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Turkey Real Estate Overview
2009 Review & 2010 Outlook

Economic recession in 2009 adversely affected the Turkish real estate
market as in the rest of the world.

Office occupier and retailer demand slowed down with significant
implications on rent levels.

On the back of a strong rebound in 2010, the markets are expected
to revive, albeit slowly.
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Economic Outlook

Turkey, in line with the rest of the world, has suffered from serious
economic recession in 2009 following a long period of strong growth
between 2002-2007 and a modest growth in 2008. The first three
quarters recorded economic contraction of 8.4% leading to a full
year GDP growth estimated at -6.0%.
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However, independent projections point to the revival of strong
growth in 2010. The IMF projects Turkey's GDP growth at 3.7% in
2010 compared to 1.8% in the CEE, 0.3% in the Euro Area and
0.5% in the EU.
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Parallel to the economic recession, domestic consumption has also
been adversely affected from the global economic conditions. The
decrease in household consumption was neglible in 2008 at -0.1%
for domestic household; but this deteriorated further during January-
September 2009 recording -4.1% over the same period last year.
However, the govemment's tax incentives for white goods, electronics
and automotive made a positive impact decelerating the household
consumption growth from -10% as of Q1 2009 to -0.9% as of Q3
2009,
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Consumer Confidence

Consumer confidence has been on a significant inclining path since
November 2008. The consumer confidence index reached its peak
in June 2009 at 85%, but closed the year at 79%. However, this still
represents a 10 percentage points increase over end-2008. It is
observed that tax incentives acted as the major reason to boost
consumer confidence during Q2 and the ongoing high unemployment
has caused the consumer confidence to move to a declining path
during H2 2009.
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Unemployment remains the major weakness in the economy
increasing from approximately 10% in 2008 to 13% as of October
2009. This represents some improvement compared to H1 2009
when the unemployment rate reached 15%. Another positive point
is the preliminary signs for rising industrial employment.
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Inflation (Y-0-Y) (%)
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Inflation performed positively in 2009 in line with the supressed
demand decreasing from 9.5% as of January 2009 to 6.5% as of
December 2009. The chart above clearly illustrates the considerable
opposite trends in inflation in 2008 and 2009 where the |atter shows
a steady decline displaying the decrease in domestic demand and
increase in cost of production.

The Central Bank of Turkey was aggressive in reducing overnight
rates benefitting from declining inflation; but, also to boost economic
growth. The Bank has made a 1,000 basis points cut since November
2008 and the overnight borrowing rate registered at 6.50% as of
December 2009.

The Central Bank envisages that the year-end inflation will realise
around 5.9% in 2009 and 5.3% in 2010. According to the Central
Bank statement, the overnight rates are expected to stay broadly at
this level throughout 2010.

Fiscal Policy

The local elections in March 2009, which caused increased
infrastructure spending, and tax incentives to tackle economic
recession have led to significant fiscal expansion in 2009. The fiscal
discipline under the IMF programme between 2002-2008 deteriorated
in 2009 leading to an increase in the budget deficit from 1.8% of
GDP in 2008 to 5.5% in 2009. The budget deficit is envisaged to
decrease t0 4.9% in 2010 as a result of tax increases, some of which
have already been announced and expected increase in tax revenues
due from the economic recovery.

The government is continuing negotiations with the IMF for a new
Stand-By Agreement. Strict conditionality regarding the budget policy
has acted as the main barrier before reaching consensus. However,
the Prime Minister's recent positive statement regarding the IMF
negotiations have increased hopes for the conclusion of the deal,
which had a positive impact on the stock market index.

The upgrade of Turkey's credit rating in Q4 2008 by two notches fo
BB by Fitch and Moody's and Turkey's risk premium remaining
lower than most of the other emerging markets is an indication of
Turkey's strong resistance to the global crisis and increasing credibility.
According to Fitch, Turkish banking sector is in much more healthy
shape than the other emerging European countries.

Political Situation

The AKP government came out slightly weaker in local elections;
however it has sustained its political power as the majority party in
the Parliament. The Ergenekon court case with claims of a plot
against the government, dominantly involving secular Turks including
the military members have caused concerns over the impartiality of
the case. However, there is also support for the case from great
majority of the public, who believe that it serves to strengthen
democracy in the country.

The government's recent initiative to introduce more liberal policies
regarding the Kurdish minority and starting an effective dialogue
with the Kurdish Regional Government in Northern Iraq aims to stop
the PKK insurgents and creates an incredible potential for investment
opportunities in Iraq.

The major achievement of the government is its increasingly influential
role in the Middle East. This has positive repercussions on Turkey's
economic relations with the region leading to rapid increase in
bilateral trade volumes and enormous business opportunities for
Turkish companies.
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Retail Market Overview

This section analyses the retail market in terms of retailer demand,
rental outlook, development pipeline and the investment market.

Retailer Demand

The economic recession adversely affected retailer demand in 2009,
with retailers becoming more selective in entering new projects,
particularly secondary shopping centres. However, projects with
strong access in areas with lower retail density and unique market
positioning have continued to attract strong retailer interest. There
has also been increasing interest from Turkish retailers looking to
expand abroad, particularly in Eastern Europe, Middle East and
Africa.

Anchor retailers such as hypermarkets, DIY and electronic chains
have continued to show strong demand for prime schemes. In
addition to the major anchors already operating in the Turkish market
such as Tesco, Metro, Darty and Electroworld, new anchor retailers
have also targeted the Turkish market for expansion, including Best
Buy which opened their first store in izmir, as well as Mediamarkt,
Leroy Merlin and Baumaxx. There have also been a number of new
clothing and accessorise brands that entered the Turkish market in
2009, such as Decathlon, Basler, Aftershock, Bijou Brigitte and Paris
Hilton.

Despite difficult economic conditions, luxury brands have also
continued to invest in the Turkish market. Prada and Mont Blanc
opened their first stand alone stores in Nigantag, whilst Miu Miu
opened in istinye Park. Brioni, Hermes, Houblot, Lanvin and IWC
are planning to open stores in Nisantagl. The expansionary plans
of the luxury brands have been a key driver of strong demand for
the street retail.

Rental Outlook

The past year was characterised by hard bargaining between the
retailers and owners on rent levels due to slower retailer demand
and adverse market conditions, and it is estimated that effective
rents have deviated from contract rents by up to 50%, either as a
result of rent discounts or the fixation of exchange rates for foreign
exchange linked rents (i.e. rather than the risk of the devaluation of
the lira being put fully onto tenants). For some centres, we believe
that this is a healthy correction fo inflated rents.

The market conditions have also had a more lasting impact on the
market, with the use of turnover rents and stepped rents increasing
and with some centres converting to outlet centres which have
proved to perform well in the past year and are quickly emerging as
a key retail sub-sector in Turkey.

However, because of the ongoing strong retailer demand for prime
centres, we think that the decrease in prime rents remained limited.
The prime rent (for a typical 100 sq m store) is estimated to be EUR
75 per sq m/month having recorded an approximate 15% decrease
since end-2008; whilst the headline rent in a secondary centre is
estimated fo range between EUR 40 - EUR 50 per sgm/month.

Prime rent (EUR / sq m / month)
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Development pipeline

The economic recession caused serious slow down in shopping
centre development in 2009, with the increase in GLA slowing from
25.6% in 2008 (y-0-y) to 17% in 2009. This mostly stemmed from
the absence of major projects in Anatolia whereas the Istanbul retail
market remained comparably sfrong.

GLA and unit growth
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Total GLA in Turkey is estimated to be 5.7 million sqm with a further
2.5 million sgm under construction. Istanbul stands out with its strong
pipeline development accounting for approximately 60% of the
existing supply. However, delays in the development projects remain
possible despite the improvement in market conditions.

Existing supply and pipeline

GLA Active Under construction
Istanbul 2.25 million 1.3 million 3.55 million
Rest of Turkey 3.45 million 1.2 million 4.65 million
Turkey 5.7 million 2.5 million 8.2 million

In line with the market slow down, the number of openings decreased
from 44 in 2008 to 26 in 2009. The number of openings in istanbul
was strong at 9 whereas the rest of Turkey recorded only 13 openings
including large schemes in Gaziantep and Malatya.

Major openings in Turkey

Shopping .
Gordion Shopping Centre Q3 2009 50,000sgm Ankare
Antalya Ozdilek (*) Q3 2009 40,000 sg m Antalya
Erzurum Shepping Centre 42009 32,000sgm Erzurum
Sankopark (%) Q2 2009 58,000 sqm Gazianlep
Lapis Outlet Q42000 30,000 sgm Gazianlep
Farum Istanbul Q42009 175,000 sq m Istanbul
212 Istanbul Power Qutlet Q3 2009 70,000sgm Istanbul
Neo Marin Q2 2009 36,000 sqm Istanbul
Pendik Pandorya Q4 2009 31,000sqm Istanbul
M1 Merter Q3 2009 30,000 sqm Istanbul
Silien Shopping Centre Q4 2009 25,000 sgm lzmir
Parksite Adese Q3 2009 30,000 sgm Konya
Malatya Park (*) Q4 2009 47,000 sgm Malatya
Forum Kapadokya Q42000 25000 sqgm Nevsehir
(*) denotes Jones Lang LaSalle involvement
Sonrce Jones Lang LaSalle

Antalya Ozdilek

Malatya Park

Retail Density

Ankara has remained as the most dense retail market in Turkey with
GLA per 1,000 capita of 193 sq m as of end-2009, followed by
Istanbul. With its significant pipeline development, Istanbul will
become the most dense retail market by end-2011 with GLA per
1,000 capita of 295 sq m.

Other markets with retail density above the national average include
secondary cities of Denizli and Eskisehir.

GLA per 1,000 inhabitants

City End-2009 End-2011
Ankara 183sqm 268sqm
Istanbul 177sgm 2965qm
Denizli 122sqm 119sgm
Eskigehir 12054 m 118sgm
Izmit 10889 m 1578qm
Turkey B80sgm 125sqm
Souroe:dones Lang LaSaile
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The Shopping Centre: Supply Drivers2010
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In a European context Turkey is categorised among the emerging
retail markets in Europe together with Russia, Hungary and Romania.
Retail sales per capita figures in Turkey and Russia are comparable
surpassing Hungary and Romania and the shopping centre density
remains lower than the developing markets of CEE such as Poland
and Czech Republic on a country level, although a large majority of
the shopping centre supply in Turkey is located in the higher density
market of Ankara and Istanbul.

Investment

The real estate investment market has been in a deadlock since
2008. Whilst a significant portion of the global real estate markets
have witnessed significant outward yield movements, Turkey is one
of the markets where vendors and landowners have remained
reluctant to review their yield expectations.

Turkish developers have traditionally not employed significant levels
of leverage resulting in limited distress amongst property owners.
This led to an unwillingness amongst local vendors to meet the
higher yield expectations of international investors. Although
transactions have been limited, investor sentiment would suggest
that the prime yield increased from 7% in early 2007 to 8.25% as
of end-2009.

As investor sentiment across Europe improves, we expect some
international interest for the Turkish market to return throughout
2010, with some investors looking again to the emerging markets
as yield levels across the core markets begin to experience
compression. We also expect the yield level to shrink in Turkish
market with a fresh start in transactions.

Prime yield trend (%)
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