the capital markets of the EU under the same conditions. 

� Considering that total amount of the pension funds in 13 EU mem-
ber countries (except for Greece and Luxembourg) is US$ 2,9 tril-
lions as of 1998, Turkey must reform its social security system in a
very short time.
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GLOBAL CAPITAL MARKETS

On global basis, the second quarter GDP growth continued to increase
as the industrial production in the US has risen steadily owing to strong
consumer demand, business capital formation as well as exports. The eco-
nomic activity in the euro area rose by  6.5 % in the 12 months to April.
The US first quarter real GDP showed real consumer spending rising
higher by 5.9 % year-over-year. However, the recent strenght of domestic
demand may not be sustainable as inflationary pressures are now becom-
ing apparent, while the current account deficit has risen sharply, to above
4 % of GDP. The Federal Reserve has not changed its key federal funds
rate of 6.5 % showing sign that the economy is now on course for a slow-
ing down. The industrial output of the world’s major developed coun-
tries–the euro area, US and Japan—increased by an estimated 5.8 % year-
over-year for the quarter-ended May. In the OECD countries, the output
growth for this year is projected at 4 %. In the euro area, growth and
employment prospects look positive. However, the important issue is how
the expansion can be sustained without running into inflationary bottle-
necks. Although Japan’s industrial output rose by only 0.2 % in May, the
annual rate rose by 7.5 % and the recovery now appears to be in place in
Japan, led by exports and business fixed investment, and deflationary
risks are easing.

Due to the monetary policy action to supress inflationary pressures in
the United States and Europe, a cooling of domestic demand seems to
have raised market expectations of a "soft landing" for the economy. As a
result, equity and asset prices has levelled out as broadly-based stock
indices stood at almost the same level as the beginning of the year. Japan
witnessed a large downward pressure as the main Topix index dropped by
about 10 %, led by a downturn in technology-related stocks as well as dis-
sapointed earnings in financial earnings in financial year 1999-2000 and
by political and macroeconomic uncertainties. Emerging equity markets
significantly underperformed their counterparts in the mature markets in
the second quarter. Emerging market equities moved closely correlated to
the distinct phases seen in the US financial markets.         

The performances of some developed stock markets with respect to
indices indicated that DJI decreased by –4.79 %, FTSE-100 by –4.6 %,
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while Nikkei-225 increased by -14.07 % on June 30 as from  March 31.
When US$ based returns of some emerging markets are compared in the
second quarter of year 2000, China is the best performer with 39.7 %,
Venezuela and Israel follow with 23 % and 17.9 %, respectively. In the
same period Indonesia, Thailand and Colombia are the worst performers
that caused their investors lose –43.1 %, –36.4 % and –34.6 % respec-
tively. The two other low performing markets are Philippines and Egypt
with –33.8 % and –32.3 % returns, respectively. In this period Istanbul
Stock Exchange’s performance is –15.8 % return. The performances of
emerging markets with respect to P/E ratios as of end-June indicated that
the highest rates were obtained in Malaysia (66.4), Argentina (35.8),
Korea (34.3) and Chile (29.8) and the lowest rates in Czech Republic
(-33.9), Indonesia (-7.3) and Thailand (-5.7). 
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Market Capitalization (USD Million, 1986-1999)

Global Developed Markets Emerging Markets ISE

1986 6,514,199 6,275,582 238,617 938
1987 7,830,778 7,511,072 319,706 3,125
1988 9,728,493 9,245,358 483,135 1,128
1989 11,712,673 10,967,395 745,278 6,756
1990 9,398,391 8,784,770 613,621 18,737
1991 11,342,089 10,434,218 907,871 15,564
1992 10,923,343 9,923,024 1,000,319 9,922
1993 14,016,023 12,327,242 1,688,781 37,824
1994 15,124,051 13,210,778 1,913,273 21,785
1995 17,788,071 15,859,021 1,929,050 20,782
1996 20,412,135 17,982,088 2,272,184 30,797
1997 23,087,006 20,923,911 2,163,095 61,348
1998 26,964,463 25,065,373 1,899,090 33,473
1999 36,030,810 32,956,939 3,073,871 112,276

Source: IFC Factbook 2000.
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Worldwide Share of Emerging Capital Markets
(1986-1999)

Source : IFC Factbook 2000.

Source: IFC Factbook 2000; ISE data.

Share of ISE’s Market Capitalization in World Markets
(1986-1999)

% 4,0

% 3,5

% 3,0

% 2,5

% 2,0

% 1,5

% 1,0

% 0,5

% 0,0

% 0,40

% 0,35

% 0,30

% 0,25

% 0,20

% 0,15

% 0,10

% 0,05

% 0,00

1991 1992 1993 1994 1995 19961986 1987 1988 1989 1990 1998

Market Capitalization (%)

Trading Volume (%)

Number of Companies (%)

% 60

% 50

% 40

% 30

% 20

% 10

% 0
1991 1992 1993 1994 1995 19961986 1987 1988 1989 1990 1997 1998

1997

1999

1999

Share in Emerging Markets             Share in Developed Markets



159Global Capital Markets

Turnover Value of Share Trading Market Cap. of Share
Market Velocity Market (millions USD $) Up to Market of Domestic Companies

Year Total (2000/1  - 2000/5) (millions USD $)
1 NASDAQ 326.8% NASDAQ 9,117,276.6 NYSE 11,366,582.2
2 Korea 320.1% NYSE 4,804,743.2 NASDAQ 4,497,799.2
3 Taiwan 316.6% London 2,067,587.2 Tokyo 3,857,847.8
4 Paris 264.7% Paris 1,718,443.6 Osaka* 3,018,795.7
5 Madrid 214.6% Tokyo 1,191,951.1 London 2,656,290.8
6 Istanbul 163.3% Deutsche Börse 1,088,610.9 Paris 1,533,322.3
7 Deutsche Börse 131.1% Taiwan 606,282.8 Deutsche Börse 1,485,736.4
8 Brussels 129.1% Italy 532,035.3 Toronto 798,134.8
9 Italy 119.2% Madrid 455,819.1 Italy 770,464.5

10 Oslo 108.5% Toronto 296,805.7 Switzerland 697,357.8
11 Athens 108.0% Amsterdam 291,700.9 Amsterdam 667,947.5
12 Stockholm 91.0% Korea 281,267.1 Hong Kong 545,043.0
13 Amsterdam 86.2% Switzerland 258,054.7 Madrid 443,988.9
14 NYSE 80.6% Stockholm 225,038.9 Stockholm 421,365.8
15 Switzerland 80.5% Hong Kong 198,534.9 Taiwan 397,978.0
16 Lisbon 77.4% Osaka 194,274.3 Australian 370,920.5
17 Barcelona 72.0% Barcelona 136,086.5 Helsinki 356,883.5
18 Irish 71.8% Bilbao 125,209.1 Sao Paulo* 245,389.8
19 Bilbao 71.3% Australian 102,086.6 Rio de Janeiro* 241,736.4
20 Thailand 70.6% Istanbul 98,950.1 Korea 233,600.7
21 Singapore 69.5% Helsinki 97,094.9 Brazil 205,123.6
22 Toronto 66.5% Brussels 94,817.9 Johannesburg 200,134.1
23 Copenhagen 66.2% Athens 59,076.0 Brussels 162,923.9
24 Hong Kong 64.4% Sao Paulo 48,602.8 Kuala Lumpur 160,769.6
25 London 62.4% Singapore 44,639.6 Athens 159,441.4
26 Tokyo 60.4% Copenhagen 41,090.0 Singapore 145,870.8
27 Helsinki 56.2% Kuala Lumpur 38,713.9 Mexico 131,263.0
28 Australian 55.6% Johannesburg 34,721.5 Copenhagen 111,494.5
29 Sao Paulo 50.6% Oslo 29,279.3 Istanbul 105,184.1
30 Warsaw 50.0% Lisbon 28,488.6 Amex 91,420.7
31 Jakarta 47.2% Mexico 20,679.9 Tel-Aviv 72,078.6
32 Kuala Lumpur 47.0% Irish 18,601.1 Santiago 67,672.5
33 New Zealand 44.5% Tel-Aviv 14,727.3 Irish 64,775.3
34 Tel-Aviv 44.2% Thailand 12,212.2 Lisbon 64,302.3
35 Philippine 39.7% Jakarta 9,500.7 Oslo 58,666.9
36 Johannesburg 36.0% Warsaw 8,202.3 Buenos Aires 50,681.0
37 Vienna 33.8% New Zealand 5,611.5 Philippine 44,114.3
38 Mexico 29.4% Philippine 5,226.9 Thailand 37,455.6
39 Ljubljana 25.6% Vienna 4,990.5 Warsaw 31,972.0
40 Lima 23.4% Buenos Aires 4,516.0 Luxembourg 31,098.0
41 Buenos Aires 18.9% Santiago 2,539.5 Vienna 29,151.2
42 Tehran 13.6% Tehran 1,840.8 New Zealand 22,371.7
43 Osaka 11.6% Lima 1,137.2 Tehran 22,282.5
44 Santiago 7.5% Luxembourg 1,003.1 Lima 11,579.3

Source: FIBV, Monthly Statistics, June 2000.

Main Indicators of Capital Markets (May 2000)
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Global Developed Emerging ISE Emerging/ ISE/
Global (%) Emerging (%)

1986 3,573,570 3,490,718 82,852 13 2.32 0.02
1987 5,846,864 5,682,143 164,721 118 2.82 0.07
1988 5,997,321 5,588,694 408,627 115 6.81 0.03
1989 7,467,997 6,298,778 1,169,219 773 15.66 0.07
1990 5,514,706 4,614,786 899,920 5,854 16.32 0.65
1991 5,019,596 4,403,631 615,965 8,502 12.27 1.38
1992 4,782,850 4,151,662 631,188 8,567 13.20 1.36
1993 7,194,675 6,090,929 1,103,746 21,770 15.34 1.97
1994 8,821,845 7,156,704 1,665,141 23,203 18.88 1.39
1995 10,218,748 9,176,451 1,042,297 52,357 10.20 5.02
1996 13,616,070 12,105,541 1,510,529 37,737 11.09 2.50
1997 19,484,814 16,818,167 2,666,647 59,105 13.69 2.18
1998 22,874,320 20,917,462 1,909,510 68,646 8.55 3.60
1999 31,021,065 28,154,198 2,866,867 81,277 9.24 2.86

Source: IFC Factbook 2000.

Number of Trading Companies (1986-1999)

Global Developed Emerging ISE Emerging/ ISE/
Global (%) Emerging (%)

1986 28,173 18,555 9,618 80 34.14 0.83
1987 29,278 18,265 11,013 82 37.62 0.74
1988 29,270 17,805 11,465 79 39.17 0.69
1989 25,925 17,216 8,709 76 33.59 0.87
1990 25,424 16,323 9,101 110 35.80 1.21
1991 26,093 16,239 9,854 134 37.76 1.36
1992 27,706 16,976 10,730 145 38.73 1.35
1993 28,895 17,012 11,883 160 41.12 1.35
1994 33,473 18,505 14,968 176 44.72 1.18
1995 36,602 18,648 17,954 205 49.05 1.14
1996 40,191 20,242 19,949 228 49.64 1.14
1997 40,880 20,805 20,075 258 49.11 1.29
1998 47,465 21,111 26,354 277 55.52 1.05
1999 49,640 23,326 26,314 285 53,01 1.08

Source: IFC Factbook 2000.

Trading Volume (USD millions, 1986-1999)
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Price-Earnings Ratios in Emerging Markets (1993-2000/6)

1993 1994 1995 1996 1997 1998 1999 2000/6
Malaysia 43.5 29.0 25.1 27.1 13.5 21.1 -19.1 -66.4
Argentina 41.9 17.7 15.0 38.2 17.1 13.4 39.0 35.8
Korea 25.1 34.5 19.8 11.7 11.6 -47.1 -27.7 34.3
Chile 20.0 21.4 17.1 27.8 15.9 15.1 37.7 29.8
Philippines 38.8 30.8 19.0 20.0 12.5 15.0 24.0 29.2
Taiwan, China 34.7 36.8 21.4 28.2 32.4 21.7 49.2 28.5
Greece 10.2 10.4 10.5 10.5 13.1 33.7 55.6 26.0
Turkey 36.3 31.0 8.4 10.7 18.9 7.8 33.8 23.7
Poland 31.5 12.9 7.0 14.3 10.3 10.7 22.0 22.7
India 39.7 26.7 14.2 12.3 16.8 13.5 22.0 18.1
Brazil 12.6 13.1 36.3 14.5 15.4 7.0 25.1 17.9
Hungary 52.4 -55.3 12.0 17.5 25.2 17.0 18.2 17.5
Jordan 17.9 20.8 18.2 16.9 12.8 15.9 13.6 17.3
Mexico 19.4 17.1 28.4 16.8 22.2 23.9 14.1 16.0
S. Africa 17.3 21.3 18.8 16.3 12.1 10.1 17.4 12.7
Thailand 27.5 21.2 21.7 13.1 4.8 -3.7 -14.5 -5.7
Indonesia 28.9 20.2 19.8 21.6 11.2 -106.2 -10.5 -7.3
Czech Rep. 18.8 16.3 11.2 17.6 8.8 -11.3 -14.8 -33.9

Source : IFC Factbook 1999; IFC, Monthly Review, June 2000.
Note : Figures are taken from IFC Global Index Profile.
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Market Vaule/Book Vaule Ratios  (1993-2000/6)

1993 1994 1995 1996 1997 1998 1999 2000/6
Turkey 7.2 6.3 2.7 4.0 9.2 2.7 8.8 5.6
Greece 1.9 1.9 1.8 2.0 2.9 4.9 9.4 5.1
Hungary 1.6 1.7 1.2 2.0 3.7 3.2 3.6 3.0
Taiwan. China 3.9 4.4 2.7 3.3 3.8 2.6 3.3 2.9
India 4.9 4.2 2.3 2.1 2.7 1.9 3.1 2.9
Mexico 2.6 2.2 1.7 1.7 2.5 1.4 2.2 2.2
S. Africa 1.8 2.6 2.5 2.3 1.9 1.5 2.7 2.1
Indonesia 3.1 2.4 2.3 2.7 1.5 1.6 2.9 2.0
Poland 5.7 2.3 1.3 2.6 1.6 1.5 2.0 2.0
Malaysia 5.4 3.8 3.3 3.8 1.8 1.3 1.9 1.9
Thailand 4.7 3.7 3.3 1.8 0.8 1.2 2.6 1.7
Chile 2.1 2.5 2.1 1.6 1.6 1.1 1.8 1.7
Argentina 1.9 1.4 1.3 1.6 1.8 1.3 1.5 1.4
Brazil 0.5 1.6 0.5 0.7 1.1 0.6 1.6 1.4
Korea 1.4 1.6 1.3 0.8 0.6 0.9 2.0 1.3
Czech Rep. 1.3 1.0 0.9 0.9 0.8 0.7 1.2 1.3
Jordan 2.0 1.7 1.9 1.7 1.6 1.8 1.5 1.2
Philippines 5.2 4.5 3.2 3.1 1.7 1.3 1.5 1.1
Source: IFC Factbook 1996-1999; IFC Monthly Review, June 2000.

Comparison of Market Returns in USD
(31/12/1999 - 5/7/2000)

Source: The Economist, July 2000.

-36.4

-16.7

-18.1

-19.6

-31.9

-33.8

-34.6

-32.3

-43.1

-60 -40 -20 0 20 40 60

China
Venezuela

Israel
Poland

Mexico
Czech Rep.

Taiwan
Malaysia

Brazil
Russia

Hong Kong
India

Argentina
Chile

Hungary
Turkey

S. Africa
Korea

Singapore
Greece
Egypt

Philippines
Colombia
Thailand

Indonesia

39.7

23

17.9

4.3

2.9

1.7

-1

-3.2

-4.3

-4.8

-5.8

-12.8

-15.8

1.5

0.8

-0.3



163Global Capital Markets

Source : FIBV, Monthly Statistics, June 2000.
Note : The value of bonds trading pertain to Trading System View figures. For those countries which do not have Trading

  System View figures, the Regulated Environment View figures are used.
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Foreigners’ Share in the Trading Volume of the
ISE (Jan. 95-June 2000)

Source: ISE Data

16

14

12

10

8

6

4

2

0

%

Moths

02
-9

5

04
-9

5

06
-9

5

08
-9

5

10
-9

5

12
-9

5

02
-9

6

04
-9

6

06
-9

6

08
-9

6

10
-9

6

12
-9

6

02
-9

7

04
-9

7

06
-9

7

08
-9

7

10
-9

7

12
-9

7

02
-9

8

04
-9

8

06
-9

8

08
-9

8

10
-9

8

12
-9

8

02
-9

9

04
-9

9

06
-9

9

08
-9

9

10
-9

9

12
-9

9

02
-0

0

04
-0

0

06
-0

0

1986   1987   1988    1989    1990   1991 1992 1993 1994 1995 1996 1997 1998 1999

1.20

1.00

0.80

0.60

0.40

0.20

0,00

-0.20

-0.40

%

Foreign Invesments as a Percentage of
Market Capitalization in Turkey (1986-1999)

Source: ISE Data; CBTR Databank.

Portfolio Investments / Market Cap. (%)              Direct Investments / Market Cap. (%)

Months



165Global Capital Markets

Price Correlations of the ISE (June 1995 - June 2000)

Source : IFC Monthly Review, June 2000.
Notes : The correlation coefficient is between  -1 and +1. If it is zero, for the given period, it is implied that there

is no relation between two serious of returns. For monthly return index correlations (IFCI).

0.72

0.64

0.56

0.48

0.40

0.32

0.24

0.16

0.08

0.00

FT 100

S. Korea
Singapore
Russia
Greece

Turkey
Portugal
Austria
Malaysia

Ja
n.

 - 
98

Fe
b.

 - 
98

M
ar

. -
 9

8

A
pr

. -
 9

8

M
ay

. -
 9

8

Ju
n.

 - 
98

Ju
l. 

- 9
8

A
ug

. -
 9

8

Se
p.

 - 
98

O
ct

. -
 9

8

N
ov

. -
 9

8

D
ec

. -
 9

8

Ja
n.

 - 
99

Fe
b.

 - 
99

M
ar

. -
 9

9

A
pr

. -
 9

9

M
ay

. -
 9

9

Ju
n.

 - 
99

Ju
l. 

- 9
9

A
ug

. -
 9

9

Se
p.

 - 
99

O
ct

. -
 9

9

N
ov

. -
 9

9

D
ec

. -
 9

9

Ja
n.

 - 
00

Fe
b.

 - 
00

M
ar

. -
 0

0

A
pr

. -
 0

0

M
ay

. -
 0

0

Ju
n.

 - 
00

500

450

400

350

300

250

200

150

100

50

0

Source : Reuters
Note : Comparisons are in US$.

Comparison of Market Indices (Dec 1997=100)

S&P 500

Malaysia

S. Africa

China

Chile

Brazil

Mexico

Philippines

Czech Rep.

India

Argentina

Thailand

Indonesia

Hungary

Polond

Korea

Jordan

Greece

IFCG Composite

Taiwan

Russia

Nikkei



ISE
Market Indicators

Total Daily Average
(US$ Million) (%) TL(1) TL(2) US $(US$

Million)(TL Billion)(US$
Million)(TL Billion)(TL Billion)

Q: Quarter
Note:
- Between 1986-1992, the price earnings ratios were calculated on the basis of the companies' previous year-end net

profits. As from 1993,
TL(1) = Total Market Capitalization / Sum of Last two six-month profits
TL(2) = Total Market Capitalization / Sum of Last four three-month profits.
US$  = US$ based Total Market Capitilization / Sum of Last four US$ based three-month profits.

Nu
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STOCK MARKET

Total Value Market Value
Dividend

Yield P/E Ratios

The ISE Review Volume: 4  No: 14  April/May/June 2000
ISSN 1301-1642 © ISE 1997

1988 79    149  115    1    ---     2,048 1,128 10.48   4.97   ---  ---  
1989 76    1,736  773    7    3     15,553 6,756 3.44   15.74   ---  ---  
1990 110    15,313  5,854    62    24     55,238 18,737 2.62   23.97   ---  ---  
1991 134    35,487  8,502    144    34     78,907 15,564 3.95   15.88   ---  ---  
1992 145    56,339  8,567    224    34     84,809 9,922 6.43   11.39   ---  ---  
1993 160    255,222  21,770    1,037    89     546,316 37,824 1.65   25.75   20.72   14.86   
1994 176    650,864  23,203    2,573    92     836,118 21,785 2.78   24.83   16.70   10.97   
1995 205    2,374,055  52,357    9,458    209     1,264,998 20,782 3.56   9.23   7.67   5.48   
1996 228    3,031,185  37,737    12,272    153     3,275,038 30,797 2.87   12.15   10.86   7.72   
1997 258    9,048,721  58,104    35,908    231    12,654,308 61,879 1.56   24.39   19.45   13.28   
1998 277    18,029,967  70,396    72,701  284    10,611,820 33,975 3.37   8.84   8.11   6.36   
1999 285    36,877,335  84,034    156,260  356    61,137,073 114,271 0.72   37.52   34.08   24.95   
2000 308    65,811,058  113,528    539,435  931    58,216,149 94,117 1.01   26.92   23.54   18.89   
2000/Q1 298    35,003,411  62,647    603,507  1,080    64,197,681 109,197 0.91   30.27   29.92   22.59   
2000/Q2 308    30,807,647  50,881    481,369  795    58,216,149 94,117 1.01   26.92   23.54   18.89   
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Q : Quarter
*The second quarter figures are as of June 30, 2000.

NATIONAL-100 NATIONAL-INDUSTRIALS NATIONAL-SERVICES NATIONAL-FINANCIALS
(Jan. 1986=1) (Dec. 31, 90=33) (Dec. 27, 96=1046) (Dec. 31, 90=33)

NATIONAL-100 NATIONAL-INDUSTRIALS NATIONAL-SERVICES NATIONAL-FINANCIALS NATIONAL-100
(Jan. 1986=100) (Dec. 31, 90=643) (Dec. 27, 96=572) (Dec. 31, 90=643) (Dec. 31, 98=484)

US $ Based
EURO
Based

TL Based

Closing Values of the ISE Price Indices

1986 1.71      ---       ---       ---       
1987 6.73      ---       ---       ---       
1988 3.74      ---       ---       ---       
1989 22.18      ---       ---       ---       
1990 32.56      32.56      ---       32.56      
1991 43.69      49.63      ---       33.55      
1992 40.04      49.15      ---       24.34      
1993 206.83      222.88      ---       191.90      
1994 272.57      304.74      ---       229.64      
1995 400.25      462.47      ---       300.04      
1996 975.89      1,045.91      1,045.91      914.47      
1997 3,451.26      2,660.--       3,593.--       4,522.--       
1998 2,597.91      1,943.67      3,697.10      3,269.58      
1999 15,208.78      9,945.75      13,194.40      21,180.77      
2000 14,466.12      10,749.21      12,929.68      19,348.60      
2000/Q1 15,920.10      11,183.62      13,690.36      21,813.72      
2000/Q2 14,466.12      10,749.21      12,929.68      19,348.60      

1986 131.53      ---      ---      ---      ---    
1987 384.57      ---      ---      ---      ---    
1988 119.82      ---      ---      ---      ---    
1989 560.57      ---      ---      ---      ---    
1990 642.63      642.63      ---      642.63      ---    
1991 501.50      569.63      ---      385.14      ---    
1992 272.61      334.59      ---      165.68      ---    
1993 833.28      897.96      ---      773.13      ---    
1994 413.27      462.03      ---      348.18      ---    
1995 382.62      442.11      ---      286.83      ---    
1996 534.01      572.33      572.00      500.40      ---    
1997 982.--       757.--       1,022.--       1,287.--       ---    
1998 484.01      362.12      688.79      609.14      484.01  
1999 1,654.17      1,081.74      1,435.08      2,303.71      1,912.46  
2000 1,360.92      1,011.24      1,216.37      1,820.24      1,673.00  
2000/Q1 1,575.77      1,106.96      1,355.07      2,159.12      1,936.52  
2000/Q2 1,360.92      1,011.24      1,216.37      1,820.24      1,673.00  
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Total Daily Average
(TL Billion) (US$ Million) (TL Billion) (US$ Million)

Traded Value

Q : Quarter

Repo-Reverse Repo Market

Outright Purchases and Sales Market

Total Daily Average
(TL Billion) (US$ Million) (TL Billion) (US$ Million)

BONDS AND BILLS MARKET

1991 1,476    312    11    2    
1992 17,977    2,406    72    10    
1993 122,858    10,728    499    44    
1994 269,992    8,832    1,067    35    
1995 739,942    16,509    2,936    66    
1996 2,710,973    32,737    10,758    130    
1997 5,503,632    35,472    21,840    141    
1998 17,995,993    68,399    71,984    274    
1999 35,430,078    83,842    142,863    338    
2000 64,313,406    107,539    514,507    860    
2000/Q1 16,908,559    29,769    277,189    488    
2000/Q2 47,404,847    77,770    740,701    1,215    

1993 59,009  4,794  276  22  
1994 756,683  23,704  2,991  94  
1995 5,781,776  123,254  22,944  489  
1996 18,340,459  221,405  72,780  879  
1997 58,192,071  374,384  230,921  1,486  
1998 97,278,476  372,201  389,114  1,489  
1999 250,723,656  589,267  1,010,982  2,376  
2000 254,638,934  434,632  2,037,111  3,477  
2000/Q1 120,833,056  214,855  1,980,870  3,522  
2000/Q2 133,805,878  219,777  2,090,717  3,434  
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30 Days 91 Days 182 Days General
1996 103.41 110.73 121.71 110.52
1997 102.68 108.76 118.48 110.77
1998 103.57 110.54 119.64 110.26
1999 107.70 123.26 144.12 125.47
2000 107.70 125.29 155.16 107.70
2000/Q1 106.05 120.72 147.92 117.39
2000/Q2 107.70 125.29 155.16 107.70

ISE Price Indices (December 25-29, 1995=100)

30 Days 91 Days 182 Days

TL Based

Q: Quarter
(*) The second quarter figures are as of June 30, 2000.

US $ Based

TL Based

1996 122.84 132.99 144.74
1997 127.67 137.36 151.95
1998 153.97 169.96 186.24
1999 151.02 173.47 212.18
2000 150.86 173.87 219.58
2000/Q1 146.71 168.41 212.68
2000/Q2 150.86 173.87 219.58

1996 222.52 240.92 262.20
1997 441.25 474.75 525.17
1998 812.81 897.19 983.16
1999 1,372.71 1,576.80 1,928.63
2000 1,577.08 1,817.72 2,295.52
2000/Q1 1,457.73 1,673.39 2,113.26
2000/Q2 1,577.08 1,817.72 2,295.52

ISE GDS Performance Indices (December 25-29, 1995=100)
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