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Turkish Banks: High inflation poses 
profitability and asset quality risks  
 

Turkish banks’ 1  profitability is expected to come under 

further pressure due to high inflation and increased cost of 

funding. Provisioning expenses amount to almost half of 

Operating profit and may raise further. However, capital 

ratios are adequate and coverage ratios remain high. 

  

• Türkiye’s steep inflationary trend is the worst among emerging 

markets and is expected to hike operating and funding costs as 

Turkish banks have high dependency on wholesale funding.  

• The latest financials of the 11 Turkish banks indicate that despite 

healthy interest margins they are already under cost pressure. 

On average their cost-to-income ratios were above 40%, despite 

having high NIMs exceeding 4.2% as at end-2021. 

• The risk-weighted capitalisation of the Turkish banks is adequate, 

with the average CET1 ratio above 12.5% as at end-2021. 

However, internal capital creation rates remain modest at 13%. 

This is considerably below the average Total asset growth rate of 

51% in 2021 and is likely to constrain future growth. The privately-

owned banks fared better compared to state-owned banks on this 

metric. 

• High inflation may contribute to asset quality deterioration and result 

in increased impairment provisioning, which is already high at 

48% of Operating income (average for last 3-years). Such high 

levels of impairment provisioning will erode Turkish banks net 

profitability. 

• However, the Turkish banks maintained high loan loss coverage 

ratio at 138% as at end-2021. This reduces pressure on capital 

from potential losses.  

 
1 For the list of banks refer to “Research methodology and scope” pg. 12  
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Challenging operating conditions for Turkish banks 

In this report we focus on 11 largest Turkish banks in the context of difficult macro-economic environment. 

Türkiye recorded the highest inflation rates among emerging market economies with the Consumer Price Index 

(CPI) raising to 80% in August 20222.  

However, the Central Bank of Republic of Türkiye (CBRT) has refrained from raising its key interest rates. 

Instead, it lowered the 1-week repo rate four times in 2021 to 14% by December 2021 from 19% in March 

2021. More recently, on 18 August 2022, the CBRT cut the repo rate by 100bps to 13%. In addition, the Turkish 

government twice increased the minimum wage to address inflationary pressure and has cut Value Added Tax 

(VAT) on several food commodities. The first minimum wage hike by 50% was announced in January 2022 

and followed by another 30% in July 2022. The government also reduced VAT on basic food items to 1% from 

8% in February 2022.  

Reflecting these macroeconomic trends, the Turkish Lira depreciated against US dollar by 81% in 2021 and 

by another 37% in the first eight months of 2022. In light of these developments, we examine the relative 

positioning of the selected Turkish banks on following financial indicators - Profitability, Capital and Asset 

quality and indicate our expectation of trends.  

Profitability pressure to intensify 

We divided the profitability exhibit into four quadrants based on the intersection of the two ratios (Cost/Income 

and NIM) as per the latest financials accounts.  

The average combined ratio for the 11 Turkish banks was positioned in the blue quadrant bordering the yellow 

and red quadrants. This indicates that despite healthy interest margins, the Turkish banks are coming 

under cost pressure.  

The entities in the green quadrant have the strongest profitability profiles. Their NIMs were relatively high 

(exceeding 4%) as well as stronger than the average Cost-to-income ratios (below 40%). This would enable 

them to mitigate pressure from the worsening operating environment. In case of migration to the blue quadrant 

these entities can absorb profitability pressure through higher NIMs. A total of four banks out of 11 were 

positioned in this quadrant.  

The blue quadrant had banks with NIMs above 4% but weaker operating efficiency ratio of over 40%. The 

banks in this quadrant are likely have their earnings vulnerable to rising costs and wage increases. Also, NIMs 

could come under pressure as Turkish banks rely on market-sensitive wholesale funding in excess of 40% of 

Total funding. We expect the banks in this quadrant to move towards the red quadrant as the difficult economic 

conditions persist.  

The entities in the yellow quadrant were on average better positioned in terms of efficiency (Cost/Income ratio 

below 40%) combined with modest interest margins to compensate for cost inflation. These peers will 

experience cost pressures but their profitability will be less impacted due to a better starting point. Only two 

banks were positioned in this quadrant.  

The entities in the red quadrant have high cost-to-income ratios exceeding 40% which are likely to come under 

further pressure in the high inflationary environment. At the same time they have lower than the average NIMs 

- below 4%. These NIMs will be further squeezed by the increase in funding costs. A total of 2 out of 15 Turkish 

banks were positioned in the red quadrant.  

All three state-owned banks Ziraat, Halk and Vakif, showed weaker operating efficiencies and low NIMs as 

they complied with government decree to support the economy during the pandemic. The state-owned banks 

were pricing loans close to the central bank’s lending rates which lead to weaker NIMs.  

 

 
2 https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Statistics/Inflation+Data 
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Exhibit 1: NIM vs Cost-to-income ratio 

 

 

In terms of the trends, we expect migration to occur to blue and red from the green and yellow quadrants, 

respectively as the elevated inflation, volatility in the currency and increase in minimum wages will result in 

higher operating costs. 

Capital ratios are adequate but creation rate is below growth 

We examined the relationship between internal capital generation and capital ratios using a similar approach 

of dividing the exhibit into four quadrants. The average combined ratio for the 11 peers was in the green 

quadrant, just above the yellow quadrant. This indicates that despite adequate CET1 ratios, internal 

capital creation rate is significantly below asset growth rate (ranging from 40%-50%) for the Turkish 

banks (Appendix III). Overall, the leading Turkish private sector banks had much stronger position compared 

to the state-owned banks. 

The green quadrant indicates the ability to generate above average capital growth as well as maintain a higher 

stock of capital. The banks in this quadrant had CET 1 ratios exceeding 12% as per end-2021 and were able 

to generate Tier 1 capital over 12% pa. There were four private-sector banks in the green quadrant.  

The banks in the blue quadrant had relatively high CET 1 ratios exceeding 12% but internal capital creation 

rates below 12%. The banks in this quadrant are likely to maintain their high capital ratios but ability to grow 

RWAs is likely to be curtailed. Only ING bank was in this quadrant. 

The state-owned banks in the red quadrant (Ziraat, Halk and Vakif) had below average capital metrics 

combined with lower internal capital creation rates (below 12%). They are more susceptible to pressure on 

capitalisation. However, all three banks are state-owned and likely to benefit from the government support 

through policy adjustments or regulatory relaxation.  

The banks in the yellow quadrant have higher capital generation but their CET1 ratios were below 12%. There 

were 3 banks in this section of the exhibit. Denizbank was on the borderline and could be pushed into the red 

quadrant given the adverse environment.  
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Exhibit 2: CET1 capital generation vs CET1 ratio 

 

We expect the average for the 11 Turkish banks to end up in the blue quadrant which indicates 

insufficient internal capital creation rates in light of the fact the fast assets growth trends spurred by 

inflation. 

Strong provisioning coverage at the expense of net profitability  

The Turkish banking system is expected to face asset quality pressure reflecting the accelerated inflation. The 

lingering impact of the pandemic on the Turkish economy has particularly affected sectors such as tourism, 

real estate, construction energy and consumer finance. Also, the Turkish Lira depreciation will elevate Turkish 

banks’ asset risks as most of them hold significant amount of foreign currency loans. Borrowers with unhedged 

foreign currency loans could find it hard to service debt in local currency leading to deterioration in banks asset 

quality. 

We looked at the combination of the following ratios to examine potential pressure on asset quality metrics. 

For Loan loss reserves coverage ratio3, we took the latest figures as at end-2021. For Total net impairment 

charges4, we took three years’ average as the latest results (end-2021) were impacted by write-backs from 

pre-emptive pandemic provisions in 2020.  

The average combined ratio for the 11 Turkish banks was in the yellow quadrant. This indicates that the 

leading Turkish banks are already facing asset quality issues as the banks are allocating over 48% of 

their operating income for credit impairments. However, their average loan loss coverage ratio of 138% 

shows some headroom to absorb pressure on asset quality from the deteriorating operating environment.  

The bank in the green quadrant had loan loss coverage ratio above 120% and three-year average provisioning 

expenses less than 40% of Operating profit. These banks were better positioned to absorb higher impairment 

costs and pressure on capital ratios from increased impaired loans. There were only two banks (Isbank and 

TEB) in the green quadrant. 

The banks in the yellow quadrant were spending a high proportion of their operating income on provisioning 

expenses (exceeding 40%). However, their loan loss coverage levels were adequate with the ratio ranging 

 
3 Loan loss coverage ratio is computed by taking Loan loss reserves as a percentage of Impaired loans 
4 Total net impairment charges is calculated by taking Provisioning expenses as percentage of Operating income 
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between 130%-160%. There were seven entities in this quadrant. Deniz bank’s higher provisioning was driven 

by increases in provisioning expenses for its Stage 2 loans.  

ING bank was the only bank in the blue quadrant that had relatively low provisioning expenses and coverage 

ratio of 104%, which is still considered adequate. 

There was one bank (Akbank) in the red quadrant which has relatively lower loan loss coverage than its peers. 

However, the average Net impairment charges for 3-years was over 40% of its pre-impairment operating profit.  

Exhibit 3: Total net impairment charges vs. Loan loss coverage ratio 

 

Due to higher impairment charges, we expect most likely migration of the peers into the red and yellow 

quadrant. This indicates that the Turkish banks are likely to increase impairment expenses to maintain 

their stronger coverage ratios. 
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Appendix I: Impaired loans as % to Customers loans ratio (2021 vs. 
2020) 

 

 

Appendix II: Return on average assets (ROAA) (2021 vs. 2020) 

 

 

Appendix III: Average total assets growth (2012-2021) 
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Appendix IV: Türkiye inflation rate 

 

Source: The Central Bank of the Republic of Türkiye 

Appendix V: CBRT Interest Rates (%) Overnight lending 

 

Source: The Central Bank of the Republic of Türkiye 

Appendix IV: Turkish Lira exchange rate (USD/TRY) 

 

Source: Investing.com 

 

 

https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Statistics/Inflation+Data
https://www.tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN/Main+Menu/Core+Functions/Monetary+Policy/Central+Bank+Interest+Rates/CBRT+INTEREST+RATES
https://www.investing.com/currencies/usd-try-historical-data


Moody’s Analytics BankFocus Research 06 September 2022 
 

 8 

Research methodology and scope  

Using BankFocus search steps we analysed the impact of inflation and interest rate hike on the following financial factors: 
NIM, Cost-to-income, CET1 capital generation, CET1 ratio, Total net impairment charges / Pre-impairment operating profit, 
and Loan loss reserve ratio for year-end 2021.  
 

Principal Ratio definition   
For more detailed definitions refer to Bank Focus Global detailed format – data and ratio definitions in the Help section 
of Popular guides, Financial data. 
 

We analysed the following Commercial and Savings banks in Türkiye: 

T.C. Ziraat Bankasi A.S., Türkiye is Bankasi A.S., Türkiye Vakiflar Bankasi TAO, Türkiye Halk Bankasi A.S., Garanti BBVA,  
Yapi Ve Kredi Bankasi A.S., Akbank T.A.S., QNB Finansbank A.S., Denizbank A.S., Turk Ekonomi Bankasi A.S., and ING 
Bank A.S. 

 

Get in touch if you have any analytical questions 

Irakli Pipia  
Director – Senior Research Analyst 
BankFocus Research 
44 20 7772 1690  
irakli.pipia@moodys.com 
 

Ballamurugan Sachidanandam  
Assistant Director – Financial Data 
BankFocus Research 
44 179 981 4131 
ballamurugan.sachidanandam@moodys.com 

 

If you subscribe to BankFocus and you would like help on its more technical and 
analytical functionality, contact your account manager. 

If you’re not a subscriber and would like to arrange a trial, please email us at 
bvd@bvdinfo.com 

 

 

 

 

 

 

mailto:irakli.pipia@moodys.com
mailto:ballamurugan.sachidanandam@moodys.com
file:///C:/Users/PipiaI/AppData/Roaming/Microsoft/Word/bvd@bvdinfo.com


Moody’s Analytics BankFocus Research 06 September 2022 
 

 9 

© 2022 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights 
reserved. 
 

CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT 
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND 
INFORMATION PUBLISHED BY MOODY’S (COLLECTIVELY, “PUBLICATIONS”) MAY INCLUDE SUCH  CURRENT OPINIONS. MOODY’S DEFINES 
CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY 
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY’S RATING SYMBOLS AND 
DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S 
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET 
VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS”), AND  OTHER OPINIONS INCLUDED 
IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE 
QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S 
ANALYTICS, INC. AND/OR ITS AFFILIATES. MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT 
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND  
PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. 
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND  PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN 
INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND 
PUBLISHES  ITS PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS 
OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.  
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS 
AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS, ASSESSMENTS, 
OTHER OPINIONS OR  PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL 
OR OTHER PROFESSIONAL ADVISER. 
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH 
INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, 
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN 
ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT. 
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A 
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN 
THEM BEING CONSIDERED A BENCHMARK. 
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or 
mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts 
all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be 
reliable including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and cannot in every instance independently 
verify or validate information received in the rating process or in preparing its Publications.  
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any 
person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information 
contained herein or the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees, agents, 
representatives, licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited to: (a) any loss of 
present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a particular credit rating 
assigned by MOODY’S. 
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for 
any direct or compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful 
misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond 
the control of, MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers, arising from or in connection with 
the information contained herein or the use of or inability to use any such information. 
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF ANY CREDIT RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN 
ANY FORM OR MANNER WHATSOEVER. 
Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of 
debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors 
Service, Inc. have, prior to assignment of any credit rating, agreed to pay to Moody’s Investors Service, Inc. for credit ratings opinions and services 
rendered by it fees ranging from $1,000 to approximately $5,000,000. MCO and Moody’s Investors Service also maintain policies and procedures to 
address the independence of Moody’s Investors Service credit ratings and credit rating processes. Information regarding certain affiliations that may 
exist between directors of MCO and rated entities, and between entities who hold credit ratings from Moody’s Investors Service and have also publicly 
reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — 
Corporate Governance — Director and Shareholder Affiliation Policy.” 
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S 
affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 
AFSL 383569 (as applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section 761G of the 
Corporations Act 2001. By continuing to access this document from within Australia, you represent to MOODY’S that you are, or are accessing the 
document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or indirectly disseminate this 
document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to 
the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. 
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is 
wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating 
agency subsidiary of MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by 
MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and, consequently, the rated 
obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial 
Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively. 
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and 
commercial paper) and preferred stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or 
MSFJ (as applicable) for credit ratings opinions and services rendered by it fees ranging from JPY100,000 to approximately JPY550,000,000. 
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements. 

 


