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Introduction...

he real estate sector in Turkey gives strong signs of entering a new stage of
development. Now listed among fastly developing markets, the sector encompasses
not only the residential but also the commercial real estate segments.

Economic improvement and stability along with the EU full membership process have created
appropriate conditions to enhance the institutionalization of the real estate sector and to enable
the inception of the mortgage system. The increasing interest and investments of foreign capital
is also leading to the improvement of quality and standards in the sector.

The development of the real estate sector which started in major cities is now extending
to smaller cities of Turkey as well. However, Istanbul still remains the focal point of this
development.

"The Real Estate Sector and Prognoses for Istanbul 2015” study aims to anticipate the
future stages of this development process in the real estate sector and to come up with
proposals for its effective monitoring.

This study will deliver presumptions about the qualitative and quantitative changes in the
real estate sector in and around Istanbul until the year 2015.

The study comprises a thorough analysis of the overall real estate sector, as well as
presumptions for the development of residential, retail, office, hotel, industrial and logistics
markets until 2015.

We hope that ” The Real Estate Sector and Prognoses for Istanbul 2015” study will be
beneficial for all players in the sector and will contribute to the institutionalization of the
real estate sector.

Dr. Can Fuat Gurlesel
March 2006
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Executive Summary

he real estate sector in Turkey has entered a new phase of development, marked by different aspects.

While the sector gradually is adapting to global norms and standards, the housing and other subsectors

are developing, the need to have a regularized market is increasing, an effective financing system is

being built, institutionalization as well as the quality and standards of the products are improving, the
interest and participation of foreigners is multiplying, and the sector is becoming globally attractive.

As the real estate sector shifts to a new stage, the housing sector preserves its priority and calls us to divert
our attention to its social and societal dimensions. When comparing the number of buildings to that of
households in Turkey, we don’t observe a housing deficit. This outcome emanates from the fact that the
majority of the demand for housing is met with substandard, low quality housing built illegally without a
license. As of 2000, 38 % of the existing 13.6 million residential units in Turkey have been built without a
building license. This ratio is 52 % for Istanbul. Thus, there is an important demand for housing built in
accordance with regulations and standards in Istanbul and in Turkey.

Within this framework, the housing policies to be devised for the decade ahead must focus on the
development of housing with appropriate permits, urban regeneration and transformation projects, the
improvement of construction standards, quality research and the adoption of policies to prevent damages
from earthquake and other natural disasters.

The Turkish real estate sector will be more and more susceptible to the developments in the global real estate
sector. Following the 1997 Asia-Pacific economic crisis, the interest rates have dropped drastically, the real
estate demand has boomed, and prices have skyrocketed. As of 2005, while the European and the US real estate
markets are saturated, the Asian markets are the fastest developing in the world and display the most potential
for growth. With its rapidly developing real estate markets, Turkey is becoming more and more attractive among
developing countries. A report by ULI/PWC (2005) on developing real estate markets ranks Istanbul at the top
of 27 metropolitan cities regarding real estate development potential excluding risks.

Turkey’s EU membership process will also have a positive impact on the real estate sector by improving
transparency, control, high standards, institutionalization and statistical data gathering. Foreign players will
create competition in the sector and we are expected to witness mergers and acquisitions. As demonstrated
in other countries, the EU membership process will increase foreign investments in Turkey.

Economic progress is crucial to the development of the real estate sector. Economic improvement, the
stability of the Turkish currency, the decrease in inflation, and the harmonization of interest rates with
global standards will help the sector to expand further. The real estate sector will experience a fast, stable
and predictable development process.

The development of Istanbul in the coming decade will also be a major factor in the expansion of the real
estate sector in general. Istanbul will display a development which focuses on the services sector. The urban
industry is expected to move to the suburbs of the city in the middle and long run. The demand for qualified
work force will increase while the capacity to create employment for the lesser qualified work force will decline.
The Istanbul Metropolitan Planning Center, a division of the Istanbul Greater Metropolitan Municipality, will
monitor the development of the city and its the real estate sector by planning central business districts, by
creating new residential areas through urban regeneration and industrial transformation projects.

The analyses, evaluations and predictions for Istanbul’s real estate market will comprise five segments:
residential, offices, retail and shopping centers, industrial and logistics and hotels.
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Predictions are also made for the housing deficit, demand and supply in Istanbul until 2015 as well as
residential real estate prices.

The population and demographics are the fundamental indicators for the residential sector. The
population of Istanbul as of 2005 is 11.48 million, which represents 15.8 % of Turkey’s population. The
population growth rate is decreasing; while it was 2.75 % in the period 2000-2005, it has come down to 2.5
% in 2005. The migration rate to Istanbul has also slowed down to 252.000 persons in 2000-2005.

We estimate the population growth rate, currently at 2.5 % in 2005, to be 2.4 % in the next five years, 2.3 %
between 2010-2015, thus the population to reach 14.48 million in 2015. The population growth rate of Turkey
is also foreseen to slow down and the national population to reach 81.65 million by 2015. Istanbul is expected
to harbor 17.8 % of the national population; 80 % of this population growth emanating from the increase in
city population while 20 % resulting from migration.

Parallel to the population increase predictions, the number of households in Istanbul is foreseen to increase
from 2.9 million in 2005 to 4.08 million in 2015. In the next decade, a need for 1.18 million new housing
units will emerge. As of 2005, there are 3.43 million residential units, of which 50 % are unlicensed and

substandard.

We predict a residential need of 2.133.045 units in Istanbul until 2015 due to four primary reasons: 1.18
million new housing will be needed as a result of population growth. 171.500 new homes will be needed to
replace old and shabby housing in the next 10 years. 182.557 new residential units will be needed as a result
of earthquake risk. And finally, 600.000 new units will be needed to meet the demands of standardized,

licensed and modern urban housing.

The housing demand in Istanbul in the next 10 years will be for use, upgrade and investment purposes. Three
main factors define the housing demand: Preferences and habits of the household members, their income and
savings, and the possibilities offered by the housing finance system.

According to statistics in 2000, 57.3 % of Istanbul households are home owners. 833.557 households are tenants.
679.816 of the home owners have one or more other homes either for their own use or as an investment. Home
owners have bought their home(s) primarily with their own income and savings. 37 % of the people who are
considering the purchase of a new home are planning to engage in a housing loan, widely available since three
years. When we evaluate the households’ level of income, spending and saving habits, we observe that the two high-
est income groups have the ability to purchase a new home or pay back the interest of the bank housing loans with
their existing income and savings. The increase in household income will lead to a potential housing demand by
approximately 1.6 million households until 2015.

The mortgage system, currently under development, will be the most important determinant of the housing
demand, given that it functions effectively. Housing loans have reached 12 billion YTL at the end of 2005, and
represented 2.48 % of the GNP. The average loan size was 45.000 YTL.

We predict the volume of the housing loans to reach 118.5 billion YTL and make up 15 % of the GNP until
2015. Additional loans in the next 10 years are expected to be 106.2 billion YTL. An average loan size of 75.000
YTL will mean that 1.42 million housing loans will be extended in this period, given that the monthly interest
rate will be in the 0.6-0.8 % range. Therefore, we can assume that there will be an annual housing demand of
250.000 in Istanbul, a total of 2.5 million homes until 2015. This demand can be segregated as follows: 10.000
A class luxury homes, 170.000 B class standard quality homes, 70.000 C class social housing, 118.000 new homes
demanded due to population growth, 119.000 for renewal/upgrade and 13.000 for investment purposes.

THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES 8
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Of the annual supply of 250.000 homes, 180.000 will be produced under market conditions while 70.000 by
public funding and public/private joint funding.

The limited size of areas suitable for development is the main obstacle to the housing supply. The 2004
numbers tell us that there are 2.025 km’ of public land in Istanbul, eligible for residential development. Silivri,
Tuzla, Catalca, Biiyiik Cekmece, Sartyer and Beykoz will be the new development areas.

In Istanbul, new housing will be produced by the rebuilding and renewal of older homes in inner city, by
urban transformation/regeneration and new investment in provinces outside the city walls, and by new
housing developments in suburban areas.

The housing market for A class luxury homes will be saturated, leading to limited demand, to stabilization in
sales prices and even a drop in the purchasing values. The demand for B class standard quality housing will
expand, resulting in a raise in the sales prices and rents in this category.

The retail and shopping centers, offices, industry and logistics zones as well as hotels make up the commer-
cial real estate market. The retail sector and the shopping center market will grow rapidly in the next decade.

As of the end 2005, the GNP is at $358 billion; the retail market has a volume of $70 billion with a retail
market to GNP ratio of 19.6 %. There are 103 shopping centers in Turkey, with a total construction area of
1.940.860 m? an area per one thousand people of 26.8 m’. The 36 shopping centers in Istanbul have a leasable
area of 815.165 m? corresponding to an area of 71 m? per one thousand people. Shopping centers represent the
organized markets of the overall retail market. Half of the retail market consists of food and the other half of
non-food goods. 20 % of the non-food retail market is organized and has a volume of $7 billion.

We predict the shopping centers to reach an area of 7.54 million m? and the GNP to grow by 5 % annually
and reach $555 billion in 2015. The retail market is expected to reach $151.2 billion in 2015, with an annual
growth rate of 8 %. Assuming that the non-food retail market will reach a market share of 60 %, and the
organized market a share of 30 %, we predict that the non-food organized retail market will reach a volume of
$27.2 billion. 7.54 million m* of shopping centers will be needed to meet this commercial activity, increasing
the per capita area per one thousand people to 92.4 m® In Istanbul, the size of shopping centers is predicted at
2.174.000 m?, based on a 150 m” per one thousand people assumption, leading to a need for 1.4 million m* of
additional shopping centers.

Shopping centers will expand from big and attractive cities such as Istanbul to other cities of Turkey.
Despite the potential negative effect on development that the Bill of Hypermarkets might create, shopping
centers represent the most important segment of the commercial real estate market due to their tremendous
growth potential.

The office market is another important segment of the commercial real estate sector.

Supply and demand in the office market is heavily influenced from economic and sectoral developments.

The A and B class office stock in Istanbul, which meets global standards, is 1.676.268 m” as of the end of
2005. A and B class offices have developed in the last 10 years, especially on the Besiktas-Maslak central
business district axes. Kozyatagi-Altunizade-Kavacik axes on the Asian side and the Merter-Airport-ikitelli-
Gtinesli axis on the European side also harbor office buildings. Demand, sales prices and rents in the office
sector have remarkably dropped after the 2001 economic crisis. The current vacancy rates range from 20-45 %
in areas other than the Levent-Zincirlikuyu axis as of 2005, while rents are still below 2001 levels.
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We presume that A class offices will be in demand in the coming decade, especially from foreign companies
and big Turkish companies active in the services sector. The number of Turkish companies with a demand for
A class offices is rather limited while prices of the B class offices are considered to be on the high side for
Turkish companies. Yet, office prices in Istanbul are still low, as compared to international standards.

Depending on economic expectations for the next 10 years, we predict that the demand for A class offices
will grow and that 350.000-400.000 m* of office space will be needed. The demand for B class offices will
primarily meet the available existing office stock, limiting the demand to 200-250.000 m* in the upcoming
decade. We expect the yield for A class offices to prevail in the 8-10 % range in the next ten years.

The industry and logistics market constitutes the third segment of the commercial real estate sector.

The industrial sector and the industry in Istanbul have entered a phase of restructuring. The industrial
production facilities located at the heart of the city in Istanbul will be moving out of the city in the middle and
long run. Two new industrial areas are expected to develop: the Ikitelli-Hadimkdy area on the European side
and the Kartal-Gebze area on the Asian side. The demand for technology areas and Organized Industrial Zones
is also expected to expand in the middle and long run.

The rapid growth witnessed in industry and commerce, the retail sector, foreign trade, foreign investments,
and transit trade is leading to the fast development of the logistics sector and to a high level of demand for
storage, distribution and logistics areas suitable to global size and standards. Giinegli, ikitelli, Ambarh,
Beylikdiizii and Hadimkoy on the European side and Umraniye, Dudullu, Samandra, Sarigazi and Tuzla on the
Asian side will be the developing logistics areas in the next decade. With the growth in demand for industry
and logistics areas, we expect an increase in the sales prices of industrial areas and a raise in the rents of
logistics areas.

The hotel market is the fourth segment of the commercial real estate market.

Developments and predictions in the tourism sector have a direct impact on the hotel market. 4.94 million
tourists have visited Istanbul in 2005. As of the end of 2005, there is a capacity for 80.000 beds in Istanbul, of
which 55.000 are in certified touristic establishments. The certified touristic establishments were 75 9% full in
2005. On the average, a tourist spends 3 nights in Istanbul. The city hosts 35 international conventions per year
with an attendee number of 31.000.

The predictions for the tourism sector in Istanbul for 2015 indicate that the number of visitors per year will
reach 10 million, and that the average stay will be 4 nights. An occupancy rate of 75 % in hotel capacity means
that 146.125 beds will be needed in 2015, thus 91.325 new beds must be added to the existing capacity in the
next 10 years. Assuming that this increase in accommodation capacity is met with 5-star hotels with 600 beds
and 3-4-star hotels with 200 beds, 60 new 5-star hotels and 276 new 3-star hotels will be needed. Within this
framework, we can conclude that the hotel market in Istanbul will show an important development in the next
decade.

Lastly, suggestions are presented as we see the need for the establishment of a national real estate index in
order to ensure the development of the real estate market according to global standards.

THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES 10
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THE REAL ESTATE SECTOR IN
TURKEY AND IN ISTANBUL
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1.1 DEVELOPMENTS IN THE REAL ESTATE SECTOR

The real estate sector in Turkey has entered a new phase of development, due to recent
improvements and stability in the economy. The main characteristics of the developments in the
real estate sector and this new phase can be characterized as follows:

m The real estate sector in Turkey, formerly concentrated only in the residential arena, is now
developing according to international norms.

m This new understanding is the result of economic developments along with the ripening of
conditions which prepare the grounds for the development of the real estate sector. The curb in
inflation, the adaptation of interest rates to international norms as well as the stability of the YTL
are the main contributors.

m The Turkish real estate sector does not only encompass the residential sector, but also the
commercial real estate sector, as in the case of international examples. The commercial real estate
sector includes organized markets and shopping centers, offices, industry and logistics areas, and
tourism establishments.

m This variety of scope enables the real estate sector to expand beyond the residential sector,
housing policies, residential supply and demand perspectives.

m The real estate sector is well on its way of becoming an organized real estate market, with
corresponding institutions and sub-segments.

B An effective financing system could not be established until now because of unfavorable
economic conditions. A favorable economic environment, which now allows for the legal and
institutional structure of the housing finance system to be built, is the most important factor for
the development of the sector.

m Foreign capital and international funds display a growing interest to the Turkish real estate
sector. This interest and involvement are expected to continue in the next decade.

u Institutionalization is increasing in all domains of the sector. Newcomers to the sector increase
the degree of institutionalization.

m The dimensions of real estate investments are increasing and flourishing, leading to an
improvement in the quality of end products. Meeting the demands of foreign investors has already
become a preference.

m Parallel to these developments, the real estate sector is being built on a framework of
neglected and illegal urban development which existed for many years. This unplanned and
uncontrolled urbanization limits the pace of development of the sector.

m Turkey’s EU full membership process also has a positive impact on the real estate sector.
The sector is acquiring a leading position among developing markets.

m Developments in the real estate sector are now extending to cover cities other than Istanbul
and major cities in Turkey. However, Istanbul still remains the engine of all developments.

13 | THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES
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m Urban changes and developments that are expected in Istanbul in the next decade will
positively contribute to the development of the real estate sector.

1.2 THE RESIDENTIAL SECTOR

Despite the fact that the real estate sector has entered a new phase of development, the
residential sector remains an important market, also in terms of its economic and social
dimensions. This fact necessitates detailed analyses made and policies to be formed independent of
the real estate sector itself.

Housing, a must for sheltering all individuals and households, constitutes a human and social
need.

Generally countries develop housing policies based on the cooperation and co-existence of
public and private sectors to meet the need for housing. While the public sector produces social
housing, the private sector meets housing needs according to market demand and conditions.

The sine qua non of any housing policy is the production of licensed buildings that meet
minimum quality and standards.

The overwhelming problem of the residential sector in Turkey is the fact that the housing need
is mostly met by unlicensed and substandard buildings.

A housing study done in 2000 tells us that, 38 % out of the 13.597.676 urban residential
buildings in Turkey, and 52 % of the 3.136.931 homes in Istanbul are unlicensed.

Turkey’s population increase in the last 45 years, fast rural migration, ad hoc urbanization,
related socio-economic problems, lack of legislation and control, and the political efforts to
legalize unlicensed housing led to the accumulation of problems in the real estate sector.

When we compare the number of households to the existing housing stock, we cannot deduce
a housing deficit. But if we subtract the existing unlicensed and substandard residential units, we
come across an important deficit in the housing stock.

The State Planning Organization (SPO) calculates the annual need for housing in its five year
plans according to the projected annual increase in households and the need emanating from the
risk of earthquake and natural disasters. The State Institute of Statistics (SIS) keeps an inventory of
total residential units which are built with construction permits and have obtained utilization
licenses.

Table 1 portrays this data since 1990. The need for urban housing for 1990-2005, as calculated
by the SPO, is 7.868.400. The number of homes which have obtained construction permits and
utilization licenses respectively is 6.221.915 and 3.632.123 in the same period.

These numbers indicate that the number of new home construction in the last 16 years has
been far below the housing need. The construction of unlicensed housing met the majority of the
gap in the need. In short, the stock of licensed and standardized housing is far below the growing
need and this gap is widening every year.

THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES 14
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TABLE 1: THE HOUSING MEED AND THE NUMEER OF HOMES WITH UTILIZATION
LICENSES
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1.3. Housing Policy

The basis of any housing policy is the construction, by public and private sectors, of planned,
licensed, standardized, environment friendly housing which meets minimum standards to shelter
individuals and households. Housing policies comprise the preparation and the implementation of the
necessary legal framework, an effective control system, a healthy title registration system, the
definition of private and institutional property rights as well as the development of land with
adequate infrastructure. Furthermore, the establishment of an effective financing system for both
the supply and demand in the housing sector is inevitable. The investment climate must also be
rendered effective and efficient, as residential units are sought and demanded as investments.

In general, housing policies are devised mostly to meet the housing demand.

There are two main indicators in designing the housing policies in Turkey for the upcoming
years. The first one is the existing housing stock and its distribution by cities. The second one is
the prediction for the future housing need due to demographic changes.

The Housing Stock survey done by SIS in 2000 delivers many important facts regarding the
existing housing stock and prepares the ground for devising new housing policies.

This survey indicates a surplus of housing in the majority of cities in Turkey and a shortage in only
7 cities. These results do not lead to the conclusion that there’s no housing problem in Turkey, but
actually mean that the housing need is met by unlicensed housing. When we probe deeper into the
legal status of the homes in cities portraying a housing surplus, we observe a shortage of licensed but
a surplus of substandard and unlicensed housing. This surplus leads to the existence of not only a
quantity but also a quality problem in the existing housing stock. Unlicensed housing has also
become an investment medium in addition to meeting sheltering needs illegally.

The Under Secretariat of Housing of the Prime Ministry has analyzed the facts delivered by the
SIS and come up with realistic proposals for housing policies.
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The Under Secretariat proposes the housing policies to be devised within 4 different frameworks
in Turkey. These are;

1. The production of licensed housing

2. The development of regeneration and transformation projects

3. The conduction of quality research

4. The development of policies related to earthquakes and other natural disasters.

According to this framework, housing policies to be implemented in Turkish cities can be
prioritized as follows:

Policies to build licensed housing will be developed in the following cities which portray a
lack of licensed and unlicensed housing stock: Bitlis, Hakkari, Kars, Aksaray, Kirikkale, Ardahan,
Sakarya, Sanlwrfa, Van, Mardin, Erzurum, Adiyaman, Agri, Sirnak, Mus, Diizce and Giimiishane.

Transformation and regeneration projects will be developed for the following cities with a lack of
licensed housing but a surplus of unlicensed housing, while the construction of legal licensed
housing will be supported: Istanbul, Konya, Yozgat, Kahramanmaras, Trabzon, Malatya, Osmaniye,
Isparta, Batman, Nigde, Igdir, Bingol, Siirt, Tokat, Gaziantep, Rize, Tunceli, Cankiri, Artvin,
Erzincan, Bayburt, Kiitahya, Usak, Bartin, Karaman, Burdur, Kilis, Diyarbakir, Sivas, Karabiik,
Manisa, Yalova, Hatay and Adana.

In cities with a major stock of unlicensed housing which, given the current trends continue,
display the potential to improve licensed housing stock until 2010, the emphasis will be placed on
regeneration policies. These cities are: Giresun, Amasya, Kirsehir, Bursa, Icel, Izmir, Afyon, Ordu,
Eskisehir, Kayseri, Samsun, Antalya, Ankara, Kocaeli, Bilecik and Kirklareli.

In cities, with sufficient licensed buildings which meet the demand and where there is no
unlicensed building problem, the housing policy will concentrate on research. These cities are:
Aydin, Balikesir, Mugla, Zonguldak, Elazig, Nevsehir, Kastamonu, Sinop, Denizli, Corum, Edirne,
Tekirdag, Canakkale and Bolu.

1.4 The Global Real Estate Sector

The global real estate sector has been marked by a fast growth in the last decade, resulting in an
increase in real estate investments and an almost doubling of prices.

The Asia-Pacific economic crisis of 1997 led to a decrease in real estate prices. The subsequent
crises in other financial domains resulted in global funds to gradually flow to the real estate
sector. In the following years, the fall in interest rates in the USA caused a drop in the cost of
financing real estate, leading to increased real estate demand and a rise in prices.

Today, we observe a saturation in real estate prices and yields, especially in the European real
estate markets. There are still some niches for development in the US. The Asian real estate
markets show the best performance and display the highest growth potential in this respect. The
saturation in the developed real estate markets leads to a growing interest in the real estate sectors
of the developing economies.
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The global real estate investments in 2004 had a volume of 121 billion Euros, of which
approximately 35 % consisted of cross-border investments. The United Kingdom, France and
Sweden were the leading countries to host foreign real estate investments. The corporate
investors from Germany, the USA and the Netherlands were the leading actors in cross-border
investments. Half of international real estate investments flows to 10 major cities. Istanbul is not
among these 10 leading cities, yet is evaluated as a city with such potential.

The European real estate markets display a high degree of saturation. As the European real estate
prices hit the highest levels, the prices stabilized, which resulted in declining real estate investments.

As mentioned before, the Asian real estate markets are full of potential and promises. Although
Europe has abundant resources and supply of funds for real estate investments, investment
opportunities and returns are declining. Therefore, European real estate investors are seeking new
alternative investments. Corporate real estate investors in Europe such as pension funds on the
average invest 60 billion Euros in EU real estate markets every year. As the share of real estate
investments in the portfolio of corporate investors increase every year, the need to increase
international real estate investments rises in order to diversify the risks and increase investment returns.
New real estate markets with tolerable risks and higher returns are becoming more attractive.

International, especially European, real estate investors are increasingly diverting their attention
to the Turkish real estate market.

An increasing number of studies, analyzing and emphasizing the opportunities in the Turkish real
estate market, are published and concentrate on Istanbul’s real estate market.

The “The Developing Real Estate Markets in 2005” report jointly prepared by the Urban
Land Institute (ULI) and Price Waterhouse Coopers (PWC) is an important study outlining the
international positioning of Istanbul.

This report ranks Istanbul as the 13th on the risk adjusted total real estate returns among 27
metropolitan cities in the world. Istanbul has the highest rank, along with Moscow, on real estate
returns unadjusted for risks. In this context, Istanbul has the most attractive real estate investment
sector.

Istanbul also ranks first among 27 metropolitan cities in real estate development opportunities.

Economic, political and legal risks are the major concerns in the risk assessment of real estate
markets. Foreign investors interested in the Turkish real estate market also consider the following
risks: The regular payment of rents, deficiencies in infrastructure, ownership rights, taxation
problems, the deviation between legislation and practical implementations, and the existence of
grey areas (sales, purchases, permits, taxes, etc) in these domains. These problems emanate from
the insufficient development of the Turkish real estate sector.

Some other assessments of the ULI/PWC study on the Istanbul real estate market are as follows:
m The sector is not as developed in A class real estate to attract international investments.

m Although economic development increases the demand for quality housing, the residential
sector is faced with various limitations to hinder its growth.
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B The increase in foreign direct investments (FDI's) and the penetration of global companies
to the Turkish markets increase the demand for A class offices. The development potential of the
office market is increasing,.

® The retail and shopping centers sector is the fastest growing segment, with the highest growth
potential and eligibility for investments.

H Investments in the logistics areas and tourism are also expected to fastly expand.
m The ULI/PWC 2005 study evaluates the Paris, Milan and London real estate markets to yield the

highest risk adjusted returns, however advises investments in the Prague, Warsaw and Budapest
real estate markets.

TABLE 2: EXPECTATIONS FOR THE ISTANBUL REAL ESTATE MARKET FOR 2005

CRITERIA EXPECTATIONS ASEESEMENT RAMKING
HENT INCREASE VEAY GOOD 50 1
CAPITAL GROWTH MODERATELY GOOD &3 i,
SUPPLY DEMAND BALANCE ANERAGE 5.3 G,
DEVELOPMENT VERY GOOD B3 i

Souce: “Tha Developing feal Extale Markats in 2005° Report, ULI ¢ PWE

Another international study that evaluates Turkey’s real estate sector is a report prepared by
Cushman/ Wakefield Healey & Baker in 2005 on the developing real estate markets in Europe.

This report assesses the real estate sectors of European countries in light of 50 criteria that are
assembled in three groups. Table 3 below portrays the comparative positioning of the Turkish real

estate market.

TABLE 3: THE COMPARATIVE ANALYSIS OF DEVELOPING REAL ESTATE MARKETS

[~ THE HIGHEST

CHAHGE
SCORE RANKING 3005 RANEING 2004 2D04-7005
e 1 THE (ECH HEPUBLIG 1 1
e J1 HUNGARY . i
% b8 POLAMD 3 4
e BS SLOVAKIA L 4
b1 ESTOMIA ¥ 3
1) ALISENA & )
50 LATWA ! B
e 58 LITHLANLA i
11 AN A 12
e £l BLILGARIA 0 1]
T 53 LHOATUA 1 11
e B aLOVENIA & |
50 TUHKEY 14 13

Sowite: Cushiman & 'WakefSeld Haaley & Bakér
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1.5 The European Union Process and The Real Estate Sector

Turkey’s EU full membership process will have an impact on all sectors. The EU process will
have the following impact on the real estate sector.

® The sector will be fully registered. All quality and standards pertaining to building and
construction permits will be developed and standardized. All buildings will be constructed with
legal permits and according to necessary standards.

® Transparency will increase in the sector. An independent control institution will control
construction at all levels to guarantee this transparency. Legal control and compliance with the
fundamental construction and building standards will be the basic criteria.

m Since the framework of the professional qualities will be defined mutually, all employees in the
sector will be trained to reach those standards and their professional sufficiency will be certified.

m The sector will be institutionalized and corporate participation will increase. Corporations will
expand their involvement to the diverse segments of the sector like construction, financing,
control and services.

m The financing of the sector will be broadened. Real estate projects suitable to EU standards will
be able to obtain global financing. Every project will be individually financed. The importance of
project management will grow.

® The scales of the companies in the sector will increase. Companies will be restructured and
develop into real estate development companies which provide all kinds of services. Increasing
competitiveness in the sector will result in mergers and acquisitions.

m All data and registration systems pertaining to the sector, all statistics starting with Title and
Registration offices will be regularly updated, stored and put to use in the e-environment.

= Harmony with the treaty on the free circulation of capital and services will lead to the activity
of all the European corporate actors in Turkey. This will increase competition remarkably.

m The real estate sector will enter a phase of more stable growth.

m As the real estate sector harmonizes with the EU, the corporate actors in the sector will have
more access to funding resources. Long term funding will be more available.

® Foreign investments will increase in the real estate sector. New EU members such as
Poland, the Czech Republic, Hungary and Slovakia are the best examples in this respect. Real estate
investments in the four countries mentioned above as well as in Romania totaled $150 million in
1998, $600 million in 2001, $2.3 billion in 2003, and lastly $3.7 billion in 2004.

1.6 Economic Developments and The Real Estate Sector

The economic life of the products is rather long in the real estate sector; not only predictions and
decisions are made for the long run, but also investments and financing in the sector are based on
long run projections. For this reason, economic stability which allows for long term predictions is
more crucial for the real estate sector than for other sectors. This sector is highly dependent on
economic development and stability.
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Within this context, the economic development and stability which Turkey has achieved in the
recent years and the economic expectations for the near future closely affect the real estate sector
and have an impact on its further development.

® Economic stability enables long term predictions and allows more ground for decision making.
Preserving the economic stability will reinforce the growth of the sector.

®m Now that Turkey is entering a phase of sustainable growth and the per capita income is
predicted to increase, first the demand then the supply will increase in the real estate sector. The
rise in individual incomes and purchasing power will mostly contribute to the development of the
residential and shopping centers sectors.

= A low inflation rate and accordingly the shrinkage in nominal and real interest rates, an important
facet of economic stability, will enable the wider implementation of long term real estate financing.

¥ Long term real estate financing will lead to an expansion in both the demand (consumer
financing and mortgage backed financing) and the supply (project financing) sides in the sector.

® Economic growth based on economic stability, the expansion of foreign trade volume, the
development of the services sectors and the increasing foreign direct investments will lead to a

rise in the demand for commercial real estate such as offices, logistics and industrial areas.

m Parallel to the economic stability, predictions for a growing tourism potential will necessitate
the broadening of the capacity of touristic establishments.

® Economic stability will also bring a more stable supply/demand balance in the real estate
sector, causing fluctuations in this balance to decrease. In line with the growth of demand and
supply, prices will increase, price fluctuations will eventually drop and we will enter into a
stable development phase. The predictability of prices will speed up real estate investments.

® The investments of domestic and foreign individual and corporate investors will increase with
the rising economic stability. The volume of foreign corporate investments may even exceed
those of domestic corporate investors.

1.7 Predictions for Istanbul

The fulcrum of this study is the nature of the real estate sector in Istanbul. Consequently,
predictions for the future of Istanbul are very crucial to anticipate the real estate sector in Turkey.

The developments in Istanbul in the next twenty years are foreseen as follows:
® Economically speaking, the services sector will grow more than the other sectors in Istanbul.
m Istanbul will become the service center for its region as well as for the whole country.

m Istanbul will turn into a regional commercial center. Multinational companies and other
foreign capital corporations will increasingly use Istanbul as a hub for their regional transactions.
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® The industry in Istanbul will move to the outskirts of the city in the middle and long run.
The administration, technology and marketing functions of industries will remain within the city
center.

® The industry will produce more qualified and technologically developed high end products. The
industry will need more technological development and a well trained work force.

® The increase in individual incomes and the purchasing power of the households will result in
the expansion of retail spending.

® The tourism sector will display an important growth and diversification.

® The Istanbul Metropolitan Planning Center (IMPC), founded by the Istanbul Metropolitan
Municipality, will monitor the city’s development. The predictions of the IMPC are as follows: Three
new Central Business Districts will be established in Ispartakule-Tatarcik Ciftligi, Ikitelli and Kartal;
the urban regeneration and transformation from industry will be conducted in the Topkapi,
Kagithane, Giinesli and the Biiytikdere Avenue areas; urban regeneration projects and niches for
quality social housing will be created in the Beylikdiizii, Kiiciik Cekmece, Zeytinburnu, ikitelli and
Altinsehir regions.
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PREDICTIONS FOR THE REAL ESTATE SECTOR
AND MARKETS IN ISTANBUL

THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES 22



\&
THE REAL ESTATE SECTOR AND PROGNOSES FOR ISTANBUL 2015

1.1 The Redidential Sector and Markets

The residential sector and markets rank first in the evaluation of the real estate sector. This part
of our study will comprise predictions for the development of the residential sector and markets
specifically in Istanbul and in Turkey in general for the next decade. Istanbul is the core of all the
prognoses we will deliver.

The main target of these predictions is to anticipate the housing deficit, demand and supply in
Istanbul’s residential real estate market in the next 10 years. Thus, all the factors that have an
impact on the housing deficit, demand and supply will be analyzed and evaluated in this section
of our study.

11.1.1 Demographics and Predictions for Population Change

Predictions pertaining to demographics and population change are the main determinants of the
housing deficit and demand.

Demographics and population changes are, in this context, the natural indicators for any
housing need. The rate of population growth, the absolute population increase, changes in the rate
of urbanization, urban migration, and changes in the number of households are the criteria we use
to make demographical predictions. Consequently, Turkey’s current demographic transition period
and its priorities are very important for making predictions for the near future.

Table 4 gives the cumulative population sizes for Istanbul and Turkey. According to this table,
the population of Turkey grew from 35.6 million in 1970 to 72.5 million in 2005 in a period of 35
years, which represents a two fold growth. In the same period, Istanbul’s population increased from
3 million to 11.48 million, which is a 3.82 fold growth.

Istanbul’s share in the general Turkish population grew from 8.5 % in 1970 to 15.8 % in 2005.

This 35 year trend in the population change in both Istanbul and Turkey is a very important
factor and will be considered as an indicator for the changes in the years to come.

TABLE 4: THE POPULATION OF ISTANBUL AND TURKEY

YEARS | ISTANBUL(000) | TURKEY (000) | 'STANBUL'S SHARE
1970 3,019 35 608 B5
1975 3,904 40,348 a7
15480 A, 7d1 A4 P57 106
1485 5,843 all bbd 11.5
1930 309 56,473 129
2000 10,018 67,804 14,5
2005 (1) 11,477 fe.53 158

Courca: 2000 Mationa| Census Results. SIS
{1} 515 2005 Eslimata
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The rate of periodical population increase is the main indicator which shows the trends of
population growth both in Istanbul and in Turkey. Table 5 gives an overview of the rate of
population increase in five year periods.

TABLE 5: THE RATE OF POPULATION GROWTH IN ISTANBUL AND TURKEY

PERIODS ISTANBUL {%) TURKEY (%)
1970 -1975 51.44 25,01
1975 - 1980 36,56 20.65
1980 - 198 41,76 24 88
1085 - 1990 44.78 71.71
1990 - 2000 33.08 18,24

2000 - 2005 (1) 27 50 13.60

Sourca: 2000 National Cansus Rasulls, SIS
111 515 2005 Estimate

While the cumulative birth rate, the rate of fertility and the cumulative death rate elicit the rate
of population growth in Turkey, additional factors like the density of internal migration and the
net migration rate contribute to the population growth rate in Istanbul.

This is why we come across different growth rates for Istanbul and Turkey when we study
Table 5. We see a consistent decline in the population growth rate in Turkey in 1970-2000, which
can be considered either as an indicator or as the result of the corresponding demographic process.

In contrast, Istanbul’s population increases more rapidly than Turkey’s total population in each
of the five year periods. However, the rate of fertility and the rate of increase of the urban
population in Istanbul are consistently below the Turkish averages for each of the 5 year periods.
Thus, the main factor for the population increase in Istanbul is the migration of the rural
population to the city.

Table 6 gives the internal migration values for Istanbul starting with 1970. In 1970-75,
441.000 people migrated to Istanbul and the net rate of migration was 12.7 %. These numbers
were 291.000 and 6.72 % for 1975-80, 299.200 and 5.65 % for 1980-85, 656.700 and 9.98
% for 1985-90, and 407.500 and 4.5 % for 1990-2000 respectively. The migration waves to
Istanbul and the net migration rates are also the determinants of the rate of general population
growth.

The population growth rate in 2000-2005 shows an important change, which will affect the
predictions for the years 2005-2015.

The rate of population growth has slowed down remarkably in 2000-2005. The population in
Turkey grew by an annual average of 1.36 % in 2000-2005. The annual growth rate was 1.66 %
in 2000 but 1.3 % in 2005. Presently, the decrease in the population growth rate is even higher
than expected. This downward trend is foreseen to continue in the next 10 years.
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TABLE 6: NET MIGRATION TO ISTANBUL AND THE MET MIGRATION RATE

FERIDDS NET MIGRATION (persons] | NET MIGRATION RATE (%)
1970 -1975 441 247 12.75
1975 - 1960 200 842 .02
1980 - 1985 280175 5.65
1885 - 15930 B56. 677 994
1580 - 2000 407 448 4.6
2000 - 2005 (1) 252,000 2.35
Source: SIS

We also pin down a slow down in the rate of population growth in Istanbul. The average
population growth rate for Istanbul was 2.7 % in 2000-2005.

The population growth rate declined from 3 % in 2000 to 2.5 % in 2005. In this five year
period, not only the rate of growth of the urban population, but also the rate of migration to the

city has slowed down.

Both Istanbul and Turkey have entered a new demographic cycle in 2000, characterized by a
decrease in the population growth rate. This is the result of an irreversible decrease in the birth rate
and in the rate of population renewal. This new cycle will result in a more balanced population

growth phase.

The growth rate of Istanbul’s population will also be affected by this cycle. Table 7 gives the

population predictions for Istanbul and Turkey according to these trends.

TABLET: PREDICTIONS FOR POPULATION GROWTH IN ISTANBUL AND TURKEY

AATE OF RATE OF .
FEARS | OPULATION m“ﬁ.;"u roruanion | SRR | A
Tl ISTARBIL (%) [ POPULATION %)
N A6 B BT A 3 18N E 1d8
5'\-‘}@ 13 d T2 508 75 0 11407 158
] 12a T34 2419 11,152 169
07 128 Tl-.!ﬂ! =41 12004 16.2
o) ipa e Rik] Fe k] i bl
) 122 5 7 241 TEES 16 &
ol 120 I 183 -4 0 1252 188
Pl 1.8 TBE Fehi] 113% _‘E_'I
ok 11 :'!'El- ¥ 0 11%"] 171
k) 51 4 oy By 4 0 17} K3l 1771
2014 112 B0, T5F F i) 14, 153 175
Fua k-] i1 0 21 &47 ¥ i 14 4TE 178

25 | THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES



\¢
THE REAL ESTATE SECTOR AND PROGNOSES FOR ISTANBUL 2015

We first present the population change predictions for Turkey. The rate of population growth will
continue to decrease in Turkey. The period 2000-2005 has shown a fast drop in the rate of
population growth. The decline in the population growth rate in 2005-2015 will be slower. The
population growth rate of 1.3 % in 2005 is expected to be 1.2 % in 2010 and 1.1 % in 2015. These
predictions are consistent with the population growth rate projections for Turkey for the
demographic transition period in 2025 and 2040. The SIS foresees the rate of population growth
to be 0.85 % in 2025.

Turkey’s national population will be 77.15 million in 2010 and 81.64 million in 2015.

The rate of population growth will also decrease in Istanbul in 2005-2015. But this decrease will
be more sluggish than the Turkish average. The 2.5 % population growth rate in Istanbul in 2005
is expected to be 2.4 % in the next five years and 2.3 % in the following five years. Consequently,
Istanbul’s population will increase faster than that of Turkey. Istanbul, with a population of 11.48
million in 2005, is predicted to house 12.92 million people in 2010 and 14.48 million in 2015.

Istanbul’s share in Turkey’s population will continue to increase. While it was 14.8 % in 2000
and 15.8 % in 2005, it is foreseen to be 16.8 % in 2010 and 17.8 % in 2015.

The demographic predictions made for Istanbul are the most important indicators for the
city’s housing need. The rate of accuracy in demographic predictions will have a direct impact on
housing need projections.

We are basing our prognoses on two basic criteria for the population change in Istanbul: the
urban population growth rate and the net migration rate to the city.

Table 8 shows the development of these two criteria in 1970-2005. Urban population growth
figures and the growth rate indicate the growth of the city inhabitants. The urban population
growth values demonstrate periodical fluctuations. The average rate of urban population growth
sharply declined from 2.8 % per year in 1990-2000 to 2.3 % in 2000-2005. The growth rate of
urban population is 2 % in 2005.

TABLE 8: THE SOURCES OF POPULATION GROWTH IN ISTANBUL

R o phiA
1081, PR LT T R w1 aa LR PR

et Y NI MalhiTe B Pui WRGRATHIN BAIT [l SROWIH "'“"'1".":,“'""
- :I _'I' |} _ 'L'_"I |_|'_.|._ B 13 ‘_ i . '_l | | _|1_|_.'|_ _.'l

ViR . g Tl P iy 1 &

. e e v i - |

T - oy - - R

- ] L ] L i b a,, 1)

. g 1 22 T = 1701 T
Dt CEaliss s o TS e

The net migration size shows the absolute migration volume realized in that period. The net rate
of migration is calculated by dividing the net migration volume of the corresponding period to the
average population size. The net migration rate fluctuates by periods, affected by economic and
social conditions. For example, migration which followed a downward trend, increased in number
and rate in 1985-1990. The size of the net annual migration in 1990-2000 was 40.700 people
with a corresponding net migration rate of 4.60 %. The net size of migration in 2000-2005 is
estimated to be 252.000 people. While 50.200 people have migrated to Istanbul per year, the net
migration rate in that five year period has dropped to 2.35 %, indicating an annual net migration
rate of 0.45 % to Istanbul.
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The reasons for the slow down in migration to Istanbul in 2000-2005 were of economic and
social nature, a direct result of the economic crisis.

Table 9 shows the predictions for the two criteria that make up the source of the population
growth in Istanbul. The rate of urban population growth is expected to slow down to 1.9 % per
year in 2005-2010 and to 1.8 % in 2011-1015. The possibility of the rate of urban population
growth to deviate from these predictions is minimal due to the city’s demographic process.

TABLE 9: PREDICTIONS FOR THE SOURCE OF POPULATION GROWTH IN ISTANBUL

veaRs | onowmeenven | o Rowmn T | POPUD MiGRATon
o % T3 -]
2005 781 20 230 045 51
06 FiE 1.9 T 4% 583
#007 2hE 149 ot (.45 54
2008 289 19 71 0.5 55
004 M8 1.9 739 .45 LT
2010 30 ig Fdd .45 L1
011 2 1.3 P .45 Bl
S0 3 13 43 1.45 b1
013 311 18 2449 .45 B
2014 318 18 28 048 53
2015 i 1.5 261 {145 i

The migration to Istanbul, the second important denominator, is predicted to reach its limits and
to stabilize based on the following presumptions:

m Despite the dissolution expected in the rural areas as a result of the EU process, the planned
rural development strategy will lead the rural population to form clusters in nearby urban areas.

m New attraction centers will arise and develop continuously in the Anatolian peninsula.

m Istanbul’s industrial sector will move out of the city in order to increase its competitive power
and to comply with the urban regeneration process.

® The fast development of Istanbul’s services sector and the need for qualified work force will
limit job opportunities for the unskilled work force.

® The cost of living will rise in Istanbul.
® The chances for physical expansion will be limited.

® The local administrations, whose authority will increase with decentralization, will control and
limit migration.
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Considering these facts, the net rate of migration to Istanbul of 0.45 % in 2005 will remain the
same in the next ten years. Accordingly, 80 % of the increase in the population of Istanbul will
emanate from urban growth and 20 % from migration to the city, while the population growth rate
will be stabilized.

So far, we have delivered the predictions for population growth in Istanbul and Turkey. We now
have to present our predictions for the number and size of households in order to calculate housing
need, demand and supply.

Households in urban and rural areas differ in size. Since the housing demand exists in urban
areas, the rate of urbanization, the size of urban households, and the number of households need
to be calculated.

Table 10 gives the predictions pertaining to urbanization and the size and number of households
in Turkey. We see that urbanization will continue in the near future. The EU full membership
process demands the minimization of the rural population. Migration from rural to urban areas will
be to the cities nearby or to the city centers, but it will be more planned and controlled. The rate
of urbanization which was 64.9 % in 2000 is predicted to be 68 % in 2005, 72 % in 2010 and
75 % in 2015.

TABLE 10: PREDICTIONS FOR URBAN POPULATION AND SITE OF HOUSEHOLDS IN TURKEY (000)

YEARS | TOTALPOPULATION | | TATENE  (umea popuLkmion] (SZESTURAN | NUMEEROF HPEAN
2000 &7 B0d ] £4 [ 439 10,024
- 3% o] L] iz LiR-Te]
3006 73484 @ 58,545 435 11889
?[l]_J' T4 EJ ﬂﬁ- EITT 433 13 240
i mang T4 L i in 13 55
it Th.234 Tz B4.0TR 418 17 a8
200 T8 J2h 58 54T 4 %6 13 353
2011 {8,059 s S8 434 12,689
i 78,965 2k 57804 an 14084
2013 78,88 s 5840 409 1a 410
| gons B 7 Tid B3, 0E5 407 14 783
Fatil] Bl BEY i) B1.735 408 15 1.3

According to expected rates of urbanization, the total urban population of 49.3 million in 2005
will increase to 61.23 million in 2015.

The economic and social developments together with the demographic process will lead to a decrease
in the size of urban households. The size of urban households which was 4.39 persons in 2000 dropped
to 4.28 in 2005. The size of households is projected to be 4.16 in 2010 and 4.04 in 2015.

Depending on the rate of urbanization, the size of urban households and the total urban
population, the number of urban households which was 11.52 million in 2005, will rise to 13.35
million in 2010 and 15.12 million in 2015. As a result, the number of urban households will
increase by 3.6 million in 2005-2015.
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The same method is used to predict the number of households in Istanbul, as shown in Table 11.

The rate of urbanization in Istanbul was 90.7 % in 2000. This rate is estimated as 91 %, 92 %
and 93 % respectively for 2005, 2010 and 2015. The rate of urban population increase and the rate
of migration to the city will be limited. Consequently, the size of the urban population which was
9 million in 2000 is predicted be 10.44 million in 2005, 11.8 million in 2010 and 13.46 million in
2015. The number of persons per household will continue to decrease. The number of persons per
urban household which was 3.81 in 2000 and predicted to be 3.60 in 2005 will decline to 3.45
persons per household in 2010 and 3.30 persons in 2015.

Consequently, the number of urban households, which was 2.34 million in 2000, is predicted to
be 2.9 million in 2005. The number of urban households will reach 3.44 million in 2010 and 4.08
million in 2015.

These calculations give us an increase of 1.18 million in the number of urban households in
Istanbul in 2005-2015.

TABLE 11: PREDICTIONS ON URBAR POPULATION AND RUMBER OF URBAN HOUSEHOLDS
IN ISTAMBUL (000}

YEARS. | TOTAL POPULATION | iy (URBaM PopuLTON|  REELAE M oL0s
2000 10,015 P/ AL M 2338
—E’ 11,477 AR IC-L_H .’lE_[I Foh |
6 11,753 2 18, T Il 157 A
Falil 12 034 5l 4 18 3 Bt 210
i) 1237 il & 11 738 351 35
8 12813 b8 11504 148 i)
2000 12 928 o) 19,837 348 T 445
FitLh] 1119 s 17 188 343 1553
g 1355 for i il 138 S
| 20013 13534 Pt 1ZE10 13 L H
a0 14153 02 13,13 13 L84
Fatids] a4 e iR ) 430 LB

11.1.2 The Housing Stock in Istanbul

Demographic and population related predictions make up the basis to foresee the housing need,
demand and supply.

Demographic changes determine “the need for new housing”, based on the increase in the
number of households.

When we discuss the housing need, demand, and supply, it is also necessary to evaluate the
existing housing stock. This evaluation has two important results that have an impact on the
housing need, demand, and supply:

m To observe and determine whether there is an actual housing need or housing surplus in
regard to the number of existing households,
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® To observe and determine how far the existing housing stock is in need of renewal because of
its physical condition and/or legal status.

The housing stock in Istanbul will be defined in comparison to the general housing stock in
Turkey. Total housing stock consists of the number of existing homes that meet the demands of the
households as well homes which used to do so but are in a shabby condition at present and thus
need to be demolished.

Even though the housing stock is an important variable for our calculations, it is rather
problematic to have accurate and actual data of the existing housing stock both in Istanbul and
Turkey. The main reason for this deficiency is the existence of buildings without construction and
utilization permits.

The Building Census conducted in 2000 by the SIS gives us the healthiest data for Istanbul
and Turkey. This study includes every building and residential unit with or without a construction
permit and/or utilization license. The results of this study are presented in Table 12.

TABLE 12: THE HOUSING STOCK IN ISTANBUL AND IN TURKEY - 2000

INDICATORS IETAMBLL TURKEY
NUMBER OF BUILDINGS BED 444 7838 615
NUMBER OF HOMES 3393097 16,235 B30
NUMBER OF HOMES
{PROVINCE AND DISTRICT) 3,136,831 13,587 BT
CONSTRUCTION PERMIT
(PROVINGE AND DISTRIET) 1518441 8566 428
UTILIZATION LICENSE
(PROVINGE AND DISTRICT) 504 597 4534170
NUMBER OF CONSTRUGTION PERMITS /
TOTAL NUMBER OF HOMES = A5 LER
NUMBER OF UTILIZATION LICENSES / TOTAL
NUMBER OF HOMES % 19 % a3
UTILIZATION LICENSE /

Source: Building Garsus 2000, 515

The general number of homes (flats) in Istanbul is counted as 3.393.077 in 2000. The total
number of homes in Istanbul’s urban area (city and districts) is 3.136.931.

Only 48 9% of the 3.136.931 homes in Istanbul’s urban area have a construction permit which makes
a total of 1.518.441. Only 598.532 or 19 9% of the total homes in Istanbul’s urban area have a
utilization license. Only 39 % of residential units which have a construction permit also have a
utilization license. 1.618.490 homes have been built without a construction permit and are in use.

The 2000 census shows no housing deficit in Istanbul. Indeed, results show a total number
of 3.393.077 homes for a total number of 2.550.607 households, thus a surplus of 842.470
residences in Istanbul in general (2000). The number of households in Istanbul’s province and
districts is 2.339.547, the total number of homes is 3.136.931, showing a surplus of 797.384
homes in the province and districts put together. The analysis of these values in Istanbul, as of
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2000, shows us the following:
m Istanbul’s housing need was met primarily by the construction of unlicensed buildings.

m Efforts to legalize the unlicensed housing stock became a permanent solution in the resolution
of the housing problem.

® This process led to the construction of low quality substandard housing.

There is no official housing stock data gathered after the 2000 census, as the construction of
unlicensed housing is continuous.

Istanbul’s housing stock in 2005 is estimated based on the following presumptions and its results
are given in Table 13.

This study covers the housing stock in the province and districts. We added the number of
building construction permits and the predictions for unlicensed buildings to the housing stock in
2000 and subtracted the number of homes estimated to be out of use in order to come up with an
estimate for the housing stock in 2005.

We assumed that the construction of all homes with a construction permit was completed within
one year. We took into account the number of construction permits issued in 2000-2004. 186.254
homes got a construction permit in this period.

The volume of unlicensed buildings was estimated based on data from the previous years and the
ratio of unlicensed buildings in Istanbul while taking into consideration conditions relevant to the
earthquake and to forest areas. This led us to the conclusion that the construction of unlicensed
buildings still continues, but the ratio of unlicensed buildings to the licensed ones has decreased.

We presume the number of new buildings without a construction permit to be 125.000 in
2000-2004. We also assumed that 0.1 9% of the housing stock was inhabitable due to physical
conditions and needed renewal, thus 15.685 homes.

We estimated the total number of habitable homes in the province and districts of Istanbul to
be 3.435.599 at the end of 2005 according to our calculations. The number of households in
Istanbul’s provinces and districts is 2.901.111 in 2005, leading to a housing surplus of 531.488. Only
50 % of these residential units have an actual construction permit.

TABLE 13: PREDICTIONS FOR THE HOUSING STOCK IN
ISTANBUL IN 2005 (PROVINCE AND DISTRICTS)

IRMNCATORS I5TANBLIL
NUMBER OF 4DRkES 3000
[PRIVINCE AND HESTRECTS) 3136 831
CONSTRUCTION PERMITS
[0 = AN ) 185354
NUMBER OF INHARITASLE HOMES
(2001 - 2005) {15 E85)
HOMES WITHOUT A CORS TRLICTION
PERMIT [0 - 3004} 1.
TOTAL HOUSING STOCK 2005 31437 559
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11.1.3 The Housing Deficit in Istanbul

After the predictions about demographic changes and the assessment of the existing housing
stock, we can come up with prognoses pertaining to the housing deficit in Istanbul for the years
2005-2015. Such prognoses are crucial to the residential sector and markets.

The housing need shows the number of homes which households need for their basic physical
welfare and utilize as their permanent shelter. The increase in the number of households and the
need for renewal are the two basic determinants of the housing need. Two additional factors hold
true for Istanbul, the earthquake risk and the improvement of the quality and standard of the
existing housing stock to increase the number of licensed buildings.

Presumptions are made for Istanbul’s housing need for 2005-2015 within this framework. Four
basic factors considered to determine Istanbul’s housing need in this period are;

m The increase in the number of households and the housing need
® The need for renewal

® The housing need originating from earthquake and other risks
® The housing need originating from urban regeneration

1- The Increase in the Number of Households and the Housing Need

The increase in the number of households in Istanbul in 2005-2015 will be the main indicator
for the housing need. We have already given the details pertaining to the size of households in
regard to demographics. The number of urban households, which was 2.901.111 in 2005, will rise
to 4.080.303 in 2015. This gives us an increase of 1.179.192 urban households in Istanbul in 2005-

TABLE 14: PREDICTIONS FOR THE NEW HOUSING NEED IN ISTANBUL
AS A RESULT OF THE INCREASE IN THE NUMBER OF HOUSEHOLDS

2106 101130 101,130
Fatef) 104,821 104,821
2108 108,893 104, 853
04 112 781 112 781
1 116,771 1167711
2011 118236 118 236
2012 122,008 122,008
A1 126 659 146 659
14 131,840 131,441
2014 136450 136454
TOTAL 1.178.192 1.1r8152
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2015 and we predict that the same amount of new housing will be needed to meet this increase.
As we determine the housing need at this stage, we're not taking into account the existing
housing stock and the housing supply.

In other words, we are disregarding Istanbul’s actual housing surplus and calculating the need
for new housing based on the increase in the number of urban households in the next 10 years.

Table 14 shows the yearly increase in urban households and the resulting housing need for the
next 10 years. The need for new housing rises every year with respect to the increase in the
number of households, as a result of the gradual reduction in the size of households.

2- The Housing Need Originating from Renewal

The renewal need arises from the depreciation of existing houses that are too old to be habitable.

The assumptions we make in order to determine the volume of new housing needed as a result of
renewal are important. As we are rather limited in judging how many residential units will be
physically inhabitable in the future, we make a variety of assumptions. The State Planning
Organization foresees the economic life of residences as 50 years in its calculations. The SPO
used 0.51 % of the existing urban housing stock as a scale in its seventh and eighth 5 year
developmental plans in calculating the need of renewal due to aging and natural disasters. The eight
5 year developmental plan foresees the number of homes to be renewed every year as 72.000.

When we discuss the need for renewal in Istanbul, we have to consider the physical condition
and the economic life of Istanbul’s existing housing stock.

The comparative physical condition of the housing stock, both in Istanbul and Turkey, is
presented in the table below, as determined by the SIS Buildings Census in 2000.

TABLE 15: THE PHYSICAL CONDITION OF ISTANBUL'S AND
TURKEYS HOUSING STOCK 2000

INDICATORS ISTANBUL TURKEY
NUMBER QF HOMES 3.393.078 16,735,830
NUMEER OF HOMES
(PROVINGE AND DISTRIGTS) 3,136,931 13,597 676
NOT IN NEED OF BEPAIR 2185 452 8794 587
IN MEED OF SIMPLE REPAIR
AND RESTORATION 720,215 3943326
IN NEED OF SERIDUS REPAIR
AND RESTORATION 156 847 a51 837
RUINED, PLANNED TO BE
DEMOLISHED 31,368 271.953
OF UNKNOWN CONDITION 31,368 135 877

Source: Bulbding Cansus 2000, 515
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The construction year and the average age of buildings of Istanbul’s housing stock are also major
factors to be considered. Table 16 shows the construction years of Istanbul’s residential buildings
and other buildings that are used for residential purposes.

85 0o of all residential buildings in Istanbul are built after 1970. As these buildings will be 45
years old or below by 2015, the targeted year of the study, we predict no need of renewal because
of aging. 15 % of the existing housing stock built before 1970 (of which historical buildings make
up 1.5 %) will be in need of renewal because of aging. The number of buildings over the age of 50
will be 108.487 and the number of residential units in need of renewal will be 400.000 in Istanbul
in 2000-2015.

TABLE 16: CONSTRUCTION YEARS OF THE BUILDINGS IN ISTANBUL 2000

ﬁﬁ:ﬁﬁﬁ:ﬂ: BUILDINGS ENTIRELY USED AS | BUILDINGS MAINLY USED AS
1929 11,844 2,068
1834 - 1939 3,768 717
1840 - 19448 i i
1950 - 1950 21,091 2 652
1960 - 19649 449 985 7,91¢
197( - 1979 111,005 25 463
1980 - 1989 175,404 LEN=T
1909 - 200 71 354 T4 BE?
LIB KN OIS G 347 2017
TOTAL §12.280 165135

Sourca: Bulldings Census 2000, SIS

Calculations for the need of renewal are TABLE 17: FREDICTIONS FOR THE REMEWAL OF THE
built on the above data. We foresee that HBUSING STOCK IH ISTANBUL'S URBAN ARER

0.5 % of the existing housing stock in

Istanbul will be in need of renewal every YEARS m%ﬁwﬂ‘m
year in the next 10 years starting with
2005. e TR L
2097 17153
Table 17 portrays the annual need for —_— 17 150
renewal for the housing stock in Istanbul.
171.500 homes will be in need of renewal 0 M
between 2005-2015, which means that 40 Farki LFAL-
% of the housing stock 50 years or older Lk YA
will be renewed in 2015. ralLF; g
g 1 185
We assume that the number of residential a4 7 18
units in need of renewal will be equally
s 17,159

distributed throughout the years.
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3- The Housing Need Originating from Earthquake Risk

The earthquake risk is the third important determinant of the city’s housing need. Such natural
disaster will potentially result in lightly damaged, severely damaged, totally damaged and
inhabitable buildings. As we predict Istanbul’s housing need for the coming decade, we have to
consider the need to renew buildings which have a high exposure to earthquake risk.

Taking into account the possibility of a potential earthquake in Istanbul, it is necessary to
determine the number of buildings that are at high risk in case of such disaster.

We use the data gathered by the JICA (Japanese International Cooperation Agency) study in
2002. Upon the appeal of the Turkish government, The Japanese government had commissioned
the JICA to perform this study titled, “Core Plan Study on Disaster Prevention and Minimization
Including the Seismic Micro-Regionalization of the Istanbul Province”.

Four basic earthquake scenarios have been designed based on the seismic micro-regionalization
study, the technical basis of JICA’s work for the prevention and the minimization of disaster
damage, to determine the earthquake resistance quotients of the existing housing stock and
infrastructure in Istanbul. Model A, which is regarded as the scenario with the highest possibility
to materialize, is also the one with the highest degree of potential damage. Model A constitutes the
basis for all disaster prevention studies at present.

The Model A scenario rests on the probable rupture of the 120 km long fault that extends from
the west of the fault that caused the 1999 Izmit Earthquake to Silivri. An earthquake with a
magnitude of 7.5 on the Richter scale is predicted on this fault in this scenario.

Table 18 portrays the predictions about the housing damage in Istanbul’s districts based on
Model A.

If the Model A scenario materializes, a total of 51.447 buildings which contain 182.527 households
will be severely damaged in Istanbul. Therefore, assuming that all of these buildings are fully
occupied, 182.527 residential units are facing earthquake risk. The JICA study primarily evaluated the
11 districts with the highest earthquake risk: Adalar, Avcilar, Bahgelievler, Bakirkdy, Bayrampasa,
Eminéni, Fatih, Glingoéren, Kiiciik Cekmece and Zeytinburnu. 26.071 buildings in these districts,
sheltering 105.062 households, will be severely damaged in case of a possible earthquake.

The above data assessing the potential demand due to earthquake risk is considered as the third
indicator to determine the future housing need.

Thus, 51.447 buildings and 182.527 residential units in Istanbul with the highest risk of
exposure to severe earthquake damage must be renewed in the next 10 years. This renewal
procedure must be completed until 2015.

The housing need in Istanbul in 2005-2015 appears to be 182.527 because of earthquake risk.
Table 19 gives the distribution of the housing need according to years.

The following assumptions are made: 105.062 residential units must be totally renewed in the
first five years in the 11 risky districts. The start of the renewal process will be simultaneous in
other districts as well. The need for 125.000 residential units is distributed evenly per years. The
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need for the remaining 57.527 residences is  TABLE 1% THE HOUSING MEED IM ISTANBUL
also distributed equally in the following five [ORIGIMATIMG FROM EARTHOUAKE RISK

years.

THE HOUSING NEED
YEARS ORMGINATING FRIDM
The housing in Istanbul is of substandard EARTHOLIAKE RIESK
and low quality, and below minimum
standards. Almost 90 9% of the existing 2008 25,000
housing stock in Istanbul doesn’t comply with 2007 25,000
the new earthquake regulations.
2008 25000
The cement quality survey of the Istanbul 3009 25 000
Chamber of Engineers conducted on 1.178
buildings in 1998-2005 tells us that the 2014 £
cement quality of 72.4 % of these buildings is 3011 11,505
below the lowest acceptable quality.
Mz 11,505
Consequently, in case of a probable earthqu- ] 11 508
ake, more residences and buildings may be
damaged than what the JICA study predicts. The s .5
need to renew such housing is evaluated within S5 11 507
the framework of urban regeneration which is
the fourth factor to determine the housing need. TOTAL 182537

4- The Housing Need Originating from Urban Regeneration
Urban regeneration is the fourth factor to determine the housing need in Istanbul.

Istanbul has met half of its housing need by unlicensed buildings. The majority of the existing
housing stock is of substandard low quality nature.

Istanbul’s housing stock is in absolute need of renewal and repair. Repair and renewal must
have two distinct targets. The first one is the legal production and use of the housing stock and the
second one is the harmonization of building quality with minimum acceptable standards.

Such a wide need for repair and renewal necessitates a planned and well designed urban
regeneration. Thus, urban regeneration becomes the fourth important factor for the determination
of Istanbul’s housing need.

The housing need arising from the improvement and renewal of the existing housing stock is the
second most important denominator in determining the housing need in Istanbul. Within this
framework, this need focuses on housing other than the ones which need renewal because of
earthquake risk and aging. The majority of such residential units belong to lower and middle-lower
income groups. Thus, the housing which will be built because of urban regeneration will fall into
the social housing category.

The demand for new housing arising from urban regeneration will most probably not originate
from home owners, but will emanate as a result of urban regeneration projects. Only a small part
of the renewal demand will originate from the owners of substandard, low quality, unlicensed
homes, willing to exchange their homes with the new and legal ones built to minimum standards.
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The housing need arising from urban regeneration in Istanbul will be limited by private and
public resources that will be devoted to urban regeneration, and by the purchasing power and
income structure of home owners.

Depending on these hypothetical considerations and the limitations, we foresee two scenarios for
urban regeneration in Istanbul in 2005-2015.

® The first scenario is based on the renewal of half of the 1.716.3000 unlicensed housing stock
in 2005-2015. The need for new housing is 858.150 in this period, distributed evenly per years.

m The second scenario is based on the renewal of 35 % of the unlicensed housing in 2005-2015.
The need for new housing is 600.000 in this period, distributed evenly per years.

The results for these two scenarios are presented in Table 20. The second scenario is more
realistic and will be used as the basis of our final calculations.

TABLE 20: THE SCENARIOS FOR THE HOUSING MEED IN
ISTANBUL BASED ON URBAN REGENERATION

YEARS SCENARIO A SCENARID B
2006 85815 50,000
2007 85,815 60.000
2008 85815 0,000
2009 85,815 60,000
2010 85815 60,000
2011 B5.815 50,000
2012 85815 60,000
2013 83813 0. 000
2014 #5815 &0, 000
213 82815 &0, 000
TOTAL BS8 150 B0 004

5- Predictions for the Total Housing Need in Istanbul

We have already cited the four factors that produce the housing need in Istanbul in 2005-2015.
In this section, we will give the predictions pertaining to the total housing need of the city.

The increase in the number of households, the need for renewal, earthquake risk and urban
regeneration are the four components determining the city’s total housing need. We predict the
total housing need to be 2.133.045 in the next ten years (2005-2015). Table 21 displays the
distribution of the total housing need per year and per origin.
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TABLE 21: PREDICTIONS FOR THE TOTAL HOUSING NEED |N ISTANBUL

S . P T RO T TR —
SOLSEHOLDE REMTWAL URAMM REGEMRATION
o] 1138 1708 P o] ok o
Ll 1 B3 17, E50 L] 0,000 AN
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T THRLAN 17 T G ) TR
THa 3. kil 17.b53 25 HEE
i 40 e 17 1 1 3 i 95"
g 130 b5 17 i LR $id rad
b ] 1 125 17 658 £ K8 PN Gl
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The increase in the number of households is the first and foremost important determinant of
the total housing need in Istanbul in the next decade, making up 55.3 % of the total. Urban
regeneration is the second most important determinant.

We predict the total number of urban households to be 4.08 million in 2015 while the housing
need is estimated to be 2.13 million in the next ten years. Consequently, we can say that almost 1
in 2 households will need a home until 2015.

Our housing need predictions will be substantiated with the housing demand prognoses given in
the following sections of our study.

11.1.4 Housing Demand in Istanbul

Predictions on the housing demand constitute the most important dimension of housing sector
and market prognoses. Housing need and housing demand are two separate concepts, affected not
only by common factors which have an impact on both, but also by different factors. Thus, the
predicted or actual housing need and housing demand in given periods may not overlap.

The housing demand of households materializes in three ways:
Housing Demand For Use

This is the demand that arises because of the increase in the number of new households. But
every new household doesn’t necessarily imply a demand for a new home. The income, savings
and the preferences of household members determine the housing demand. In addition, the
existing households which live in rentals and consider home ownership also create this demand.

Housing Demand For Upgrade Purposes

Diverse tendencies and preferences of home owners such as the desire to renew an existing
home, to acquire a new home of higher quality or to change their neighborhood lead to the
housing demand for upgrade purposes.
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Housing Demand For Investiment Purposes

This is the housing demand that arises when households, whether home owners or tenants,
purchase a home as an investment in order to use, sell or rent in the future.

We can identify three basic determinants of the housing demand arising from use, upgrade and
investment purposes:

® Living habits and inclinations of households
® Household income and savings
® The housing financing system and housing loans

1-Living Habits and Inclinations of Households

It is necessary to evaluate the living habits and inclinations of households in predicting the
housing demand. Such research and analyses are being conducted on households in Istanbul and
Turkey to form a basis for further considerations and prognoses.

Primarily, the home ownership of existing urban households in Istanbul and in Turkey, as per
the SIS National Census 2000 data, is evaluated in Table 22.

TABLE 22: HOME OWNERSHIP OF HOUSEHOLDS {URBAN HOLSEHOLDS) 2000

HOME OWNERSHIP HOUSEHOLD II‘:IluluulI'I'I:II.'-"EFHI:IL]:I HOUSEHOLD "'-TuHmHI;II.I-EEI'IﬂI.[I
HOME DWNER 573 1,340,063 538 5,205 937
TENANT 56 3,557 Al 3,262,853
LOOGING INHARITANT 1.4 24 408 2.2 20035
DOEEN'T OWN /

DMIESN T PAY RENT 57 172,575 55 564,192
BTHER 07 15,571 0.8 78,825
UNKNEWY o 3308 a1 8,1
TOTAL (0.0 2339 547 10011 10,373 523

Sovrce: National Cansus 2004, SIS

1.340.032 households, which constitute 57.3 % of Istanbul’s total 2.339.547 households, are
home owners. 833.557 households (35.6 %) are tenants. The remaining 165.958 households fall
into the lodging dwellers, non-owners who don’t pay rent, unknown and others categories.

By definition, today’s tenants make up the group with the highest potential to seek home
ownership in the future. In Istanbul there are 833.557 such households. However, we must not

forget that today’s tenants will consider the purchase of a home only if appropriate conditions are
present.

1.340.032 households (57.3 %) in Istanbul are already home owners; yet existing home
ownership does not necessarily imply the lack of potential demand for new housing. Today’s home
owners may demand new residences for upgrade, relocation or investment purposes.
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Indeed, the existing home owners own rental residences, and may have other homes than in
which they reside.

There were 679.816 such households in Istanbul in 2000.The reason this number differs from the
number of tenants, is the fact that not all home owners have a second residence. Table 23 below
gives the reasons for the households to own a second residence.

TABLE 23: THE REASONS FOR SECOND RESIDENCE OWNERSHIP FOR ISTANBUL HOUSEHOLDS

REASONS HUREBEA OF HOWSEHOLDS SHARE %
PO RESIDENTLAL LISE H.011 131
PN SEAGOMALIWEEKERD WSE &.704 1.8
FOE RENTAL INCOME 188 448 e
PN THE RESSDENTIAL LISE 08

A BOUSEHDLD MEMBER 5% 294 2B
FOR RENOVATION AND SALE i/5i4 02
FOHE INVESTMENT 1152434 17.0
INHERITANCE !/ ADDUEATIIN 47 8BTS id
OTMER 2052 03
THTAL 358 A3 ]

Souite: Haytehold Servey in Turkey, 515, 1989

When we scrutinize the reasons for the households to own one or more residences other than the
one in which they live, we come across two main reasons. One of them is the idea to have the
household or a household member live in that residence permanently or temporarily. 323.597
households (47.6 %) have one or more homes other than their main residence for these purposes.
305.032 households (44.9 %) have at least a second home for investment or rental income purposes.

Consequently, the rate of ownership of a second home for residency or investment reasons is
quite high in Istanbul. This household habit will be a significant factor in predicting the future
housing demand in Istanbul.

The form of acquisition is another important sub-determinant for the housing demand in
Istanbul, as portrayed in Table 24. 52.1 % of the households in Istanbul have outright purchased
their home. The financial resources used in the purchase will be analyzed later on. The second
big group of owners had their homes built by a contractor or engaged in ownership sharing
agreements with them in exchange for the construction of a new building on their land or by
tearing down their old building. Becoming a member of a cooperative for the acquisition of a new
home is losing its importance.

The nature of financial resources used to purchase or build a home is also important. Table 25 gives
the distribution of the financial resources other than loans that are used in building or purchasing a
home. The usage of house loans was very limited in the year when the survey was conducted.
Therefore, all the resources other than loans reflect almost the total volume of the resources used.
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TABLE 24: THE DISTRIBUTION OF HOUSEHOLDS ACCORDING TO THE FORM OF ACOLASITION

FORME OF HOME KCDUISITION NUMBER OF HOUSEHDLDS SHARE %
COOPERATIVE B0 5.6
PLURCHASE (From Conlracior, lodmes came
puiblie authorty 742 063 521
EUILDING THROUGH CONTRACTOR 408,580 8.7
CONSTRUCTIRN BY PERCENTAGE SHARING
AGREEMENT WITH CONTRACTOR AT 543 B.1
IRHERITANGE ¥ HAND DOYWN 103373 it
OTHER 2136 02
[OTAL 1434 624 1000

Sowece; Housshold Survey in Turkey, 55 1999

TABLE 25: RESOURCES USED WHEN BUYING OR BUILDING

AHOME EXCLUDING LOANS
RESOURCES USED SHARE %%

SAVINGS E1.9
SALE OF A FORMER HOME 8.0
SALE OF OTHER REAL ESTATE 45
CONTRIBUTION OF FAMILY 10.3
BORROWING FROM RELATIVE f FRIEND 136
SAVINGS DETAINED BY WORKING ABROAD 1,1
OTHER 08

Source: Houzshold Survey i Turkey, 515 1999

Savings have been the primary financial source of Istanbul households in the purchase or
construction of a home. This inclination is also valid for Turkey in general. Households target home
ownership in the middle and long run, save for it and buy a home when appropriate conditions
arise. Households also buy a new home via the sale of existing real estate properties.

This household inclination and habit, which we generally observe, are important for our predictions
for the potential housing demand. We also foresee that households save with the purpose of home
ownership and divert their savings to buy a home given favorable conditions are present.

According to the Household Survey conducted by SIS in 1999, 1.094.970 households in Istanbul
(44.6 %) have declared their desire to buy a home. 577.920 (52.8 %) of these households have
stated their preference for the outright cash purchase of such home, demonstrating that almost
25 % of Istanbul households possess such savings or means.
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TABLE 26: MEDIUM OF ACQUISITION PREFERRED BY HOUSEHOLDS
THAT CONSIDER THE PURCHASE OF A HOME

MEDIUM OF HOME NUMBER OF SHARE %
ACQUISITION HOUSEHOLDS

OUTRIGHT CASH PURCHASE 577.920 52.8
PURCHASE IN COOPERATIVES 207.914 19.0
BUY LAND FOR CONSTRUCTION 298.193 27.2
OTHER 10.943 1.0
TOTAL 1.094.970 100.0

Household Survey in Turkey, SIS 1999

These preferences and household habits we have evaluated so far reflect those recorded until the
beginning of 2000’s. Social and especially economic conditions of the period influence household
habits and preferences.

The global tendency in home ownership is the utilization, to a great degree, of suitable long term
financing. The high rates of interest and inflation in Turkey in the last 30 years have been an
obstacle in the long term financing of home ownership. This environment led the households to
save for a long time in order to be able to purchase a home, a fact which limits the housing demand
per se. The age to buy a home with savings is also on the rise. Indeed, a study by the GFK in Turkey
in December 2005 verifies this situation. The rate of home ownership in Turkey is 24 % for the age
group 25-34, 41 % in the age group 35-54 and 71 % in the age group 55+.

The recent economic stability and the decrease in interest rates and inflation have led to the
utilization of loans to purchase a home. Long term housing loans have already become an
important medium for home acquisition.

The Master Index Survey of Master Card International, performed twice a year and simultaneously
in many countries, is the most recent and relevant survey that shows these developing tendencies. The
December 2005 survey on the method of home acquisition yields the following results: 37 % of the
survey sample stated a preference for housing loans, 34 % indicated they would utilize their own
savings, 13 9% said that they would borrow money from family and relations, 12 % announced their
interest in social housing, and lastly 4 % said that they would use the new mortgage system (Taking
in account that the mortgage system is not fully understood, we can add this percentage to the ones
preferring a housing loan).

Thus, we see that housing loans have become an effective medium in home purchases.

Another recent field research on households’ inclinations and habits in home purchases is SONAR’s
survey of 1.407 households in Turkey in September 2005, whose results are given in Table 27.

This survey has a number of crucial results. One of them is the higher preference in owning a
home both outside and in the closer vicinity of the city center. Independent houses and apartment
buildings with few floors are preferred. The prices for such homes are higher than the others.
Another important result of the survey is that the housing demand has revived in 2005 and that
this trend will continue in 2006.

43 | THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES



\¢
THE REAL ESTATE SECTOR AND PROGNOSES FOR ISTANBUL 2015

TABLE 27: FIELD RESEARCH RESULTS FOR HOUSING

PREFERENCES IN BUYING A HOME

441 CITY CENTER

| 2403 CLOSE TO THE CITY CENTER

JNE DUTSIDE OF THE CITY CENTER
THE TYFE OF HOME DESIRED

425 INDEVIENIAL HOUSE

205 FLAT IN AN APARTMENT EUILDING
166 COLLECTINE HOUSIRG COMPOUNDS
27 COOPERATIVE FLAT

12 QOTHER

THE HUMEER OF FLODRAS IN THE DESIRED RESIDERCE

347 1 FLODE

301 2-5FL0OAS

108 6 = 10 HLOORS

23 11 - 1% FLODRS

1.1 16 + FLODRS

0D YOU DR ANY OF YOUR RELATIVES BUY A HOME IN THE LAST YEAR?
533 iR

412 YES

57 RO IDEA 7 NGO INFGREMATION

00 YOU CONSIDER BUTING A HOME MEXT YEART

4749 RO

LI YES

1.9 RO IDEA S NO INFORMATION

Source SOMAR RESEARCH, September 2005

2. Household Income and Savings

Household income and savings are one of the most important determinants of the housing
demand. Economically speaking, demand is a function of income. Therefore, the volume and
structure of household income become important in shaping housing demand all together.

We will analyze the income structure of the Istanbul households in the following section of this
study. We have calculated the incomes of the Istanbul households from the data delivered by the
SIS Survey of Households’ Consumption Tendencies in 2004.

The number of households in Istanbul was 2.849.570 in 2004. We have categorized the households
in 20 % slices according to their income levels, with 569.914 households in each slice.

The survey indicates the total disposable income of all households in Turkey to be 218.7 billion
YTL as of 2004. Istanbul’s share in this volume is 26.2 %; 2.85 million households in Istanbul
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have a total annual disposable income of 57.22 billion YTL. This disposable income can be divided
into 5 income groups in the following manner: The lowest income group in Istanbul makes up 6.4
% of total disposable income; the second lower 20 % income group’s share is 10.1 %; the middle
and higher 20 % income groups make up 13.7 % and 19.3 % respectively, while the top 20 %
income group has 50.5 % of Istanbul’s total disposable income. The lowest income group’s
average annual household income is 6.622 YTL, thus an average monthly income of 552 YTL.
The highest income group has an average annual income of 50.511 YTL per household, thus an
average monthly household income of 4.209 YTL.

Istanbul households have spent 43.25 billion YTL in 2004. The distribution of the share of
spending per annum, of the five income groups categorized in percentiles of 20 %, is as follows:
The lowest income group has spent 8.7 %, the second lower income group 12.4 %, the middle
income group 15.8 %, the higher income group 20.1 % and the highest income group 43 % of the
total annual spending volume.

TABLE 2%: THE SHARES OF THE FIVE INCOME CROUPS IN THE HOUSEHOLDS' TOTAL
INCOME AND SPENDING IN ISTANBUL IN 2004

WSt oW WIGELE T NRGREST
% 20 " 20 2l e 20 il
EHARE N DISPOEAELE
INGOME % [ ] 181 13.7 183 508
SHARE 1§ SFERDING = - ¥ 124 158 ni 4310

Source Survey of Houssbolds® Consumplion Tendeacis, SIS, 2004

According to this distribution, the lowest income group spends an average of 6.601 YTL per
year and an average of 550 YTL per month. The highest income group spends an average of 32.630
YTL per year and an average of 2.729 YTL per month.

The households’ average monthly and yearly consumption are the most important indicators for
their monthly and yearly savings.

The volume of savings has a direct impact on the housing demand in two ways. Households
can either purchase a home outright with their savings or pay back housing loan installments with
their monthly income.

Within this framework, the savings volume of the 5 income groups is classified as follows: The
lowest income group cannot save at all. The lower income group saves 60 YTL per month or 732
YTL per year. The middle income group saves an average of 147 YTL per month, thus 1.767 YTL
per year. The actual income, spending and saving structure of these three income groups make
these households a very unlikely constituent of the housing demand, in terms of buying a new
home with savings or by paying monthly loan installments.

The data pertaining to the top 20 % and higher 20 % income groups is as follows: The average
monthly savings of the higher income group is 353 YTL or 4.233 YTL yearly. The highest income
(top 20 %) group saves 1.490 YTL monthly and 17.881 YTL yearly. Thus, both the highest and the
higher income groups can create a housing demand either by using their savings or engaging in
housing loans.
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The capacity of Istanbul households to create a housing demand on the basis of their income
structure is as follows: 569.914 households, which make up the highest income group, can easily
create such a demand. The 569.914 households in the higher income group can create a limited
demand for new housing. While 1.14 million households in Istanbul have the capacity to create a
housing demand depending on their income and spending, 1.7 million households lack this capacity.

The assessments up to this point display the actual income structure of the households in
Istanbul affecting the housing demand.

Economic growth and household income increase will be significant in the next ten years. The
number of households also increases. Increases in household income will lead to more monthly and
annual savings, and hence to a rise in the housing demand. We should again turn to the house-
holds’ present income, spending and savings capacity in 2004 in order to quantify the effect of an
income increase on the housing demand. Assuming that an average economic growth of 5 % per
annum in the next 10 years is directly reflected in an increase in household incomes, the income
of households will grow by 62 % in the next decade. This means monthly savings of 392 YTL and
annual savings of 4.716 YTL (in today’s values) for the middle income group in the upcoming ten
year period. Thus, the increased income level of the middle income group in the next 10 years will
allow for an increased capacity to create housing demand.

The lowest and lower income groups (the bottom 40 %) will not have the income nor savings
capacity to create housing demand, despite the expected income growth in the next ten years.
Consequently, we predict that 1.6 million households in Istanbul will have the income to create a
housing demand in 2005-2015 depending on their present income size and income structure.

TABLE 26: INCOMES AND SPENDING STRUCTURES OF ISTANBUL HOUSEHOLDS ACCORDING
T IRCOME GROUPE 1M 2004 (NEW TURKISH LIRA)

1 & 3 '] ]

w M w M LY. | %, i o, M e
HUKIBER OF MOUSEROLDS SE0 Ha 580 J1d S 914 S50 914 004 | FRARSTD
HIALISEHOLD SIFE 157 L7 -] 419 178 a88
AVERAGE ANNUAL DISS05RELE
HISUISEWOLD INCDIE BT 10143 13 758 £35S 50581 70083
AVERAGE MONTHLY HSPOSARLE
ASUSEROLD INDOVE 557 285 1148 1654 420 1574
BVERAGE ENWUML SPENDING
PR MOUSEHDLD (15 g0 118 15 247 P30 18 18
ANVERAGE MONTHLY SPENDING
PER ROUSEHOLD 550 7HS ey 177 7 T8 1 765
AVERAGE ANNLNL SHANGS
PER MOUSEMOLD ey HE 1T i 1F gl e
AVERAGE MONTHLY SAVINGS
PR HOUSEOLD 7 Bt 17 1] 1.8 iy
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3. The Housing Finance System (Mortgage) and Loan Possibilities

An effective housing finance system and loan possibilities make up the third important
determinant of the housing demand.

As seen in global examples, an effective housing finance system with long term housing credit
possibilities lead to the development of residential markets as well as to an expansion of housing
demand.

The existence of an efficient housing finance system actually constitutes the basis for the
emergence of a consistent, continuous and predictable housing demand.

Such a housing demand causes the residential sector to respond by producing and diversifying
new housing, by shortening the project work time, by creating new possibilities, and by getting
institutionalized.

Contrary to global examples, Turkey’s housing sector has so far developed without an effective
and institutionalized financing system. The housing demand thus was created in the absence of a
financing system and housing loan possibilities.

The mortgage system and housing loan possibilities will become the most important determinants
of the housing demand in Turkey in the next 10 years, as the mortgage system is in the process of
being established and the housing loans market is fastly developing.

Economic stability and improvement, the decline in inflation and interest rates have prepared the
take off phase of the housing loans in the past two years.

The second most important step in the Housing Finance System (Mortgage System) will be completed
with the full preparation of the legal framework and the effective functioning of the system.

The New Mortgage System

The new mortgage financing system, in the process of establishment, targets the use of long term
and constant funding. This system comprises primary and secondary markets. The primary market
will enable households to use mortgages through authorized banks and other financial institutions.

The real change takes place at the secondary market level, whereby banks and financial
institutions will in turn sell mortgages issued in the primary market or mortgage backed securities
to obtain funding. Mortgage institutions brokering these transactions as well as domestic or
foreign investment institutions granting long term funds will be the institutional actors of the
secondary mortgage market.

Some conditions, pertaining to the structure of the existing residential real estate market in
Turkey, need to be in place for the mortgage system to be successful.

® The residential property, which will be the collateral of the loan, must have a legal status with
construction permits and utilization licenses in place, for property rights to prevail.

® The physical sustainability of the home must continue, i.e. it must not run the risk of being
demolished for being built illegally and it must be insured against all physical risks.
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® The market value of the residential property must be determined in a transparent manner. The
market value and the collateral value must be harmonized. The market value must be decided upon
objectively. (The valuation of licensed assessment authorities must be the basis)

® The residential real estate market must be fully registered. The new mortgage system will
enforce this registration.

m The residential real estate sector must be legalized for physical sustainability. Those buildings
without a construction permit must be excluded from the market within a period of time.

® Home owners must fulfill their financial responsibilities arising from home ownership to the
public authority.

® Homes must have mandatory earthquake insurance as well as other supplementary insurances
related to the value of real estate (fire, supplementary earthquake insurance, etc.) Home owners
must have the freedom to choose the insurance company.

® Conditions of the mortgages and collateral properties must satisfy the prerequisites of the
institutions that will fund the mortgages on the secondary market.

If the new mortgage system fails to operate effectively, the banks’ actual capital structure will
limit the size of the mortgages to be issued on the primary market. The banks will only be able to
give limited long term loans with their short term assets. The effective functioning of the
mortgage system will allow the banks to have access to middle and long term funds on the
secondary market, thus to finance mortgages in the primary market. Such mid and long term funds
will come primarily from global markets.

The draft of the bill which forms the basis of the new mortgage system shows the following
inadequacies:

® Incentives are not provided to first time home buyers. Income tax exemption must be granted
to first time home buyers, up to a certain credit limit.

m Mortgages will have fixed or variable interest rates. However, the criteria for variable rates are
not clear and are to be defined by the bank.

® In the event that the bank which issued the housing loan has a sale agreement with the
developer/contractor, the bank is responsible up to the amount of the loan if anything goes wrong.
This responsibility should cover the entire value of the home.

® The draft foresees a penalty of 2 % for the prepayment of the loan. There should be no such
punitive practice.

m A withholding tax of 15 % will be imposed on the returns from investments made in
mortgage backed securities. These revenues should be fully exempt from income tax to prevent this
15 % tax to be reflected on the final consumer. Furthermore, this tax discourages foreign investors
who look for the best financial climate to invest in Turkey.

® The deduction of mortgage interest payments from the tax payer’s income tax basis will
create a reasonable incentive and must be considered.
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® The Treasury doesn’t provide any reasonable guarantee against the risk of default which
long term funds raised from global markets may encounter. The provision of even a symbolic
guarantee in this respect will create confidence for international funds.

m As seen in global examples, the establishment of institutions which will create confidence in
the initial phase of the mortgage system must be undertaken by the public sector.

® The present regulations allow only the banks (and other institutions determined by the BRSA
-Banking Regulation and Supervision Agency- as creditworthy) to extend housing loans on the
primary market. The Mortgage Institutions, to be established by the mortgage law, should also
have the right to issue mortgage loans directly.

m The passing of the bill on the legal framework of the mortgage system should also benefit the
exisiting housing projects in the works.

The new mortgage system will not only improve the residential real estate sector but also
will trigger the development of many fields in the economy.

B Primarily, the new funds created by the mortgage system will enlarge the volume of the
housing loans and therefore lead to a decrease in mortgage interest rates.

m It will lead to the production and the affordability of standardized high quality housing stock
which will improve the quality of life.

® The mortgage system will cause the savings in order to purchase a home to be injected into the
economy in the middle and long run.

® The banks which extend mortgages will improve their capital base and hence will have more
flexibility.

m This system will create access to new and alternative sources of global middle-long term
funding and the integration of these funds into the economy.

® The new mortgage system will enhance and enlarge the capital markets.
Housing Loans

Housing loans are one of the most important determinants of the housing demand. Mortgages
constitute the preferred medium of home acquisition globally. Economically developed countries
already have an established mortgage system which finance housing by creating middle and long
term funds.

Table 30 gives the size of loans and their ratio to GNP in developed countries. It is evident that
housing loan stocks are abundant in developed countries as a result of the mortgage systems.

As we can see, housing loans are very limited in Turkey. The chronic high inflation and interest
rates in the past made the utilization and the repayment of housing loans quasi impossible. The
limited size of housing loans led to the financing of home purchases by other methods in Turkey.
The fast decline in inflation and interest rates in the past three years as well as the preparations
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for the legal and institutional framework of the TABLE 30: THE RATIO OF MORTGAGES
mortgage system have triggered the utilization of TQ GNP IN SOME COUNTRIES

housing loans. Table 31 shows the volume of

housing loans used in Turkey in 2001-2005. The | COUNTRIES 2003 % GNP

volume of loans was 12.0 billion YTL as of the end | NETHERLANDS 99.9
of 2005, making up 2.48 % of GNP. UNITED KINGDOM 63.8
USA 63.7
The currency, number, volume and average size of | pORTUGAL 50.0
the housing loans are portrayed in Table 32. Ho- GERMANY 54.3
using loans have boomed in 2005. A total of CANADA 428

192.912 people have utilized a total of 8.48 billion
. . . SPAIN 42.1

YTL worth of housing loans in the first nine months
of 2005. The average size of the loan was 44.000 JAPAN 36.4
YTL. 99.5 % of the loans were in Turkish currency FRANCE 24.8
because of the drop in Turkish Lira interest rates. GREECE 15.0
Only 981 people have borrowed in foreign currency. ITALY 133
The average size of foreign currency loans was TURKEY 0.4

175.800 YTL, almost 4 times the size of YTL loans. Source: European Mortgage Federation 2003

TABLE 31: THE RATIO OF HOUSING LOANS TO GNP IN TURKEY (BILLION YTL)

YEARS HOUSING LOANS GNP % GNP
2001 1.31 176.4 0.75
2002 1.35 2734 0.50
2003 1.58 356.6 0.45
2004 3.52 4289 0.83
2005 12.02 485.0 2.48

Source: Central Bank of Turkey, SIS

TABLE 32: THE HOUSING LOANS UTILIZED IN TURKEY

[OAN __ Willion NUWEER OF |

YEARS TOTAL YIL PERSONS YIL

YL 3193 55,859 5,291

2000 HC 1559 2 758 55 BE?
[ &7z 56 615 11.482

VIL 77 2,457 7905

200 HC 34 54 [l
| R 2911 16 525

VIl %S 9757 13 565
2002 FG 1535 1,148 F0 350
: 2450 10,918 23637
YIL 5240 TF] 21.603
2003 FC B0 2 604 04 306
| $05.0 o v 29 o8
¥IL 32358 .E78 70
004 I+ 4358 A7 1289 030
| 2712 6 100,448 27 0
VIl B3151 191 81 13325
200519 FC 1725 gatl 175 240
| 5487 & 182 112 43 gar

WTL: W Turkigh Lird, FC: Forgign Cmréndy, T: Tokal
Sounce: Assocaton of Tikish Barks
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The volume of the housing loans borrowed can be an indicator of the size and price of the
homes demanded. Indeed, borrowers on the average financed about 35 % of the total
value of their home (the rates vary between 30 % and 50 %). This inclination proves that the
majority of the housing loans used in 2005 were borrowed to acquire housing with a cost of
150.000-200.000 YTL.

At the present, only banks can extend housing loans in Turkey. Consequently, the resources
and the balance sheet structures of the banks limit the potential volume of the loans. Table 33
shows the share of the housing loans as a percentage of total credits and total assets of banks.
The total share of the housing loans were 8.47 % of total loans and 3.16 % of total bank assets.

TABLE 33 THE SHARE OF HOUSING LOANS WITHIN THE BANKING SYSTEM (BILLION YTL)
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The volume of housing loans is foreseen to expand once the mortgage system is established
and functional. The effective functioning of the mortgage system will lead to a stabilized housing
demand for the first time in Turkey.

The volume of yearly housing loans and the average size of the loans will be determinants of
the demand for housing.

The following prerequisites have to be met so that the housing finance system can work
effectively and predictions can materialize:

® The annual inflation rates should be 4-5 %
® The annual housing finance interest rate should be 6-7 %

When these ratios are met, the housing finance system will start to work more effectively. The
following predictions are based on the assumptions that Turkey will reach these ratios in the years
2007 - 2008.

First of all, predictions are made regarding the growth of the housing loans until 2015 and
presented in Table 34 as 2 different scenarios. The growth of the housing loans is predicted as a
ratio of the GNP. The GNP growth is estimated as 5 % while the increase in prices (the GNP
deflator) is not taken into account. The GNP growth until 2015 is predicted based on 2005 prices.

Two scenarios are used for the anticipated growth of the housing loans. Scenario A assumes the
volume of the housing loans to become 15 % of GNP by 2015. This assumption is 20 % for
Scenario B. The growth rate in both scenarios is faster for the first years of the inception of the
mortgage system. The growth rate slows down in subsequent years in Scenario A while the pace
of growth continues for another 6 - 8 years in Scenario B.
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TABLE 34: HOUSING LOAN PREDICTIONS FOR 2005-2015
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The anticipated growth of the banking system and the corresponding size of the housing loans
constitute other important predictions on housing loans.

The banking sector will be able to extend housing credits within the limits of its growth.
Therefore, the housing loans are estimated based on the anticipations about the growth of the
total assets of the banking sector.

Accordingly, the savings volume, the financial system, financial assets and the banking system
are relatively small in Turkey, and both financial assets and assets of the banking sector are below
the size of the GNP. The 2001 economic crisis led to an important shrinkage in financial assets.

Nonetheless, the structure and growth of the financial system and the banking sector have
become healthier after the 2001 crisis. The total assets of the sector have grown by approximately
25 9% in 2005. Consequently, we predict the banking system to continue its growth in a steady
manner.

The total assets of the banking system are expected to grow by 10 % annually for the next 10
years, based on the following assumptions: economic stability, an expansion in the income and
savings volume, the participation of foreign banks, the increase in competition and in the variety
of services, and foremost the fact that banks will utilize additional long term capital (of foreign
origin) through the secondary mortgage markets.

The growth scenarios of housing loans are evaluated in conjunction with the predicted growth
of the banking sector, as presented in Table 35.

According to this table, the banking sector, with an annual growth rate of 10 %, will reach a
total asset size of 988 billion YTL in 2015 (in today’s prices), corresponding to 1.25 times the size
of the GNP. This ratio is considered to be reasonable as far as developed financial systems
are concerned.
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TABLE 35 THE PREDICTIONS ABOUT THE SHARE OF THE HOUSING LOANS WITHIN THE BANKING SYETEM
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The ratios of the total housing loans to the banking sector in Scenarios A and B will be 12 %
and 16 % respectively in the year 2015.

When these two figures are compared, Scenario A appears to be the more realistic one, with a
higher probability of realization.

Predictions on the volume of housing loans, the number of loans, and the number of homes to
be demanded as a result of housing loans are given below.

Projections are made for each scenario. The additional housing loans are calculated according
to years. The number of loans to be awarded per year is calculated for an average loan size of
50.000 YTL, 75.000 YTL and 100.000 YTL. A loan size of 50.000 YTL is considered to be the most
reasonable, given that the average loan size as of the end of 2005 is 43.000 YTL. The 75.000 YTL
and 100.000 YTL scenarios are also presented to anticipate for a rise in household income.

It is assumed that the number of housing loans will translate into an equal number of housing
demand. Accordingly, Scenario A shows a housing demand of 2.12 million, 1.41 million and 1.06
million between 2005-2015 respectively for an average loan size of 50.000 YTL, 75.000 YTL and
100.000 YTL.

TABLE 56 THE PREDICTIONS ABOUT THE LEEAGE OF ADDITIORAL HOUSIRG LOANS ARD THE
WUMBER 0F LOANS ACCORDIRG TD YEARS (SCERARIO A)
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For the same period, Scenario B indicates a demand for 2.91 million homes if the average loan
size is 50.000 YTL. The housing demand will be 1.94 million and 1.46 million for average loan sizes
of 75.000 YTL and 100.000 YTL.

TABLE 37: THE PREDICTIONS ABOUT USAGE OF ADDITIOMAL HOUSING LOANS AND THE RUMBER
OF LOANS ACCORDIMG TO YEARS (SCEMARIO B)
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Housing loans awarded in Turkey represent mostly 30 % to 50 % of home values. Accordingly,
it is predicted that;

a- A loan size of 50.000 YTL will create demand for homes worth 100.000-150.000 YTL,
b- A loan size of 75.000 YTL will create demand for homes worth 150.000-200.000 YTL,
C- A loan size of 100.000 YTL will create demand for homes worth 200.000-300.000 YTL.

In order to reach such housing loan volume, the interests on these loans should be at affordable
and repayable levels.

The analyses of the income / spending | savings structure of Istanbul households, presented in
earlier sections, have displayed the monthly loan installment payment capacity of households.
Accordingly, the above loan volume and size projections can be met if interest rates settle at 0.60
% - 0.80 % per month.

Table 38 below presents the monthly installments for housing loan sizes of 50.000 YTL and
100.000 YTL for 4 different maturity periods and 4 different monthly interest rates.

TABLE E&: THE PRINCIPAL AND INTEREST RATE PAYMENTS FOR 100,000 YTL AND 50.000 YTL HOUSIMNG LOANS
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For monthly interest rates of 0.60 % - 0.80 %, 10 - 12 year housing loans appear to be the most
appropriate loans whose utilization will increase.

As of 2005, 45 9% of the total housing loans were awarded in Istanbul. Therefore we estimate
that 30 % of the total housing loans on the average will again be awarded in Istanbul in the next
decade.

Prognoses for the Housing Demand in Istanbul

Detailed analyses have been made to evaluate factors that may affect the potential housing
demand in Istanbul for the upcoming 10 years.

Housing demand prognoses for Istanbul based on these analyses are shown in Table 39.
According to the data of the Registration and Fees Office, 206.587 residential properties have
been sold in Istanbul in 2005.

Table 39 indicates the average number of housing demand per year in the next ten years.
Demand arising from need, upgrade and investment purposes, is categorized into 3 subcategories
according to home values: Group A stands for luxury homes ($300.000 +), Group B standard
quality housing ($100.000-$300.000) and Group C social housing ($50.000-$75.000).

TABLE 39: THE AVERAGE ANNUAL DEMAND FOR THE YEARS 2005-2015

DEMAND
NEED UPGRADE INVESTMENT ToTAL
GROUPS
GROUP A LULIRY HOMES 1,000 4,000 3,000 10,000
GROUR B STANDARD :
O 80,000 80,000 10,000 170,000
AL AL 35,000 35,000 - 710,000
T0TAL 118,000 19,000 13,000 250,000
Accordingly;

The average demand for Group A luxury homes is predicted to be 10.000 per year. This market
is saturated to a large extent. It is foreseen that 3.000 units will be demanded out of need, while
upgrade and investment demand will respectively be 4.000 and 3.000. Group A homes will be
mostly financed with accumulated savings.

The demand for Group B standard quality housing will constitute the highest portion of the
total housing demand. 80.000 units will be demanded as a result of need, 80.000 for upgrade
and 10.000 for investment purposes. Housing loans will be utilized to a large extent for the
acquisition of Group B housing.
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The demand for Group C social housing will be determined according to the supply of social
housing built by public institutions and will be financed with minor housing loans.

The total average yearly housing demand consists of 118.000 new residential units as a result of
need, 119.000 for upgrade and 13.000 for investment purposes. The demand emanating from need is
consistent with the predicted yearly increase of 117.985 new households in Istanbul. The upgrade
demand is compatible with the volume of housing loans to be awarded in Istanbul, the income of
household members and their need for upgrade and renewal. The investment demand supports
household tendencies for home ownership and home acquisition for investment purposes.

11.1.5. Prognoses for the Housing Supply in Istanbul

Housing supply projections are made in order to meet the predicted housing demand. It is
assumed that A and B class housing will be built by the private sector according to market
conditions, while C class social housing will be produced either by the public sector or by public-
private partnerships.

Table 40 below shows the prognoses about the housing supply.

TAELE 40: PROGMNOSES FOR THE HOUSING SUPPLY IM ISTANBUL

s NOUSING BEMAND | WOUSING SUPPLY WARRT | CORCITIONS POPIRLIC SECIOR
it - R : LR HLR
T H 0o e 1BGLETE TR
e 7o pe 7o B i ] T
ot ) e A Fr B 1843 B bk ]
Frtil] ) Sl P AR B RS
Fuikl #2000 2 G kL1 LR
Fiti el 2.8 [OE bl CEURE)
bkl Fie ) g L bl i) bl ]
Fuiil #2000 e G 18 E il
N 2. el L B 1820 FLNE
(AL 7 500 FET N ] 1 o o

The average annual housing demand of 250.000 is foreseen to be distributed equally throughout
the years, except for the years 2006, 2007 and 2008 when the new mortgage system is predicted
to be in effect and the interest rates are expected to decline to 7 - 8 %. The demand will grow in
a steady manner in the following years.

72 % of the housing supply is predicted to be built under the market conditions while 28 %
built by the public sector or public-private partnerships.

The need for housing especially emanating from urban regeneration, upgrade and earthquake
risk has to be met by the public sector.

New housing should be built through the Collective Housing Administration (CHA) at a macro
level, and through KIPTAS at a regional level.

The Collective Housing Administration is building 23.154 homes in prestigious projects and
20.368 homes in urban and social housing projects in 2005. The CHA has plans for building 21.650
units within the framework of urban regeneration and social housing projects. (7.000 in Maltepe,
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7.000 in Esentepe, 1.100 in Zeytinburnu, 5.000 in Silivri Selimpasa, 700 in Mimarsinan and 850 in
Sefakoy)

CHA’s construction of 44.804 social housing units and 20.368 prestigious residential units as of
the end of 2005 implies a significant volume of housing supply and production. The CHA should
continue such production of social housing in the next 10 years and produce 40.000 - 50.000 new
residential units in Istanbul annually.

The Metropolitan Municipality of Istanbul (MMI) is also directly participating in social housing
production. The Collective Housing Administration is building 40.000 of the 70.000 social housing
units targeted by the MMI for the low and middle income groups, while the remaining 30.000 are
being produced by KIPTAS, MMI's housing construction company.

Accordingly, the MMI has to produce a supply of 20.000 residential units for the low and
middle income groups annually for the next 10 years directly through KIPTAS. Another tool to
meet the demand and the need for social housing in Istanbul will be the residential supply by the
district municipalities within the framework of urban transformation and regeneration projects.
10.000 residential units has to be supplied annually for this purpose.

The Land Capacity of Istanbul and the Potential Development Areas

The land capacity suitable for residential development in Istanbul is the foremost determinant for
the housing supply to meet the demand for housing.

An evaluation made as of the end of 2005 shows that the capacity of land in Istanbul which is
suitable for residential development has decreased to a large extent. This constraint affects the
supply and prices of residential real estate in Istanbul. The demand pressure causes the share of
the cost of land to increase within the total housing costs, which might lead to a rise in the sales
prices of residential properties in the middle and long term.

An important part of the housing policy consists of the healthy development of suitable land with

proper infrastructure. The public sector has to play an important role and fulfill its duty in this
matter.

TABLE 41: PUBLIC LANDS IN TURKEY

LANDE LAND KMZ % PERCENTAGE
THE LAND OWNED EY THE STATE GE 335 f.5
THE LAND ADMIMISTERED
BY THE STATE 350576 46.2
OTHER 57 BEG 453
TOTAL Tal576 1000

Source: The Regstration and Fees ORice
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The state still owns more than half of the land in Turkey and in Istanbul. The data about the land
owned and administered by the state as of the end of 2004 are stated in Table 41. The land owned
and administered by the state as of the end of 2004 is 426.910 square kilometers, corresponding to
54.7 % percent of the total land.

In Istanbul, 3.495 square kilometers of the total 5.220 square kilometers land is owned or
administered by the state, as of the end of 2004.

The total land in Istanbul, which is registered at the National Real Estate Directorate and is
suitable for development is 2.025 square kilometers as of the end of 2004. The distribution of this
land is as follows:

TABLE 42: THE DISTRIBUTION OF THE REAL ESTATE IN ISTANBUL THAT
15 REGISTERED WITH THE NATIONAL REAL ESTATE DIRECTORATE, 2004

MATIOMAL REAL ESTATE MRECTOHATES NUMBER TOTAL AREA KMZ
BEYOGLLU 16,081 45
MALIEDY 15 486 orai]
KARTAL 10468 118
TOPHAF 12400 4
MUAHMARA 25582 858
TOTAL 81446 2025

Sourca; The Istanbul Revenus Depatmant

There is also real estate suitable for development, owned by private persons and legal entities in
Istanbul. However, no data could be obtained about the size of such private real estate.

The area needed to satisfy an anticipated demand of 2.5 million housing units until 2015 is
calculated as approximately 390 km’. It has been assumed that 60 % of the land would be used
for housing, with a construction area coefficient of 1.5 and an average gross area of 140 m?

per housing unit.

Within the framework of these assumptions, in order to meet the presumed demand in Istanbul,
it is inevitable that;

a- the public land suitable for development should be opened to construction,
b- new areas should be generated through renewal and urban regeneration.

As can be seen in Table 42, the adequate land held by the public is only sufficient in two regions.

The evaluation of three regions of Istanbul as far as the land capacity is concerned is as follows;
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m There is almost no land suitable for development within the limits of the old Istanbul city walls,
or the districts surrounding/neighboring the city walls. These districts include Besiktas, Eminonii,
Kadikéy, Uskiidar, Fatih, Beyoglu, Sisli and Bakirkéy.

m There is a limited land capacity for residential development in the districts that are outside the
city walls. The Zeytinburnu, K.Cekmece, Avcilar, Esenler, Bayrampasa, Giingoren, Gaziosmanpasa
and Kartal districts are in this group.

m The districts that are completely outside the city center offer adequate land capacity for
residential development. The Silivri, Tuzla, Catalca, B.Cekmece, Sariyer and Beykoz districts are in
this group.

The most important determinant of the housing costs in Istanbul is thus the cost of the
land. Table 43 shows the average dollar prices per square meter of land suitable for residential
development in existing and newly developing areas.

Within this framework, the regions where housing will be supplied in Istanbul, the production of
housing and types of housing are predicted as follows;

TABLE 43: THE AVERAGE M2 RESIDENTIAL LAND PRICES IN AMERICAN DOLLARS
IM EXISTING AND NEWLY DEVELOPING AREAS

B URLERMECE BEVROZ
MIKIARSIHAN 100 - 00 KAVACIK 2500 - 50
MIMARORA LIRLIKLIJ
BRHGE SERIR BEYLEREEY!
ESENKENT 100150 JCENGELKOY 750 - 1000
| BOGATKOY KANDILLI
BEYLIKDOZD 150-950 | OSKODAR 50 1548
| GLRPINAR |ANADOLL HIZARI
KAR TAL
AVCILAR 200-250  |MALTEPE 00 - 400
PENDIK
KERMECE 200 - 300 ARANIYE 0= 500
ACIRADEM
IKITELLI 500-800  JALTUNIZADE 10600 - 1500
GAMLIGA
KALIGY
AEH IR ; GOLIEFE :
KEMERBURGAT 150 - 300 BOSTANGE 750 - 1550
ROZYATARI
§ILE
ZEKERIVAKOY ; :
DEMIAICIKG'Y el 50 - 100
SAMANDAA
Ei%“ﬁa-,r 1000 - 2000 | SARIGADI 100 - 200
SULTANBEYLE
TufLA
BAKIRK Y
500-700  KURTKAY §0- 100
BAHCELIEVLER St
SARIYER
BASCILAR 250-300 | TARABYA 500 - 1000
ISTINYE
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m Renewal investments will take place within the old Istanbul city walls and the regions
surrounding and neighboring the city walls (through demolishing old buildings). As land prices are
high, the development of luxury housing and high rise buildings (where permitted) as well as B
class high quality housing will be preferred.

® In the districts that are outside the city walls, urban regeneration / renewal and a limited
number of new housing investments will be made. B class high quality housing and C class social
housing will be built in these regions.

® Luxury housing, B class high quality housing, mass housing and C class social housing will
be produced in the districts that are farthest away from the city center.

The residential sales prices in Istanbul greatly vary according to the quality of the housing
project as well as how far the project is located from the city center as categorized above. The
following Table 44 presents the sales prices of different types of housing built in these 3 different
location categories in Istanbul.

Factors like the quality of the housing project, the square meter size of the units, the social and
other amenities also influence the sales prices.

TABLE 44: THE RESIDENTIAL PRICES IN ISTANBUL

REGION / THE SIZES AND TYPES THE PRICE RANGE
LOCATION OF HOUSING IN THOUSAND US $
OMERLI APARTMENT 114-175
OMERLI DETACHED RESIDENCE 250-347
OMERLI VILLA 200-370
HALKALI APARTMENT 47-200
HALKALI VILLA 200-358
CEKMEKQY APARTMENT 72-243
TUZLA VILLA 134-302
HADIMKOY DETACHED RESIDENCE 215-295
LEVENT 121-302 M 325-735
ETILER 169-400 M 490-900
LEVENT 82-212 P 250-760
ATASEHIR 75-207 WP 80-215

Source: COLLIERS RESCO 2005

11.1.6 The Housing Market as a Real Estate Investment

The following developments are foreseen in the housing market as a real estate investment for
the next 10 years.

m The luxury housing market is saturated. Prices have risen very quickly as the result of the
demand that had been postponed and accumulated during the last years. It is predicted that the
demand for luxury housing will slow down in the next 10 years. Accordingly, the increase in prices
will also slow down, and prices will remain the same or even decrease in some districts.

® The demand for B class high quality housing will expand quickly. The increase in the
purchasing power and the fact that the housing loans will be mostly used to finance these units
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will trigger the demand, leading to housing quality and standards to rise further. The sales prices
and rental rates of these housing units will increase as a result of uniform and continuous demand
as well as the increase in quality. However, since the number of housing units is predicted to be
sufficient, the annual price increase will be around 8 - 10 % for the first five years. The prices will
increase in proportion to the inflation rate in the years after. Product diversification and different
pricing policies will become important for B class housing.

m The development of the prices in the housing market is expected to be more stable during the
next ten years. Residential prices that have sharply declined during the economic crisis of 2001,
have increased quickly in 2004 and especially in 2005. A major fluctuation occurred in a short
period of time. It is predicted that the prices that have increased as a result of the postponed
demand will be balanced by the expanding supply, causing no more major fluctuations.

m The decrease in interest rates, economic expansion, the increase in personal incomes, and the
housing loans will be the most important determinants for the demand and sales prices. The prices
of the housing units which are suitable for mortgage financing will increase relatively faster
compared to other housing prices. As tenants will become home owners, the supply of rental units
will rise, causing rents of older residential units to drop. The rents of the new housing units will
rise faster.

11.2. The Retail Market and Shopping Centers
Commercial real estate constitutes the second important group in the real estate sector. There are
4 types of commercial real estate; shopping centers, offices, industrial and logistical areas and

hotels.

Shopping centers are examined in detail in this part of the study and predictions are made
pertaining to the retail market.

The shopping centers constitute an important part of the retail market. The retail market and the
shopping centers are mutually interactive. Therefore, analyses and projections are made on the
retail market in order to make predictions about the shopping centers.

11.2.1 The Retail Market

Major developments are expected in the retail market in the coming years, as a result of the
improvements, stability and growth expected in the economy. The developments that are
anticipated in the retail market and the organized retail segment will be caused by:

m Sustainable economic growth and increase in the per capita income

m Population growth and growth in the population of the urban areas

m Changes and upgrade in personal consumption and spending as a result of the increase in the
household and personal incomes; diversification in the demand for products

m Changes in consumption habits and expansion in the demand for shopping at organized
multi purpose markets
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We foresee the retail market in Turkey to grow as a result of the economic growth and the increase
in personal income, and the share of the organized retail market to expand within the retail market.

These predictions indicate the need and the demand for shopping centers, an important
component of the organized retail market, to also expand.

The national income of Turkey will be approximately 358 billion dollars as of the end of 2005,
while the size of the retail market will be around 70 billion dollars. According to these figures, the
retail market / GNP ratio will be 19.6 %. (These data were not officially declared at the time of
this study.)

The retail market’s growth rate reached 10 % annually starting with 2002, subsequent to the 2001
economic crisis. Half of the retail market consists of food while the other half consists of non-food
retail products. This ratio grows in favor of the non-food retail products as the increase in
personal income levels does not create additional demand or expenditure for food retail products
beyond a certain point. The growth of the retail market in Turkey in the last years has been
oriented towards the non-food retail products.

11.2.2 Shopping Centers

Non-food retail shopping centers is the link between the retail sector and the real estate sector.
Shopping centers are the organized markets of the retail market.

Approximately 30 % of the retail market in Turkey consists of organized markets. This ratio is
about 40 % for food products and approximately 20 % for non-food retail products. There is a total
of 103 shopping centers in Turkey as of the end of 2005. 31 of these are hypermarkets, 31 are
regional centers, 22 are neighborhood centers, 9 of them are outlet centers, 5 are fashion/life style
centers and 5 are centers with a theme and marina type centers.

36 of these 103 shopping centers are situated in Istanbul while 67 are situated in other cities. The
shopping centers outside of Istanbul are distributed as follows;

13 in Ankara, 7 in Antalya, 7 in Mugla, 10 in izmir, 4 in Bursa, 4 in izmit, 3 in Adana, 3 in Kon-
ya, 2 each in Corlu - Diyarbakir - Gaziantep - Kayseri - Ordu - Van and 1 each in Aydin - Bolu -
Denizli - Elazig - Erzincan - Mersin. While the shopping centers in Istanbul are visited by 15 - 18
thousand people daily, those in other cities have 10 - 12 thousand visitors daily.

There are 134 shopping centers in Turkey that are either under construction or in the planning

stage as of 2005, of which 66 are in Istanbul. Thus the number of shopping centers will increase
to 237, of which 102 will be situated in Istanbul.

TABLE 45: THE SHOPPING CENTERS IN TURKEY AS OF THE END OF 2005

TOTAL ISTANBUL OTHER
ACTIVE 103 36 67
UNDER CONSTRUCTION 51 30 21
IN THE PLANNING STAGE 83 36 47
TOTAL 237 102 135
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The most important international indicator about the development of the shopping centers is the
total usable area and the gross leasable area per one thousand people.

As of the end of 2005, the total usable area of the shopping centers in Turkey is 1.940.868 m’,
corresponding to 26.8 m* per one thousand people.

The United Kingdom has the largest shopping center area in Europe with 13.5 million m’.
France follows with 12.8 million m* Norway takes first place in the shopping center area per one
thousand people with 734 m’. England’s shopping center area per one thousand people is 230 m?,
followed by Italy with 121 m* Two new EU members, Poland and the Czech Republic, respectively
have a shopping center area of 100 and 80 m* per one thousand people.

Turkey is still in the first stages of shopping center development with 26.8 m’ of shopping
center area per one thousand people. In addition to the existing 1.940.868 m’ of shopping center
area, the 134 shopping centers which will be operational in the coming 4 years will add approximately
1.5 million m’ of shopping center area.

As far as the square meter areas of the shopping centers are concerned, 42 % are in Istanbul.
With 815.165 m” of total shopping center area and a population of 11.48 million, Istanbul has a
shopping center area per one thousand people of 71 m>

11.2.3 Prognoses for Shopping Centers

Prognoses about the development of the shopping centers in Turkey are made for the upcoming 10
years. First of all, predictions are made about the size of the GNP and the retail market. The
annual economic growth rate for the next 10 years is calculated as 5 %. The growth in GNP is
calculated in US dollars with the present prices, without taking the price changes (increases) into account.
Accordingly, the GNP which is 358 billion dollars in 2005 will be 555 billion dollars in 2015.

The annual growth rate for the retail market is foreseen to be 8 % for the next 10 years. Growth
will be 3 points above the national income each year. According to these assumptions, the size of
the retail market will reach 151.2 billion dollars in 2015 while its ratio to the GNP will be 25 %.
The retail market size is predicted to be compatible with the per capita income which is expected
to be $7.300 in 2015.

The retail market consists of the food and non-food products retail markets. Predictions are
made about the non-food retail markets in relation to shopping centers.

The share of the non-food retail market within the total retail market will increase as a result of
economic growth and the increase in the per capita income. We anticipate this share, which is 50
% in 2005, to increase by 1 % annually and to become 60 % in 2015. Thus, the size of the
non-food retail market will reach 90.7 billion dollars in 2015.

Finally, predictions are made as to the size of the non-food organized markets which are formed
by shopping centers. The share of the organized markets, 20 % in 2005, is foreseen to grow by
1 % annually to become 30 % in 2015. Thus, the size of the organized market which is 7 billion
dollars in 2005 will quadruple and become 27.2 billion dollars in 2015.

The predictions about the sizes of the shopping centers are based on the relationship between the
sizes of the organized retail market and shopping centers, and shown in Table 47 below.
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TABLE 45: PROGNOSES ABOUT THE RETAIL MARNET |IM BILLIOM D:OLLARS)

1 TAGH SEARR
FST PIRCINTALE REARE x"“ I HEA- 100 DALANLTE:
e P | or e arnial Maawry || T TR SAEETT r& vy 5 BITHA, WABATT
¥ = 1 " = P T
o e " T Wi 1 T
s Lt ] | L' L1 . B
¥ a- % B3 &i # i
— T L. ELE Bl K] el iFE]
F i L] e 50 | i I M
3 £ 21 181 6 g1 ol ws
¥y 11 T 150 i 7 m
1l 3] I ihl] mi i Falk]
T ] k] 140 Bl I ikl
ik ik o g i ] 1 o) FeR

7 billion dollars of organized retail expenditure was realized in 2005 in 1.940.868 m’ of
shopping center area. The adequate size for shopping centers is calculated according to the
anticipated yearly increase in the volume of the organized retail market. A total of 7.541.658 m*
of shopping center space will be needed in 2015 to accommodate an organized retail market of 27.2
billion dollars. Thus, the shopping center area per one thousand people will become 92.4 m* which
will represent a 3.5 fold increase in 10 years.

A one to one ratio between the growth of the retail market and the growth of the usable space
of shopping centers is assumed in this calculation. If we take into consideration that the growth of
the retail market will also be reflected in the existing shopping centers, the demand for additional
shopping centers will be less. However, this presumption is disregarded in our prognoses.

The prognoses about shopping centers apply to Turkey in general. An evaluation is also made
for Istanbul. As of 2005, the total size of the shopping centers in Istanbul is 815.165 m? and the
space per one thousand people is 72.1 m* Istanbul is the most developed city in Turkey as far as
the shopping centers are concerned. If the shopping center space per one thousand people is
predicted to be 150 m” in Istanbul in 2015 (with a population of 14.5 millions), which represents a

TABLE 47: PROGNOSES FOR SHOPPING CENTERS (IN BILLION DOLLARS)
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value close to the European average, the corresponding total shopping center area will be 2.175.000
m”. This means that an additional 1.359.835 m’ of shopping center area could be built in Istanbul
within the next 10 years. The total gross leasable area of shopping centers under construction and
planned in Istanbul as of the end of 2005 is approximately 600.000 m*.

The general trends related to shopping centers for the upcoming ten years are predicted as follows;

m The investments in the sector will continue at an increasing rate. The sector is completing
its first stage of development. New investments will be towards regional, super regional
and entertainment centers. The nature of the investors will gradually change. The share of
institutional investors and foreign investors will increase.

m Shopping centers are concentrated in specific areas and the process of dispersion has just
started. Investments will shift from big cities to other cities. The investments will expand in coastal
cities first, and then in cities which will become centers of attraction as a result of economic growth
as well as increases in the population and income. The first group of cities with a potential for
shopping center investments other than Istanbul, Ankara and izmir consists of Bursa, Eskisehir,
[zmit, Antalya, Mugla, Denizli, Adana and Mersin. The second group comprises Gaziantep, Kayseri,
Malatya, Konya, Diyarbakir, Trabzon and Samsun, while the third group consists of Erzincan,
Elazig, Aydin and Manisa.

m While investments aimed at the middle-upper and the top income groups will be realized,
taking into account their purchasing power and incomes, special projects targeting the low and
lower-middle groups will also be realized.

m More foreigners will enter the sector, creating more competition. The increasing competition
will speed up the mergers and acquisitions. The players in the sector as well as foreign investors
will prefer to grow organically via mergers and acquisitions.

m The demand for shopping centers will push up the prices of land adequate for shopping center
development. The average m” price that was 250 dollars in 2003 has risen to 400 dollars in 2005.
The land prices will continue to increase, especially in big cities which have a usable land deficit.

11.2.4 The Bill for Hypermarkets

An important legal proposal has been prepared concerning the development of the organized
retail market and the shopping centers.

The Bill for Hypermarkets, which will be discussed at the Grand National Assembly of Turkey,
organizes the establishment and working conditions of the organized retail market and of
shopping centers. Some of the decrees will only apply for new shopping center developments.
Some of the articles that are closely related to the growth of the market are as follows;

m The consideration of criteria such as the density of local craftsmen, artisans, small and
medium sized establishments, traffic and population at the place of activity, in issuing new
establishement permits may restrict the development of new establishments.

m In case there is a lack of commercial areas in the zoning plans for shopping centers with 15.000
m’ of sales area and above, the governorship may propose areas outside the city residential zones
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for the establishment of shopping centers, in accordance with the opinions of the municipalities,
professional chambers and associations, subject to the approval of the Ministry of Industry and
Trade. Such proposal creates a bureaucratic process.

® The limit imposed on hypermarkets for sales of their own brand products not to exceed 40 %
of total turnover will improve conditions of competition.

m Organic growth might be curtailed if the bill includes conditions for the hypermarkets to
establish chain stores and sales sites, directly or indirectly, in the same or different residential areas.

m The definition of the hypermarkets working hours during week days, weekends, public and
national holidays by the governorships upon the advice of the chambers and the municipality, may
limit the commercial activities of hypermarkets.

m The fairness of competition will be violated as stores whose size does not exceed 400 square
meters will not be included in the bill.

11.2.5 Shopping Centers as a Real Estate Investment

m The shopping centers are considered as the market with the top priority in the commercial
real estate market because of their growth potential.

m The occupancy rate of the shopping centers is around 95 - 100 % and the demand for rentals
continues to increase.

m The rents of the shopping centers that are situated in Istanbul fall in a wide range. As of 2005,
there are shopping centers whose rents vary between 15 - 20 dollars and 150 - 180 dollars per m>
The shopping centers situated in central zones command rents between 60 - 180 dollars (Akmerkez,
Carousel, Capitol, Mayadrom, and Metrocity), the rents at the shopping centers with town center
characteristics are between 25 - 70 dollars (Town Center, Has Center, Atrium) while rents at outlet
type shopping centers are between 30 - 40 dollars (Olivium).

m The average annual yields of the shopping centers are between 11 - 12 %.

® The saturation in the markets of the developed European countries and yields in Europe
varying between 6 - 8 % are leading foreign, especially European, investors to become more and
more interested in Turkey. Turkey is becoming an important investment market following the new
EU member countries.

m The evaluations of the Urban Land Institute and Price Waterhouse Company about the retail
real estate sector in Istanbul, in the context of the Developing Real Estate Markets of Europe Study,
are presented in Table 48.

THE ASSOCIATION OF REAL ESTATE INVESTMENT COMPANIES 66



\¢

THE REAL ESTATE SECTOR AND PROGNOSES FOR ISTANBUL 2015

TABLE 48: THE BUY / HOLD / SELL RECOMMENDATIONS FOR
RETAIL REAL ESTATE ACCORDING TO CITIES

BUY % HOLD % SELL %
i &7 20 13
PRAGUE 85 23 13
HELSINKI g3 2a B
WARSAW 62 A 17
AOME 61 32 B
FARIS 60 ar 14
LYON 58 21 21
BRUSSELS 52 36 12
BUDAPEST 50 38 13
ISTANBUL 47 35 18
MOSCOW 45 23 3z
| BARCELONA 45 45 10
STOCKHOLM 43 43 14
BALINICH 41 45 10
LISRON 41 i1 14
MADRID 41 36 73
ATHENS 40 20 40
ZURICH 40 ar 12
HERLIN 38 id 18
WIEN 36 i1 23
EDINBURGH 33 52 14
COPENHAGEN 33 56 1
HAMBURG 32 58 11
LONDON 30 a7 73
FHANKFURT ?_B 67 7
AMSTERDAM 25 4 34
DUBLIN 21 37 42

Sourca; The Developing Real Estate Markeis of Europe Pol 2005,

LILI, P\E

11.3 THE OFFICE MARKET

The office market constitutes another important sub-sector of the commercial real estate market.
Economic growth and stability are the most important determining factors in the office market. The
expansion of companies, parallel to the revival and growth in the economy, brings the demand and
the need for offices to light. The growth of existing companies, the founding of new companies,
diversification in business and investments, and especially the progress in foreign capital investments
are the determinants. The expansion in the services sector is also influential. Economic recession and

contraction periods result in the demand and need for office space to slow down and decline.

11.3.1 Developments in the Office Market

Within the frameworks of the economic evaluations, the general tendencies in the office market

nowadays are as follows;
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m The mobility of supply and demand is mostly for high quality offices, identified as A class
offices.

m The demand for offices increases at a rate slower than the expansion in the economy. One
of the reasons for this is that big companies in Istanbul own their own headquarters and
administrative buildings. Therefore the demand for offices grows at a limited rate.

m The services sector companies that are influential in creating demand and need for offices are
still in a developmental stage.

m Most of the companies in Turkey and in Istanbul are small and medium scaled. The number
of companies with a headcount of 100 people or more at their headquarters are limited, and not
increasing sufficiently.

m The rents of A and B class offices are lower as compared to the other developed metropoles,
however still high for Turkish companies.

m A and B class offices are mostly demanded by foreign companies and big Turkish
corporations. Therefore, the influence of the introduction of foreign capital on the demand for A
and B class offices increases gradually.

u The insufficiency in the number of medium sized companies limits product diversification in
office space. The demand for offices is oriented towards offices with 5 - 6 dollars per m? rent and
for offices which cost 20 dollars and more per m’. The demand for offices that cost between
5 - 20 dollars per m? is limited.

m The withholding tax and the VAT paid on rents by real persons and legal entities are quite high
(22 % withholding tax for real persons, 18 % VAT for legal entities) and this has a limiting effect
on the demand for offices. In addition, monthly operational costs vary between 1- 8 dollars per m*
of office space.

11.3.2 Central Business Districts and the Office Stock

The Central Business District containing A and B class offices suitable to international
standards is located on the Besiktas - Maslak axis in Istanbul. The Besiktas - Maslak axis

TABLE 49: THE DEVELOPMENT OF A AND B CLASS OFFICE STOCK IN ISTANBUL

VERAGE AENTE
TEARS OFFICE STOCK M2 DOLLARS / MONTH | M2
18457 PET BER 184
1938 364 158 18.0
1953 742 454 18.0
7 4590 170
2001 1,267 081 120
/3 1,373 845 12.2
2002 1 11 1441 B05 10.5
2003 1,456 hES 107
2004 1,578 820 s
200573 1657 628 10.7
2005 11 1,676 258 113
Source: PEGA
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comprises the Besiktas, Fulya, Balmumcu, Zincirlikuyu, Esentepe, $isli, Etiler, Akatlar, Levent and
Maslak regions.

The regions that have A and B class offices which are located outside the central business
district are divided into 2 groups. These are the Kozyatagi, Altunizade and Kavacik regions and the
Merter, Airport, Giinesli and ikitelli regions.

The A and B class offices suitable to international standards have developed in the last 10 years.
Table 49 shows the development of the A and B class offices. According to this table, the office
stock that was 267.858 m? in 1997 reached 1.267.091 m* in the subsequent 4 years. There was a
rapid office construction during this period. The office demand in Istanbul together with the
economic expansion caused this development. As a matter of fact, office rents which were 18.4
dollars / month / m? in 1997 when the office supply was insufficient regressed to 12 dollars / month
/ m? in 2001 as a result of the rapid expansion of the office supply.

The economic crisis in 2001 resulted in a slow down in the expansion of office stock. Together
with the offices built in the following years, the A and B class office stock of Istanbul became
1.676.268 m” as of the end of 2005. The A class office stock of Istanbul is 1.300.000 m* as of the
end of 2005. Of the 345.000 m’ of B class office stock, 200.000 m* is located in Merter, Airport,
Giinesli and Ikitelli, 65.000 m* in Altunizade, 26.000 m* in Kavacik and 80.000 m* in Umraniye.

As of the end of 2005, there are 73 A class office buildings on the Besiktas - Maslak axis and a
total of 137 office buildings in the other two regions.

TABLE 50: THE DEVELOFMENT OF THE RENTS AND THE OCCUPANCY RATES FOR A CLASS DFFICES
IM ESTAHBLIL

YEARS | wemh o i . o
DOLLARS VACANCY RATE % DOLLARS VACKMLY RATE "

2N 174 100 (T i
00 161 130 130 530
002 1343 00 115 415
e i} 125 1608 1.0 4113
004 134 163 s 453
D 145 118 iF1 Fi k)

towce DT Pamir, Sawuer, 2008

The development of the rents and vacancy rates of A class offices situated in the European and
Anatolian sides of Istanbul for the years 2000 - 2005 are presented in Table 50.

The rents of the offices and their occupancy rates according to regions as of the end of 2005 are
presented in Table 51.

The occupancy and vacancy rates of offices as well as the change in rent prices indicate the demand
for offices, the office supply and the need for additional offices. According to this table, the vacancy
rates decreased significantly between February 2005 and November 2005 in all of the office sub-
regions. The decrease in the vacancy rates in spite of the new office supply shows that the demand
for offices has increased. In connection with this rapid increase in demand, the rents have also
increased in November compared to February in all sub-regions except for Altunizade. However
vacancy rates varying between 19 -33 9 prevail in all sub-regions except for Levent - Zincirlikuyu.
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TABLE 51: RENTS AND VACANCY RATES IN THE ISTANEUL OFFICE MARKET

99 FEBRLARY 20 NOVEMBER
mf WARLCANCY . “I]'-:FLLﬁT!l WRCANCY
LEVENT » ONCIFLMLIYL 1262 B2.00 14E9 733
IEASE B 11 71 i 5 11 B8 Fal
§151 - BESATAS 1174 Feb 188 EFE
L T.T8 nn ] 2013
ALTNTADE B1b 821 B i
KIFYATAL! - BROSTRAS X 151 X 21 17
AlRPOET i 231 L] M
Searcw FEOA

The offices with higher standards are demanded in spite of their higher rents. On the contrary,
offices with lower standards are not demanded although their rents are lower.

11.3.3 Prognoses for the Office Need in Istanbul

The need for offices in Istanbul for the next 10 years will mainly be dependant on the stability
of the economy. The office demand that expanded after the economic crisis of 2001 has not yet
fulfilled the present office stock capacity.

Differences in the office need according to regions and office classes will prevail. Since foreign
capital investments are anticipated to continue, the need for A class offices will increase at a
quicker pace.

The A class office need in the next ten years is predicted to be around 350 - 400 thousand m?,
assuming that each office is 500 m?. 6 office buildings currently under construction in the
Central Business District in Istanbul, house 82.840 m* of A class office space. Thus, the need for
office buildings containing A class office space in Istanbul will prevail in the coming ten years.

The demand for B class offices is anticipated to increase at a more limited rate. It is also
observed that there is an unused capacity in the B class offices. The expanding demand for B class
offices will initially fulfill the present capacity. Accordingly, the demand for B class offices is
foreseen to be around 200 - 250 thousand m?* for the next 10 years.

The “built to suit” method will also be preferred in the office market. Office projects will be
implemented according to the needs and demands of the companies that will rent the buildings.

11.3.4 The Office Market as a Real Estate Investment

The following developments are foreseen to take place in the Istanbul office market in the next
10 years.

® The rents of A class offices in Istanbul will increase parallel to economic growth, the
expansion of foreign capital investments and the development of the services sector in Istanbul.
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The office rents in Istanbul are still pretty low compared to international markets. According to
the 2005 data of the real estate consultancy company Cushman & Wakefield Healey & Baker, the
average prime office square meter rents per month in some of the important cities are as follows;
163 dollars in London, 120 dollars in Hong Kong, 118 dollars in Tokyo, 101 dollars in Paris, 75
dollars in Moscow, 66 dollars in Milan, 59 dollars in New York, 58 dollars in Geneva, 56 dollars in
Seoul and Stockholm. The same study indicates that the average square meter rent in Istanbul is
28 dollars. According to this, the office rents in Istanbul are still comparatively low and Istanbul
is evaluated as a market with a high development potential.

m The demand for A class offices, especially from foreign investors, will increase the rents as well
as the yields in the middle-long term.

TABLE 52: RECOMMENDATIONS TO BUY / KEEP / SELL
OFFICE SPACE ACCORDING TO CITIES

BUY % KEEP % SELL %
PRAGUE 73 20 7
HELSINK] 5 17 17
WARSAW fi2 28 10
LYON B 32 :
BUDAFEST 57 0 3
PARIS 55 59 16
STOCKHOLM 50 34 16
MOSCOW 45 21 33
| LONDON 42 a7 20
RARCELONA 42 45 12
MILAN 42 45 12
| ZURICH 40 47 13
MADRID 38 41 21
ROME 37 49 14
ERUSSELS 37 a7 27
DUBLIN 35 20 45
COPENHAGEN 35 B0 5
LISBON 28 4 26
HAMBURG 27 49 24
MUNICH 27 49 24
ATHENS 25 38 38
WIEN 25 54 21
|STANBUL 75 13
BERLIN 72 41 a7
EDINBURGH 17 78 4
| AMSTERDAM 15 53 3z
FRANKFLRT 11 47 43
Source: The Developing Feal Estate Markets of Europe Poll, 2005

ULI. PWE
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The average yields of the A class offices which are at 8 - 10 % in 2005 are expected to remain
the same for the next 10 years. Compared to the 4 -5 % average yields in Europe, Turkey is an
attractive area for investments. The values of the commercial real estate will increase in line with
the yields. Therefore, the yields on office investments will remain the same despite rent increase
expectations. Commercial real estate values are expected to increase by 15 - 20 %.

m The demand for B class offices in Istanbul will grow at a slower pace. Therefore, the rents of
B class offices are foreseen to increase at a limited rate or even remain at the same level in some
regions. The commercial real estate values of B class offices will increase at a limited rate.

m The evaluation of the comparative situation of the Istanbul office market in The Developing
Real Estate Markets 2005 report by the Urban Land Institute and Price Waterhouse Coopers is
presented in Table 52 above.

11.4 THE INDUSTRIAL AND LOGISTICS AREAS MARKET
Industrial and logistics areas constitute the third segment of the commercial real estate market.

Although Istanbul is an industrial city and is developed as the center of industry, an organized
industrial and logistics market has not developed. Therefore, the industrial and logistics market is
still in the developing stage within the commercial real estate market.

The industrial and logistics sector will grow more steadily and rapidly in the next 10 years,
since the industry in Istanbul is in the process of restructuring and the logistics sector is in a
rapid development stage in connection with the expansion in related sectors.

1.4.1 The Industrial Areas Market
1. Industry in Istanbul and the Development of Industrial Areas

Istanbul has developed as an industrial center since the beginning of the 1950’s. With the
planned development periods of the 1960’s the Topkapi - Bayrampasa and Kartal regions of
Istanbul have been chosen as industrial zones and industry has settled in these areas intensively.
In the following forty years, industry on the European side has expanded towards the west and the
north of the specified industrial zones. This expansion has reached Ikitelli after the second
Bosporus bridge and the connecting highways were built and has continued its growth westbound
and northbound. On the Asian side, industrial areas have expanded from Kartal to the east towards
Gebze and again towards the north. During the last twenty years, 8 Organized Industrial Zones
have been founded within Istanbul city limits to provide industry with organized areas with
adequate infrastructure, in the Tuzla, Umraniye, Ikitelli and Cerkezkéy regions.

2. The Prognoses for the Development of Industry in Istanbul

The most important factor that will influence the growth of the industrial market in the coming
periods is the development of industry in Istanbul. Therefore, predictions about the future of the
industry in Istanbul have to be made first.

® The industrial production units inside the city limits of Istanbul will move outside of
Istanbul in the medium and mostly long term, because of the pressures exerted by competition and
production conditions.
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m The existing industry in Istanbul will prefer manifacturing in the surroundings of Istanbul or
in Anatolia.

m The headquarters of industrial companies will remain in Istanbul and will perform functions
such as administration, marketing and technological improvements.

m The industrial companies will enlarge their scales with local and foreign partners, mergers and
take-overs.

® The industrial sector will incline towards products with more character, quality, carrying
fashion-design and trademarks. The technological improvement activities will expand and there
will be a growing demand for more qualified manpower.

m The share of the industrial sector in Istanbul will regress in favor of the service sectors.
m The Development of Industrial Areas in Istanbul and the Prognoses

The following predictions about the growth of industrial areas for the next 10 years are made in
relation with the prognoses for the development of industry in Istanbul.

m The new industrial growth has concentrated in two areas. These are the areas between ikitelli
and Hadimkoy on the European side and the areas between Kartal and Gebze on the Asian side.
The industry in Istanbul is expanding towards the west and the east. The industrial areas market
will develop in these regions.

m Giinegli - Yenibosna - Ikitelli, Beylikdiizii and Hadimkdy on the European side and Pendik,
Tuzla, Gebze, Maltepe, and to a limited extent Umraniye - Sarigazi - Dudullu - Samandira on the
Asian side will become concentrated industrial zones.

® A medium to long term transformation will take place in Topkap: - Maltepe and Kartal where the
existing industry is located. Almost all of the industrial areas in these regions are owned by
industrial manufacturing companies. The planning of these areas as a Central Business District is
causing a gain in land values and thus creating pressure for transformation. The industrial
companies that will leave these areas will create an important demand for the areas close-by. The areas
that will be vacated will mostly be used for building offices, shopping and entertainment centers.

m As a result of the Law of Technology Development Regions that was passed in 2001, techno
parks are foreseen as a new field of development. The inclination of industry towards high
value-added and high technology products will increase the demand for techno parks. Of the two
existing techno parks in Istanbul which belong to the Istanbul Technical University (ITU), one is
operational while the other one is in the planning stage. The ITU ARI 1 techno park, with a total
area of 6.500 m’ and a leasable area of 3.500 m? is in Ayazaga. ITU ARI 2 techno park is planned
for construction in Florya, with 18.700 m* of total area and 16.500 m’ of leasable area.

m The organized industrial areas in Istanbul consist of Organized Industrial Zones (0IZ). The
information about the organized industrial zones of Istanbul is presented in Table 53. There are 8
organized industrial zones in Istanbul. The Izmit - Gebze OIZ is a nearby alternative zone for the
relocation of Istanbul’s industry. The occupancy rates of the organized industrial zones as of 2004
indicate that there might still be some demand, except for the Dudullu OIZ.
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TABLE 53: THE ORGANIZED INDUSTRIAL ZONES IN ISTANBUL

REITRAAL POME LOCATIIA RUMBER T | CSUPANEY | raTaL AREA M2 | TOTAL CLOSED AREA N
RITELL OTEL 5560 8 F 508 500 855 001
pbALY (s v 85 i f30 500 ey
cERREZNAY CERRETY u5e 7 13 89000 1 B 0]
TUZLA TLZLA i B 45560 T
TUTLE B 7l W AN T Lo L EEE C Ei TN
T T VS B Togih 154 -] frriee: 250,008
TUZLA DER Tz ] 5 A [0 0 1,000 000
TUELK BN TUZLA 816 & P2 208 1
GEREE GRESE WOCAR 1l 1} 161 300 fe) kst

11.4.2 The Logistics Areas Market

The logistics areas are also gaining importance together with the industrial areas, a result of economic
growth. The demand created for logistic areas is important for the commercial real estate sector.

1. Prognoses for the Development of the Logistics Sector

In light of the structural and sectoral developments of the economy, the logistics sector is
developing significantly and this growth is anticipated to continue in the next 10 years at an
increased pace. The factors that support this anticipation of growth are as follows.

m The growth in the industrial and commercial sectors resulting from economic growth increases
the need for storage areas.

m The rapid expansion in the exports and imports increases the need for storage and distribution.

m The fact that Istanbul is becoming a regional commercial center increases the need for
storage, distribution and logistics.

m The rapid expansion and the growth anticipation in the retail sector increase the need for
storage, and especially the need for logistics.

m The expansion of foreign capital investments enlarges the scales and increases the need
for distribution and logistics.

2. Prognoses for Growth in the Logistics Areas

m The demand for new areas in Istanbul for storage, distribution and logistics purposes is increasing
and Giinesli, Ikitelli, Ambarli, Beylikdiizii, Hadimkéy on the European side, and Umraniye, Dudullu,
Samandira, Sarigazi, Tuzla and Gebze on the Asian side, stand out as new developmental niches.

m In view of the increased economic and commercial activities, the existing warehouses | storage
areas in Istanbul, with an average size of 1.000 - 3.000 square meters, which are squeezed inside the
city are insufficient. Thus, the location of logistics areas is shifting and sizes are increasing,.

m Almost none of the existing logistics areas are in conformity with international standards.
Therefore, adherence to international standards constitutes an important improvement in the new
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logistics areas. The logistics areas of 1.000 - 3.000 m’ inside the city are shifting to bigger areas of
5.000 - 10.000 m”. The big logistics companies demand and use 20.000 - 40.000 m” areas. Small
warehouses are transforming into big distribution centers. New areas with high ceilings, single
storey, many doors and a minimum number of columns are being constructed.

m As a result of the expansion of foreign capital investments, and the demands of foreign
institutions, the scales are enlarged and the standards and quality are rising. The demand of the
foreigners, which increases prices, is for single storey 20.000 m* base area warehouses.

m The aim is to decrease the storage, distribution costs and costs per package | ton at the
logistics centers by using bigger scales.

m The storage, distribution and logistics centers and areas are concentrated in areas that have
transportation and access advantages.

m The need to reconsider and plan logistics areas in the zoning plans and transportation master
plans is also increasing.

11.4.3 The Industrial and Logistics Areas Market as a Real Estate Investment
m An important market for new industrial and logistics areas is being created in Istanbul.

m The existing old industrial areas are of poor standard and quality as far as real estate
investments are concerned. The demand for investing in high quality industrial buildings and
logistics areas is increasing.

m With the relocation of the industry towards the two new industrial zones around Istanbul,
the sales prices of the industrial areas in these regions are expected to rise.

® The industrial companies prefer to own their production and storage areas. Therefore the
sales prices of the industrial areas will gain more importance.

m The square meter prices of industrial land in the new industrial zones of Istanbul as of 2005
are presented in the following Table 54.

TABLE 54: THE SALES PRICES OF THE LAND WITH INDUSTRIAL ZONING
IN ISTANBUL IN 2005

INDUSTRIAL AREAS M2 PRICES IN DOLLARS
| CATALCA 25 -5
HADIME DY Al -100
KIRAG BEYLIKDUZEL B0 150
HARAMINERE, FIRUFKDY, ESEMYURT 150 - 200
GOMESL], HALKALL IKITELLI 250 - 500
UMAANIYE DUOULLL 150 - 200
SAMANDRA SARIGAZ]. SULTANBEYL) 100 =150
KARTAL PENDIK, TUTLA 13- 150
SERERPINAR, KURTEGY B0 - 100
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m The demand for the organized industrial zones in Istanbul is also predicted to expand. The
prices of the industrial land inside the OIZ are higher because of their infrastructure and other
advantages. In 2005, the m® sales prices were 350 - 600 dollars in the Ikitelli OIZ, 300 - 500
dollars in the Dudullu Organized Industrial Zone and 100 - 150 dollars in the Tuzla OIZ.

m The expansion of unit areas needed for storage, distribution and logistics will result in
preferences for renting rather than buying. The rapid increase in demand expected in this segment
is anticipated to cause an increase in rents in the short-middle run. The m? / month / dollar rent
prices in various regions as of 2004 are as follows: Maltepe 3.5, Kartal 3.5, ﬁmraniye 3.5, Sarigazi,
Dudullu 4.5, Samandira 4, Pendik 3, Tuzla 2.5, Ayazaga 4.5, Kemerburgaz 4, Giinesli - Yenibosna
3.5, Ikitelli 4.5, Beylikdiizii 3, Hadimkdy 3. (Source: Colliers Resco 2004)

m The industrial and logistics areas are just reaching suitable international standards. The expansion
in the short-medium term need and demand will result in increasing yields in the middle run.

m The comparative evaluation of the Istanbul industrial and logistics real estate market according
to the Developing Real Estate Markets in Europe 2005 report of the Urban Land Institute and
Price Waterhouse Coopers Corporation are presented in the following Table 55.

TABLE 55: BUY [ KEEP / SELL RECOMMENDATIONS FOR
INDUSTRIAL / LOGISTICS REAL ESTATE ACCORDING TO CITIES

BUY KEEP %= SELL %

PRAGUE 88 1 A
BUDAPEST B3 13 4
[LvoN 2 12 18
WAH AN i 24 =
MILAN 63 ] 10
M OGC O 60 15 Fi)
ISTANBUL a0 44 &
LPARIS 48 b 20
| ROME 43 = 2!
HELSIMHKI a4 6 18
BERLIN 41 aF iy
FRANKFURT A0 pLx ] 28
| AMETERDAM 40 4 20
MALRID 4% ] o
| WWIEM 38 44 18
ML IEH ol 41 23
| BARCELONA i 47 20
LONDON a2 43 25
HAMBLIRG 31 51 18
L LISEON Fi =2 2
| BAUSSELS 28 42 28
ATHENS 27 27 L)
EDINBURGH 26 58 16
COPFRHALGFN 73 54 ]
STOCEHOLM iz 79 ]
GUBLIA 15 ] 4%
TURIEH 17 54 Fil)
Sownce: The Develaping Aeal Estate Markets of Europe Poll, 2005

WILL 7 IPWIC
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11.5 THE HOTEL MARKET

The hotel market is the fourth component of the commercial real estate market. The hotel
market is shaped as a result of the developments in the tourism sector. Therefore, predictions about
the tourism sector in Istanbul are made first, prior to those about the hotel market.

11.5.1 The Tourism Sector in Istanbul and Prognoses for the Future

m The tourism sector in Turkey will continue to grow in terms of the number of tourists and
tourism income. Turkey is entering a new 20-year-period in tourism, and the number of tourists at
the end of this period is predicted to reach 40 million.

m The development of tourism will increase the diversification in tourism. The summer season
oriented tourism will shift to other types of tourism, especially to city tourism, and will expand to
12 months of the year.

m Istanbul will be the most attractive area of development for city tourism. Istanbul will expand
in history-culture-art, entertainment-recreation-sports, convention tourism and yacht tourism.

m 3.4 million and 4.94 million tourists have visited Istanbul respectively in 2004 and in 2005.
There is a bed capacity of 80.000 in Istanbul as of 2005. 22.000 of these beds are at five-star
hotels, 55.000 are at qualified hotels with tourism certificates, and 25.000 are at municipality
licensed low standard hotels.

m 35 international conventions have been held in Istanbul as of 2004, and 31.000 tourists have
been accommodated. Convention tourism will be an important area of development. Two large
culture and convention centers are under construction.

m There are three marinas suitable to international standards in Istanbul with a capacity of 2.400
yachts. Yacht tourism will be another important area of development.

m The average stay of the tourists visiting Istanbul is calculated as 3 nights. The occupancy
rate for Istanbul hotels with tourism certificates and a 55.000 bed capacity is 75 %, ranking
Istanbul at the first place in Europe for occupancy.

m Istanbul is nominated as the culture capital of Europe in 2010. Additionally, the fact that the
city started to host an increasing number of international events is supporting the predictions for
an increase in the number of tourists.

® The number of tourists visiting Istanbul is expected to reach 10 million per year by 2015. This
expectation reveals the need for new accomodation establishments and other touristic facilities in
Istanbul.

11.5.2 Prognoses Pertaining to Touristic Facilities in Istanbul

Predictions are made about the touristic facilities in light of the developments expected in
Istanbul. These predictions will be important indicators for the hotel market which is a sub-sector
of the commercial real estate market. Predictions about the need for bed capacity and hotels in
Istanbul are made until 2015.
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In order to be able to foresee the bed and hotel capacities that will be necessary in Istanbul in
the next 10 years, predictions about the number of tourists visiting Istanbul and the total numbers
of overnight stays according to the length of average stays (nights) have to be made in the first
place.

The number of visitors is expected to increase uniformly and reach 10 million in 2015.
Depending on the variety of touristic activities, the average periods of stay are anticipated to be
3.5 days in 2007 and 4 days in 2011. The total overnight stays will be 40 million in 2015
according to these assumptions.

The need for bed capacity will increase in connection with the increasing number of overnight
stays. The need for bed capacity is calculated according to the total overnight predictions, taking
into account a room [ bed occupancy rate of 75 %.

TABLE 56: PROGNOSES ABOUT THE NUMBER OF TOURISTS
THAT VISIT ISTANBUL AND THE TOTAL NUMEER OF OVERNIGHT

veARs | NUMBER OF TOURISTS | AVERAGE DURATION OF | TOTAL OVERNIGHT
MILLION EZTAY ! DAYS (1IN THOUSAMDS]
2005 5,000,000 3 15,000
#006 5 500,000 3 16,500
AN b (CRONC, KD 1.5 41100
2008 6,500,000 38 22,150
2008 7,000,000 35 24 500
2010 7,500,000 35 26,250
2011 5,000,000 4.0 32,000
2012 8,500,000 40 34,000
2013 8,000,000 4.0 36,000
2014 8,500,000 4.0 38,000
#0113 0, 0K 00 4.0 40100

The additional bed capacity needed yearly is presented in Table 57 below.

The need for annual overnight capacity has been calculated as 53.33 million, and the bed
capacity need is calculated as 146.125 (divided by 365) for 2015, assuming 40 million overnights
and an occupancy rate of 75 %.

The annual need for additional bed capacity and the resulting need for new 3-4 and 5-star
hotels is calculated according to the total bed capacity need.

Accordingly, an additional bed capacity of 91.325 beds will be necessary until 2015. In order
to fulfill this need, 60 new 5-star hotels and 276 3-4-star hotels will be needed. 36.000 of the
91.325 new beds will be in 5-star hotels, rising the total 5-star hotel bed capacity in 2015 to 58.000.
The average bed capacity is assumed to be 600 and 200 respectively for 5-star hotels and 3-4-star
hotels in the calculations.
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TABLE 57: THE ANNUAL NEED FOR BED CAPACITY ACCORDING TO THE TOTAL OVERNIGHT PREDICTIONS
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The uneven distribution of the need for additional bed capacity among the 5-star and 3-4-star
hotels will change the number of hotels needed. An important assumption in the above predictions
is that only the increase in visiting foreigners were taken into account in calculating the need
for new hotels and additional bed capacity.
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11.5.3 The Hotel Market as a Real Estate Investment

An important need for additional bed capacity arises based on the target and prediction to
accommodate 10 million tourists annually in Istanbul. This need translates to an increase of almost
1.5 times in the existing accomodation capacity. An important number of new 5-star and 3-4-star
hotels and other touristic facilities will be required to satisfy this need, indicating that the hotel
market in Istanbul will undergo a new and important development process.
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Supplement

FOREIGNERS" ACQUISITION OF
REAL ESTATE IN TURKEY AND THEIR
RELEVANT DEMANDS

he acquisition of real estate by foreign nationals is one of the factors affecting the development
I of the real estate sector in Turkey. Cross-border acquisitions of foreigners are for investment and

utilization purposes.

The utilization oriented cross-border real estate acquisitions especially experienced in Europe, make
the acquisitions by foreigners important for Turkey which entered a new stage of real estate
development. Europeans are mostly acquiring residential properties. Therefore, the residential real
estate market will be more affected by the real estate acquisitions of foreigner citizens.

The foreign demand for buying real estate in Turkey has been continuously increasing in the
last years. The execution of the existing law about the foreigners’ real estate acquisitions has been
suspended in 2005, then a new legal legislation has been developed to define the legal framework for
the acquisition of real estate by foreigners.

The approval of the Law about Changing the Registration Law by the Grand National Assembly of
Turkey re-arranged conditions for foreign nationals to buy real estate in Turkey. According to the
clauses of this law;

1. A maximum of 2.5 hectares (25 thousand square meters) of real estate can be sold to foreign
nationals, subject to mutual reciprocity agreements (present with 87 countries).

2. The total size of real estate a foreign national real person can acquire in Turkey can not exceed
2.5 hectares. The Cabinet has the authority to raise this amount up to 30 hectares.

3. Only foreign national real persons and legal entities are entitled to acquire real estate in Turkey.

4. Foreign companies can only acquire real estate ownership and limited real rights over the real
estate within the frameworks of the special clauses in the law. Land acquisitions of these companies
will not be subject to area limits. However, these foreign companies can only legally acquire land
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within the frameworks of the promotion of tourism law, the industrial zones law, the petroleum law
and the law directly promoting foreign investments.

5. The Cabinet will decide on the maximum size of real estate that can be sold to foreign real
persons in a city. This percentage can not exceed 0.5 % of the area of the city.

The real estate acquisitions of foreign nationals are predicted to expand in Turkey as the legal
framework for such acquisitions are determined by law. The reasons and dimensions of this
development are evaluated as follows:

1. A demand aimed at Turkey is expected, especially emanating from European countries. The
housing demand habits especially in Northern European countries is the main reason for this demand.
The citizens of England, Ireland, Germany, Holland, Belgium and the Scandinavian countries buy
residences in southern European countries. These residential properties, that are generally bought after
retirement for the purpose of permanent residency, are concentrated in coastal cities. This demand has
been targeted to France, Italy, then Spain, Portugal and Greece in the last twenty five years. The
citizens of northern countries buy homes in foreign countries at prices lower than those in their
countries and use these homes for permanent or long-term residency. Another reason for preferring to
live and purchase housing in these countries is that the comparative costs of living are lower. As an
indicator, the number of homes bought in Spain by foreigners has reached 1.4 million. 62.000 homes
were sold to foreigners in 2005 with a value of approximately 8 billion Euros.

2. The EU full membership process makes Turkey a potential country for the citizens of European and
near-by neighboring countries to acquire homes. The demand of the citizens of the European countries
to acquire homes in Spain, Portugal and Greece is reaching a saturation point. Therefore, they are
turning to new countries headed by Turkey and followed by Croatia, Cyprus, Bulgaria and Romania.
Turkey has a priority over other alternative countries.

3. Even though the main demand will emanate from European countries, the demand from Russian
citizens and from neighboring countries is also predicted to expand.

4. The residential demand for Turkey will be concentrated foremost at the coastal cities of the
Aegean and Mediterranean regions. The acquisitions of homes by foreigners will be concentrated at
the coast line of Antalya, Mugla and Izmir. This demand is subsequently expected to shift to the
Black Sea coast.

According to the data of the Registration and Fees Administration, foreign real persons acquired
37.342 pieces of real estate, between 1934 when foreigners first started to acquire real estate in Turkey
and July 19th , 2003 when the law lifting restrictions for the acquisition of real estate by foreigners in
Turkey to a large extent took effect.

We observe that foreigners’ real estate acquisitions in Turkey started to increase starting with 2003.
According to the data of the Turkish Central Bank, foreign nationals bought 998 million dollars worth
of real estate in 2003, and 1.34 billion dollars worth of real estate in 2004. Real estate acquisitions in
the first seven months of 2005 totaled 1.83 billion dollars.

Real estate acquisitions mostly consist of residential properties. It is observed that foreign nationals
demand homes that cost around 60 - 80 thousand dollars. Foreigners’ acquisitions of real estate
during the 2 years between 19 July 2003 and 25 July 2005 when the decree of annulment took effect
are presented in Table 1.
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TABLE 1: FOREIGNERS" ACQUISITIONS OF REAL ESTATE 2003-2005

COUNTRY OF ORIGIN B Es. T |  Pensons SIZE (M2)
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NOEWAY 413 551 43 24
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ALSTRIA 10 270 254 7142
[yza 198 189 BB
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SHEDEN 134 131 29,7
ALISSIA 107 107 24176
ALY 101 o 16,083
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| CYPRUS 3 [ b9, 781
MACEDDONIA Fil L] 28532
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LEBANDN ] = 219,033
BOSHIA HERZEGOVINA 0 7 12,781
SOUTH KOREA 23 2 2 547
ARADA L i 23
PR 16 18 1670
ELLGARIA 4 12 3,931

Soprce: Aegistration and Fees Adminisiration

The foreigners’ demand for homes in particular will continue to expand from 2006 onwards. Starting
with 2006; the average real estate acquisitions are predicted to be around 2 - 2.5 billion dollars
annually for the next ten years. An important percentage of this will be for residential real estate.

The foreign real estate demand for housing Istanbul is foreseen to be limited. This demand for will
probably be for luxury homes in Istanbul. Since homes of this quality are rather located outside the
city center, the demand will concentrate on homes along the Bosphorus coast, and on full service
residences.

It is predicted that the effect of the demand of the foreigners within the general demand for housing
in Istanbul will be limited, and this demand will be met by a limited quantity of high quality and
luxury housing projects.
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Supplement

NATIONAL REAL ESTATE INDEX

he development and growth of the real estate sector in Turkey to global norms makes the
I inception of a national real estate index necessary. The national real estate index indicates the
developments in prices and yields for the real estate sector in general as well as its sub-

sectors in a continuous and steady manner.

The national real estate index should be prepared according to international standards, based on
international criteria and should be comparable with other foreign real estate indices.

The following have to be carried out while preparing the index.

1. The general index and other sub-indices have to be specified for relevant sub-groups.
Residential, shopping centers, offices, industrial and logistics areas and hotels are the potential
sub-groups. The weight of the sub-groups within the general index has to be determined.

The general index will represent a weighted average of sub-groups indices. The weight of the
sub-groups within the general index should be variable on a yearly basis depending on possible
changes that might take place in the sub-groups. The intervals which will reflect price changes in the
general and sub-indices should be determined. These intervals should be monthly or weekly.

The currency unit of the indices is also important, requiring a decision to be made on the use of
YTL or foreign currency as the basis of the index. The currency unit of the prices in the market gains
importance in making this decision.

2. In preparing the sub-indices;

a. Housing Index: The regions, adequate numbers, housing types and specific homes/housing
projects to be represented in the index should be determined for the A type luxury and B type
standard and high quality housing whose price changes are to be followed. International standards
should be respected for these determinations. Their prioritization in the housing index should
represent the structure in the residential market.
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b. Retail Index: The regions, adequate numbers, standards of shopping centers as well as specific
shopping centers which will be included in the index and whose price changes will be monitored
should be determined. Their prioritizations within the retail index should be decided upon. These
determinations should adhere to international standards.

c. Office Index: The regions to be represented in the index, the criteria for standards and
quality, adequate numbers, specific office buildings and their weighted average in the index
should be determined for A and B class offices within the Central Business District whose price
variations will be monitored. The weighting of these buildings within the office index shall be
representative of the structure in the office market. International standards should be used in
such determinations.

d. Industrial and Logistics Areas Index: The standard and quality criteria, the regions to be
represented in the index, the number of areas and particular industrial and logistics areas have to be
decided upon to monitor price changes. Their prioritizations within the index should represent the
structure within the industrial and logistics areas market. International standards should be used for
these determinations.

e. Hotel Index: The standards, star categories, regions and the number of hotels as well as
specific hotels whose price changes have to be followed and represented in the index have to
be determined. Hotels have to be prioritized within the index to reflect the structure of the hotel
market. International standards should apply.

3. The respective weights of real estate values and yields to be represented in index price changes
have to be determined. The extent to which the changes in sales prices and rental values should be
reflected to the index have to be determined.

4. The method for monitoring, measuring and evaluating price changes should be determined.
Multiple market data could be used for this, however it will be safer and preferable if an
independent organization monitors price fluctuations of the real estate in the index group.

5. The index should be have a flexible structure to be able to reflect new developments (new real
estate properties) according to periods and be easy to update.

6. After all the sub-criteria and determinations to form the index are completed, the index to
be chosen and the method of calculation have to be determined according to the science of statistics.

7. The establishment that will create and administer the index has to be an independent
organization specialized in and representative of the real estate sector.
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