
NEAR EAST.UNIVERSITY

Faculty of Economics and-Administrative Sciences
l

ln-s-titute uf-Graduate--Siutfies

THE R,OL-E-oF THE BANKING SECTOR

, INTHE

ECONOMY OF THE TURKISH REPUBLIC OF NORTHERN CYPRUS

AND

THE'MfTHODS OF FINANCING INTERNATIONAL TRADE

-GCM-627

Submitted-m-, Prof.·Dr. FikretKUT-SAL
Submittedhy. Yusuf"Değirmencioğl-u
Date --: 2();68-.-I-9~,,NEU

1//IIIW~! !I~!~! Ill/I/I
NEU



I

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I:
I
I
r
I

CONTENTS

1. a) Acknowledgment
1. b) Introduction

2. Economy of the Turkish Republic of Northern Cyprus :

"2.1 The Need for Development Planning
2.2 Long-Term Plans and Objectives. of the Development

Policy in the TRNC
2.3 Assessment of the Economic Performance of the TRNC

3. Role.of the Banking System in the TRNC :

3.1 Creation of Money (Credit) by the Banking System
' 3.2 Multiple.Expansion. ofBank.Deposits.

3.3 Types of Banks operating in the TRNC
3.4 Derails.of.Loans extended.by the.banks.in.the. TRNC
3.5 Contribution of the Banking sector to the economy the TRNC

4. Methods of Financing International Trade

4.1 Importance of International Trade
- 4.2--lnt.emational Commercial Terms
4.3 International Methods of Payments

5. Conclusion and Recommendations :
\

5.1 Problems stemming from the use of Another Country's
Currency

5.2 Lack of Control over Exchange Rates and Interest Rates
5.3 Problems- associated-with aid- received-from Turkey
5.4 Problems encountered in the finance of International

Tra,d-e of TRNC.

6. Bibliography

Page

(i)
(ii)

1

1
2

3

30

30
31
32
35
44

53

53
53
57

59

59

60
66-
68

69



(i)

1.a) - - ACKNOWLEDGMENT

I would .like --W express ·my appreciation. and 1:franks to - my
\ .

supervisor Prof. Dr. FiKRET KUTSAL for bis personal interest,
encouragement and inva-ıuabte help -ne .has -given me in -the
preparationduring 1fie--short period 11ıaı-tinnl available,

While ,o[_cnurseit is. .understood that lie is_noJ_aLall--nsponsffile
for any mistake 1h-at-may-be found in 'thefellowfngpages.

Yusuf Değirmencf oğJu
LEFKOŞA~KKT-C
20.08.1998



(ii)

1.b) INTRODUCTION:

In its very long history, which may be traced back to the beginningof the 6th MillenniumB.C.,
Cyprus had been the battleground on which many nations have fought and left their legacies.
As Sir George Hill said "He who would become and remain a great power in the East must
hold Cyprus in his hands .... ". The proximity of Cyprus to Europe, Asia and Africa added
considerably to its importance as a strategic island and it was this strategic location that
characterized the history of Cyprus. Although the historic development of Cyprus is outside
the scope of this project, very briefly,we can say that in 1878, after the defeat of the Ottoman
Turks in the Russia-Turkish war of 1877-1878, the Turks, by the Convention of Cyprus,
agreed to hand the reigns of Cyprus over to Britain in return for an Anglo-Turkish defensive
alliance against Russian expansionism towards the Mediterranean and the-Middle East. In
1914, when Turkey joined the First World War on the side of Germany, Britain annexed
Cyprus. Turkey renounced all her rights that she had on Cyprus since 1571 by the Treaty of
Lausanne and Cyprus was proclaimed a Crown Colony by Britain in 1925. When Britain was
forced to withdraw her military bases from Suez, the strategic importance of Cyprus was
further enhanced. In 1954 Britain announced that it would never give up Cyprus and this led to
a campaign of violence against the British by the Greek Cypriots in Cyprus which lasted until
1959. The Turkish Cypriot Communityat first was not disturbed but gradually the relationship
between the two ethnic communities became more hostile with consequential effect upon the
relationship between Greece and Turkey. The Communal Fighting that took place.between the
Turkish and Greek Cypriots in December 1963, the Turkish Peace Operation in 1974, and the
proclamation of the TRNC in 1983 were the. results of the animosity between the two
communitieswhich started in the late 1950's which shaped the present status of the Island.

Although there is ample material.on Cyprus for the.political historian, relatively:little. is known
about the economy of Cyprus before 1960. As far as the Turkish Republic of Northern C__yprus
is concerned, from the point of economic.data and.research; the situation is. even worse. It is
only after 1977 that figures relating to the basic economic indicators of the TRNC are
available. This- paper will be divided.into four.main sections. In the first.section, the economy
of the Tur)ci-slı-Re-public-e-fN-ertlrem..Cyprus will be examined. In the second section, the
banking sector will be analyzed, The methods of financing_ international trade constitutes the.
subject of sectien three. Inseetion-four, conclusion and-r-eoommoodation---secti-eıı,--1*"-oblems
stemmingfrom the.use.of another country's currency, lack. of contr.olover, exchange rates and
interest rates, -the am.-eunt -of aid -received-frem Turkey -and problems .associated with-a, and
problernsencounıered in financinginternational trade will be examined.

It will be stressed-that-in· order--to-getrid-of-its-existingmain -pr-oblems the '.fRNC--mustgive up
using the Turkish Lira in the TRNC as the Legal Tender. In,line with restoring.the necessary
confidence .a aew-currency-must be- issued-by the .Central.Bank --0f .the T-RNC which will - be
backed by foreign.currency reserves and gold, The reserves of the Central Bank are adequate.
But the Central Bank .must completely be independent -of the Government intervention. The
ultimate- aim should remain to enter the European Union parallel to the Southern part of
Cyprus. When-the .:ı:RNC.tak-es--its--place among-the -intemati-enalcommunity; .theBanking
Sector will play a crucial role in financingits international trade.
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2. THE ECONOMY OF THE TURKISH REPUBLIC OF NORTHERN CYPRUS:

2.1 THE NEED FOR DEVELOPMENT PLANNING:

Economists have been showing a great deal of interest in development planning since the Great
Economic Depression of 1929-32. The reason for the absence of any real economic planning
before the Great Depression was the presence of laissez-faire attitude towards economic
matters. After the Great Crash, many people began to think that economic planning was
needed on a scale which transcended the capacity of the private entrepreneur. But modern
interest in economic development started with Roy Harrod's work in 1939, which was later
stimulated by E. Domar. The so-called Harrod-Domar model has provided the theoretical
underpinningof an enormous volume ofliterature on economic growth. ------...,_

The Second World War delivered a serious blow to colonialism and many countries gained
their independence in the following 20 years. Emancipation from colonialismwas accompanied
by demands for economic emancipation. Former colonial countries considered political
independence and economic development synonymous and many resorted to economic
planning. Many countries initiated development programmes suited to their own special
economic problems. Resort to economic planning has been the result of the recognition that
the free interaction of the market forces of supply and demand in bringing about the desired re
structuring of the economy via allocating scarce resources among alternative uses is far from
satisfactory.

Also in some underdeveloped countries it became evident that Keynsian budgeting and
monetary manipulation needed supplementing with something more long-run and purposive.
Many poor countries realized that only planned approach to economic development will
remove the obstacles to optimum economic and social growth. The result.has been the sudden.
upsurge of -interest-in the -f}f-ehlems -ef -gr-ewth- and- develepaıent planning and -henee-the
initiationof annual, medium-term, and long-run development plans.

The Republicof Cyprus, when it-gainea-its-indeıreıı4encefsomBritain-on 16 August -l-%0,- was
faced with-an urgent need for a complete restructuring of its economy. She was confronted
with many problems like rising unemployment, -flight -efcapital, emigration en a-large - scale,
depression 'in major sectors of the economy, a declining national.income, inflation; balance of
payments problem, and-so on. The-Repablic-ofCypnıs sought-and obtained-United Nations
technical assistance in. formulating an economic development programme for Cyprus. In 1961,
The First-F\,ye-Year Programme for Cyprus was-formulated. T-he economic developraeat.policy
of the Government was molded by 1important factors:
a) Small size-ofCy-Prus
b) Reliance on free.foreign.trade
c) Island's comparative advantage oflocation and climate.

A Planning-Commissionwas set up to draw up and administer.a.development.programme with
the aim "to pr-ov-ide .for the -m-o-st -e-fTKie-nt use of -all-human, _pbysicaLarul fiııan.cial
resources within a framework of individual freedom and democratic institutions".



-2-

2.2 LONG-TERM PLANS AND OBJECTIVES OF THE DEVELOPMENT
POLICY IN THE TRNC :

The move by the Greek Cypriots to change the constitution of the Republic of Cyprus in
December 1963 led. to a civil war between the Turkish and, the Greek Cypriot Communities.
The Communal tight-ing--cr.eated physical separation everywhere in the Island. The Turkish
Cypriot Community, which, was forced to live in. enclaves, established separate administrative,
judicial and legislativeergans for their cemmunity- During December 1963 --- Jaly 1914, -the
separate existence of the. Turkish Cypriot Community in Cyprus.was made possible by the
continuous substantial aid from Turkey. · The T-urkish--CypriotCemmunitys main aimduring
this period was survival and, all resources. were allocated, into defending its enclaves. The
struggle forsurvival -deprived-the-Furkish Cypriot Community-ofall -opportunities.wsich-eould
have been used to achieve socio-economicgrowth equal to the Greek Cypriots'.

With the TurkishPeace Operation that toek place -en 20 July 1914 the TurkishCypriets-gained
their independence and,started,to concentrate on,developing their skills, entrepreneurship and.
manpower resources. -Thewar -ın-19+4; led -to-.a -populat.ion--exchaııgeand-bizonality.of the
Island; The Turkish Cypriots living in the Northern part of the Island.and The Greek Cypriot
Community in the Sooth. The-ultimate aim-aft-er19-+4wasto win-the economicwar. In-19-'.7'.7,
national income accounts. started, to be kept and Long Term.Development Plans have.been
prepared. The·peried--betweeıı--1914and -1-98-3-can-be regarded · as- a transitional period. · Then,
the Proclamation of the Turkish Republic of Northern Cyprus took place on 15 November
1983.

The economy of the Turkish- Republic -e.f Northern Cyprus .posseses the characteristics of a
Mixed Economy. This,type of economy is occupying.the middle ground between The Free
Market Economy and the Centrally Planned Eeoaemy fthe-Command Economy), -The -TRN.C,
parallel to the South.Cyprus, has been.preparing Long-Term.Development.Plans and Annual
Economic Programmes since 1977 which marked the beginningof the PlanningPeriod.

The main objectives.of the First Five. Year Development Plans and Annual, Economic.
Programmes, or- sheıtly 'theebjeetives ef the Development Policy,· in the T .R.N:C:-eanbe
summarizedas follows:

a) To secure the achievement of-t-he-lıiglıe-stpossible rate-of-grow-thcompatible
with the maintenance of.economic stability;

b) The Imprevemeatef the-balance of-payments.
c) More equitable distı:ibution of the economic burdens and the National Income.
d) The general-improvement oft-he-standar-d--of-liviııg,
e) The further expansion and improvement of social services.

The Second Five Year. Development Plan, 1989-1993-fullewed-mainlythe pathof the.Firsr
Five Year Development Plan.
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The Third Five Year Development Plan (1993-1997), which is in action, basically aims:

a) the improvement of the liberal economic system;
'

b) reduction in the rate of growth of consumption expenditures and increase in domestic
savings;

c) encouragement and enhancement of investments in priority sectors, especially in
tourism and industry;

d) increase in export-oriented production and thus increase in exports;

e) improvement and expansion of the finance sector and social services.
\

In accordance with the liberal economic policy adopted by the Government of the T.R.N.C.,
trade, -tourism, education, banking, transportation and industrial sectors preserved their priority
and importance.

2.3 ASSESŞ.MEN-1'-0FTHE ECON-6MIC PE-R:FORMANeE-O-F-T-HE-TURKISH
REPU:fıLIC OF NORTHERN CYPRUS:

I

a) GNP and Per Capita GNP:

The Five-Year -DevelopmentPlans 'and Aanua! Economic Programmes created favourable
effects on the- economy of the Turkish. Republic of Northem Cyprus, The economy has been
growing steadily-at-atı .average.annual-growth.rate.of 5 .3-%-inthe-pastl9- years. T--he---increaseJn
GNP between 19-1'7- and-1996-, at constant prices-of 1977, is 101.4%. Ascan be-seen from-the
examinatiol}---ef-'fASLE--l,--t-he-GNP-whi~lı was 3,-810.~---mill-ion- 'f--L-in l-9'7'7--rose to 7,6'21-.7

--miHion FL 'in 1996 at constant prices of 1977. In terms of US$, the. corresponding .figııres are
US$ 209.4 in-19J1-and-US$-77J.9-in 19-%-.-P--eı:-eapita--G:NP flgures.are.alse-givea on. TABLE
1. During the-period.between, 19TZ ancL1996, per capita.Gblll.increasedby 5-9.3%-&constant
prices of 19,7·7; .at .an .aanual average -growth-rate-Of J .2%~ -P----er--cap-ita--GNP -which-was 26,279
million TL in 1977 rose to 41 ,_865- million TL in, 1996, at. constant prices, of 1977. In.terms of
the US$, per capita GNP in 1996 was US$ 4,222. Please see TABLE 1.

I
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b) Employment and Unemployment:

The employment policy aims at attaınıng full employment and systematic promotion of
schemes for the training. and re-tr.aining of the labour force for increasing. productivity and
eventually the most-efficient utilization. -of manpower. An -examination of employment by
sectors show that the working. population, which was 44,795 in 1977, rose to 79,368 in 1996,
an increase- -ef 77.1-8%, Please .see TABLE 2. The popalatien --of the TurkishRepublic of
Northern Cyprus was 183,290 in 1996 and the working population constitutes 43.3% of the
total population.

There is not any aeete unemployment problem in- the Turkish Republic -of Northern -Cyprus
because the official registers of unemployment has shown a constant decline over the years.
The statistics published by the Department -of Employment show -that -the -a-veı:age mımber -of
unemployed' dropped. form, 1,137 in 1977 to 946 in 1996, a falL of 29.24 %.The rate of
unemployment in 1996 was 1.2 %. Please see TABLE 2a.

c) Inflation :

Looking at the· price -trends in the · Turkish-Republio · of Northern- Cyprus, . changes -in- the
Consumer Price Index. show that a high rate of inflation has been prevailing in North Cyprus
since 1977. The-rate of inflation in 19-77 was 23%" Afthough it went-up- as- high.as 9J%--in
J 9-&0,it declined in the-subsequent-years-. ·But0thes~positive,developments·were deteriorated-in
1994 when tbe Consumer Price -Index rose -to- the-level -ef 11-5% in .line withe the · ''5th of April
measures" taken in Turkey. At the end of 1996, the rate of inflation was 87.5%.

The distributien-ef-ıhe.cost-of Iiviagaecordieg tothe-Gategor-ies--ef-goods ana- services-shows
that increases in food-constitutes the major part of the cost of living in the Turkish Republic. of
Northern Cyprus: Another important -share is.takea by transport· and telecommunications.
Since the Turkish Lira is used.as Legal Tender in the country, it can.be. said. that major part of
the inflation prevailing in the T-ınkish-Republic of Northeen -Gyprus- is -being .imported -from
Turkey. Details of price increases are given on TABLE 3a and TABLE 3b.

d) Foreign Trade :

The economyof the Turkish Re-public-of Nerthern- Cyprus has the characteristic of an island
economy with very limitecLnaturaLresources. During the period. between 1977 and 1996,. there
was an increase-in the volume ef foreign -trade; · from US$- l-06. 9 -million in 1971 it rose- te U8-$
388.9 million in 1996, an increase of263.8%.

During this period; the .imports -ef the country-increased fı:om US$--82 million .in -1 (YJ7 - to US$
3 18. 4 million 1996, an increase of 288. 3%. Exports, on the other hand, . rose from US$ 23.9
million in 1')77-te-US-$-7-0.5-miUion-in-19%,-an-inerease-ef-194.9%, As canbe-seen.fsomthese
figures, export earnings are not covering total imports. The foreign trade. deficit increased from
US$ 57.1 m. in-1-97'7 to US$ 24+.9-m: in 1996: I'he rate ofimports- meetingexports-hasbeen
declining continuously. In other words export/import ratio is falling. In 1996 export/import
ratio was 22.1 %
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In 1982, this ratio was 32.9%. In 1996, 55% of the imports of the Turkish Republic of
Northem Cyprus came from Turkey. ff we look at the export figures we wilL see that in. 19-96,
48% of the expertswentto-Turkey.r'Ihis figure in 1982 was only 18%). This shows that the
Turkish Republic of Northern Cyprus is still suffering from economic embargoes. Details are
given on TABLE 4.

e) State Revenues and Expenditures.

The basis of-the-Fiscal-Policy-iathe Tur-ki-sh-Republicof Northern Cyprus-is -t-lıe creation.of
necessary conditions for internal monetary stability, supporting the more productive
infrastructural-projects,reducing thedependenee err foreignIeans -needed-to-finanee-the-boog-et -
deficits and limitingthe rate of grof1h of personnel expenditures, transfers and subvention.

The breakdown-of State Revenues and Expenditures shows that, TABLE-5-, t-he-bu-dgetdeficit
in the Turkish Republic.ofNorthern Cyprus is enormous. The Budget Deficit, in. current prices
increased fromH, 3-64.8 millionin -1-977-to'fL2,-125,79J.-8-mi-l-liooin1-996.-This budget deficit
in covered, to a large extent,. by foreign.aid and loans from Turkey. As. mentioned earlier,.
Turkey is the onlyeeuntry reeognizi-ng-the Turkish-Republic-ef-Nerthem Cyprus.- In 1--985; the
amount of aid received by Turkey TL lD,_450.9 million. In 1996,. this figure rose to TL
6,119,642.4 million. (huge defense -expenditures -and financing- of the ma-in -infr-a-structıne
projects are not included in. these figures), In 1985, 88% of the total aid received.by the
Turkish Republic-ofNorthern - Cyprus -eame-from Turkey. 'I-he- share-of other fereign.aid - was

- -12%. -In::-1996,. Turkey's. share in total foreign aid-increasedto 98% whereas.the share of other
aid fell to 2-%: -Buteven this aiti- is net .adequate- to -cever the-budget deficit. The-Gevemment
tries to borrow both,internallyandexternally. A major part of external borrowing, due to non
recognition of the country comes from Turkey. Details are given on TABLE 6.

f) Sectoral Analysis of the economy of the TRNC :

An analysiş-of the sectoral struoture --o-ft-he economy -ef the Turkish Republic -ef Northern
Cyprus shows that the importance.of services sectors, mainly tourism and higher education,.
has been increasieg at the -expenseef-the .agrieulture sector. The agricultural sector-has be-en
showing a declining.trend. Its share in the GDP has decreased from 16.4% in. 1977 to 11 .4% in.
1996. Its sharem--total-exports-al-sodecreased from 77.5-%--in I-~77to44%-in 1-996. (interms
ofUS$ its share-in1977-was-1-8-.5-million out of23.9 and in 1996 this share fell to 31.0 million
out 70.5 millioa)'
Tourism see-tor .hasdeveloped considerably. It has been declared a-s one of-the locemotive
sectors of the economy. Tourist-arrivals.has. increased from 113,_146 in 1977 to 365.,116 in
1996 (289,Bl from Turkey -and 7-5-,98-5 from-other -eountries), an .increaseof 222.7%. Net
tourism revenues-also- increased from US$ 30.2 million to US$ 175.6 million in 1996, an
increase of 481.5%2.

1. Statistical Yearbeek 1-9%; State--Plaıtning-Organization, pp- 240-24 I, June- l 9-9:J; Lefkoşa, T--ttr-kish- Republic
of Northern Cyprus.

2. Economic and -Seeial-Indicators i 9%, - State-Planning Organization, -p:3-8, October t999 ,"'Lefkoşa, -'I'-u.flci-slı
Republic of Northern Cyprus .
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The sectors of manufacturing and finance are also showing satisfactory performances. In terms
of foreign exchange earnings, higher education sector is also showing a satisfactory
performance.

Other relevant statistieal-tables-retatieg to-the-eeeeomy een-be-feund-ea -TABlıES-..'.7, 8, 9 and
10.

\
I



STATISTICAL TABLES AND DIAGRAMS RELATING TO THE
BASIC ECONOMIC INDICATORS OF THE ECONOMY OF THE

TURKISH REPUBLIC NORTHERN CYPRUS
ARE GIVEN ON PAGES 7 to 29.

...•
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TABLE 2 (a)

ANNUAL AVERAGE NUMBER OF UNEMPLOYEDAND UNEMPLOYMENT RATE
(

Years Number of Unemployed (*) Unemployment Rate ( *)

1977 1337 2.90

1978 2471 5.04

1979 2060 4.04

1980 1789 3.29

1981 1632 2.94

1982 1421 2.44

1983 1294 2.15

1984 1663 2.69

1985 1405 2.23

1986 1568 2.38

1987 1210 1.79

1988 908 1.32

1989 778 1.1 O

1990 849 1 .18

1991 1027 1.41

1992 738 1.00

1993 569 0.75

1994 704 0.92

1995 752 0.98

1996 946 1.20

(*) Annual average number of unemployed registered at the Labour Office

• Source :

/••
Economic and Social Indicators, State Planning Organization.
October 1977, p.51, Lefkosa, Turkish Republic of Northern Cyprus.

( 12)
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TABLE 3(a)

INFLATION in the Turkish Republic of Northern Cyprus

Year

I--
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995I 1996

Source :

Consumer Change in
Price Index Consumer

(December 1978 = 100) Price Index(%)

177.66 77.66

342.83 92.97

489.71 42.84

652.28 33.2

872.93 33.83

1,490.29 70.72

2,131.64 43.04

3,156.68 48.09

4,514.26 43.01

7,338.83 62.57

11,141.19 51.81

18,874.57 69.41

27,619.60 46.33

45,122.29 63.37

72,718.86 61.16

229,068.45 215.01

394,340.01 72.15

739,557.65 87.54

Economic and Social Indicators, State Plannning Organization, October 1997, p.52
Lefkosa, Turkish Republic of Northern Cyprus.

TABLE 3(b)

DISTRIBUTION OF COST OF LIVING ACCORDING TO CATEGORIESOF
GOODS AND SERVICES

1988 1989 1990 1991 1992 1993 1994 1995 1996

% % % % % % % % %

ood 27.53 27.87 21.71 22.44 22.83 24.13 103.43 29.28 31.36

5.57 5.66 7.88 3.62 6.57 7.50 19.82 8.21 10.28

ousehold Goods 6.49 3.10 5.96 4.04 5.39 4.14 17.57 4.13 5.05

ealth and Medical care 3.36 2.21 2.61 2.56 3.45 3.19 10.28 3.20 5.90

ansport & Telecom 9.62 6.96 19.46 5.63 13.73 14.05 37.06 13.42 19.78

lture, Education &
tertainment 4.78 1.66 5.17 3.06 4.22 4.06 7.84 4.17 4.57

,ousing 3.15 2.88 4.53 3.30 4.93 2.81 14.11 7.45 8.01

obacco 2.07 1.47 2.09 1.68 2.25 1.28 4.90 1.59 2.59

TOTAL 62.57 51 .81 69.41 46.33 63.37 61. 16 215.01 72.15 87.54

ource: Statistical Yearbook 1996, State Planning Organization, October 1997, p.261
Lefkosa, Turkish Republic of Northern Cyprus.

(13)
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3. ROLE OF THE BANKING SECTOR IN THE TRNC :

3.1 Creation of Money (Credit) by the Banking System :

When gold was used as a medium of exchange, the creation of money was much like the
production of jewelry. Gold ore was mined from the ground and smelted, and the pure metal
was molded into coins. How much money was created depended primarily on the amount of
gold in the ground and the cost of getting it out. Today, in developed countries, money is
created principally through the commercial banking system.

The creation of credit by the banking system, or, as it is sometimes called, "the multiple
expansion of bank deposits", takes place when a bank.. grants a customer. a loan and. creates a
bank deposit in that customer's name. This will be used to make purchases, almost certainly by
writing a cheque. against the bank.deposit, This.wilLbe paid.into somebody else's. bank.account
and will appear- as-an-increase ın- anether-baak's-assets, This-increase in .the-Other- -bank.'.s assets
will be used to make a further loan After being used to make. purchases. this will be re
deposited wi-t-h-yet- .aıınt-her-0ank aad will -make-possible-still....fuı-ther lending. Jn-this-w-ay;-by
expandingtheir loans, banks can create credit.

However, in-the- .real wor-kl -banks-cannet- -ereate -Gr-&iit without Iimit. -A-s we -know -on. any
particular day-a bank'.s as.sets might fall In particular; banks. must be prepared. to meet demands.
for cash by their customers . .'f-his-means-tlKıy-must-koop-part.of their.-asset-s-in-the.fur-m-ef-eash,
or in assets that can quickly he turned. into cash, Suppose that all banks in, the economy
maintain a cash rat-io---0f 1-Q per-eent -between-the· amount-of -cashthey .holdand their-tctal
assets, and that they plan to maintain the same. cash. ratio in the future. In this case banks will
lend 90 per cent of any increase in their assets.

To understand. what this. means let us consider a bank which receives an increase in assets in
the form ofa deposit-of £100: The-bank will-keep· with-the Central Bank £1-0-to-mainta-in.--its
cashratie and lend out £90. When this is spent, it will be re-deposited with another bank (or
perhaps even-the- same-bank). · Whichever bank .receives the-depositof £90-will-expeı-ieııce .an
increase in assets. of £90. In.order to mainıain.its cash.ratio of 10. per cent it will lend. £81,_ that
is, 90 per cent-e-f-£~ -This·£8-l wiH·bere-clepesit-ed· witbaeether.bank. and .agaın-90 -per-eent,
or £72.9, will be lent.

It can be seen-that each time .money.is- lent and .r.e~deposited-it .leads to .another Joan, .bııt.of a
smaller amount. Because. the amount the bank.. lends. at. each, stage falls, the process. o£ credit
creation cannot -go-on-indefinisely .- In -fact, -credit can- -be -created -only as .long as -the .ratio-Of
cash to total- deposits is greater than. LO per cent, This. means that the banking system. can
create credit until the-entire-amount -of the -original.£1.00-.depesit.represents -W -per cent -ef the

-tetal -increase in deposits - in. other words, when lending. has increased by. £900 which..
including the original £ 100 cash deposit, means that total deposits have increased by £1000.
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Now if we are given the cash ratio that banks intend to maintain, we can work out the credit
multiplier. This. is simply the number that an.original increase in.deposits. must be multiplied.
by in order to obtain- the-final- ·inerease--in-bank-deposits-The-credit mukiplier-i-s-given--by the
formula:

- --ı
CreditMultiplier = CcishRalio

In the example .abeve, the. cash-ratia.is -l-0-per---eent-arub-therefoı:-e,-the.ccediı-aııılıipliec. isy O.I= 10 _ . If we multiply the original increase in deposits of £100 byTO we obtain the final

increase in total deposits, which is £1000.

3.2 MU:f-,TIPLEEXPANSION OF BANK DEPOSITS:

One important-way -in which-bank -deposits- are -ereated -is when a- oustemer-opeas.an.account
and makes a deposit, In, cases like this; or when,existing customers. add, to- their deposits.. a
bank acquires asset: - On -the other -harul,--when--hank-deposits.are.used - to-make-purchases.ı.a
-bank's-assets fall. On any particular day a bank's assets might rise or they might fall, but over
time assets nave-a- tendeneyto-rise. Even -en <lays when- assets-fall-they .rarely fall significantly
and any reduction in assets. is. quickly made up .. This is. very important because it means that
only a fraction-of-the-deposit&-loaged--With-a-bank-will-be-withdrawn-0n- aparticular day. The
remainder can be lent to customers who wishto borrow.

-TABLEll
THE CREATION OF MONEY BY MULTIPLE EFFECTS

INDIVIDUAL - -AMOUNT -----RESERVE - · LIABILI'I'IES
DEPOSITOR OF RATI0(20%) AND-

- -CUSFOMER 1JEPOSI1' -1:;o:ANS-
1 - t<T,000 2;000 s.eoo-
2 &-,000 1,600 6:400-
3 6,400 1,280- -s:,no
4 5;120 t,OZ-4 4,0%
5 4;096 819 3;277
6 T,277 655 2;622'
7 2',62'T 524 2,098
8 2,098 420 1,678
9 1,678 J35 f,34·3
10 1,343 268 1,075
11 1,075 213 860
12 860 172 688
13 688 137 551
14 551 110 441
15 --44-1 88 353
16 353 71 282
17 282 56 226
18 226 45 181
19 181 36 145
20 145 -- 116'29

50,000 10,000 40,000
TOTAL 49,436 9,884 39,552
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As can be seen from the above Table 11, "The Creation of Money By Multiple Effects", I
have tried to show the process of credit creation, in this case, with a cash reserve ratio of
20%. Let us assume that the original amount of deposit this time is in U.S. Dollars and is
$10,000.-. This initial deposit can_ be lent several times by a Bank to make it $50,000_-. In
other words, by extending loans, banks create money. I have rounded up the figures to 50,000.
ıo.ooo and 40,000 for the sake of simplicity.

3.3 TYPES OF BANKS OPERATING IN THE TRNC:

TR.NC has an active and open banking system, made up of State and Private banks. Currently
there are 3-J-- banks -operatiag-jn -T-RNC.- 26- .are ~ Banks; .1- -is-- -special purpose
Development- Bank owned- by the- state; 2 are Co-operative Banks; 3.are foreign owned. branch.
Banks (TürkiyeİşBarikasr, "I'C Ziraat Bankası andTürkiyeHalk Bankası} ana - 36: off-shore
banks. The'banking sector accounts. Tor about 5.52%. of the GNP1· andabout 3_1.% oI
employmeut-of-the -economicauy. ac--tive -populat-imı~ -in- the- 1'-RNC .at .the -end-oLl.996; -The
-Islend's- geographic position .. and. economic. expectations of businessmen have caused an
increase of ban openings in the TRNC.

Apart from t-he -above -there-is-one special finance institution -eperating -under Islamic Principles
which called Faisal Islamic Bank. Ltd, Altogether these. banks. have a. total. of 13.0 branches at
home and l 2 abread and 24-56 -employees. These figures exelede-the Central Bank-aad Oft:.
Shore Banks.

The list of t)ıe-·ON-SHORE -BANK operating-in-the· 'FRNC--is-given--on-'FABI,E·12; ·and OFF
SHORE B'.ANKSon TABLE 13.

1. Economic and-Social-Indicators; State-Plaıming-Organiaation; October ·1991,·p.3; Lefkoşa, TRNC
2. Economic and Social Indicators, State Planning Organization, October 1997, p.48, Lefkoşa, TRNC.
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TABLE 12

ON-SHORE BANKS ACTIVE IN THE TRNC

1. KIBRIS VAKIFLARBANKASI LTD.
2. K. T.KOOP.MER:KEZ BANKASf tTD.
3. KIBRIS KREDİ BANKA--SI-l,TD.
4. TÜRK BANKASI- L-TD.
5. KIBRIS-T:İCAltET-BANKA-SI L-T-D-.
6. KIBRIS ENDÜSTR:İ-B:ANKA-Sf--LTD.
7. ASBANKLTD.
8. AKDENİZGARANTİB-ANKASI-LTD.

-9: KffllttS-İKTİSAT-B-ANKASI 1:/f-D.
10. KIBRISHÜit:B-ANKLT--1}.
11. RUMELİ--BANK--L'f-D.
12. EVEREST BANK LTD.
13. KIBRISEUR{):BANK--LTD.
14. FİNBA FİNANSAL BANK I,'fD,
15. LİMASOL TÜRK KôO-P;B:-ANKASI bTD.
16. T.C.ZİRAAT BANKASI
17. TÜRidYKİş-BA:NK;.\SIA.Ş.
18. TÜRIQY.K HALKBANKASrA~Ş:
19. K.FAİSAL1SLAM-BANKAS1L1'D.
20. DENİZBANK-lıTD.

- 21-.KfflRIS-ALTINB-AŞ BANK LTD.
22. KIBRIS TUNC-A B-ANK-LTD. -
23. YAKIN-DOOBB-AN-K-LrD.
24. MED BANKLTD.
25. YASA BANK-J:.,--:-TD.
26. KIBRI_S-F-İNANS-BA-NK LTD.
27. ERBANK LTD.
28. HAMZ:ABANK-tTD.
29. AKFİN,4NS B-ANK-L 'FD.
30. YEŞİLA])-NlJANK LTD~
31. UNIVERSAL BANKL TD.
32. -VİYA BANK-L'fD.
33. CONTINENTAL BANK LTD.

Source: Registrar of Companies, Ministry of Economy, TRNC

Not : The Ministry-of Finaııu-issue&-pe--r--mitsclor- -ııe--w---ban-ks-amUlıere are 4 new
applications waiting for approval.
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OFF-SHORE BA~ ACTIVE rx THE TRNC

_,ıt:.:DIT£RRA. ~ TRlfST BANK OFF SHORE LTD.
mı: £-cROP~ BUSINESS BANKLTD~
THI £TIWP£A..~€0MMBRCE--B-ANKtTD.
THI £CRO TEXTILE BANK LTD~
CYPRCStrm'IED 'fRADE AND INVE-STMEN-:S-ANKL-T--D.
. •IARB*'-~-6FF S-H6RE-b l'D.

• PASİFİK-BANK OFF SHORE Vf-D.
--TL.\SBANK OFF SHORE LTD•

. ÖZBAı~'KOFF SHORE-LTD.
ALIANCE INVESTMENT BANK OFF S-HORE_LTD.

1. OKİ BANK -0FF-SHORE L-'l'D.
_ ..ffDITERRANIAN UNION BANK OFF SHORKLTD.

3. "·oRLD VAKIFOFF-S-HORE1J:A-NKING LTD~
14. OPTIMA BANKOFKSHORE LTD.
15. ~ORTHE-RN-IS-bA:NDOFF-SHORE-BANK-LT-D.
16. CYPRUS IS-LAMIC OFF SHORE BANKLTD.
l "'. FACTOBANK-OFF SHORE-LTD.
18. FIRST MERCHANT BANKOFKSHORKLTD~
19. OVERSEAs-BANK OFF-SHORE-I:,TD.
20. ŞEKERBANK OFF SHORE LTD.
21. TOPRAKB:ANK-OFF SHORE LTD.
22.-ADABANK OFF SHORE LTD.
23. GLEVELAND-OFF-SBOlllB BANK -L'f-D.
24. BANK TURQUOISE OFF SHORK LTD.-
25. GOLDEN tJNION OFF-SHORE il:ANK LTD.
26. TRADE DEeOSIT OEE SHORKBANKLTD~
27. SOVEIHNG-GOLB-DEP0SI'f0RY-BANK0FF-s:HORE LTD.
28. UNIBANK OFF SHORE LTD.-
29. CYPRUS TRAf>EDEVELOPMENT BA:NKOFF-SH6RE-LTD.
30.-METROPOLITAN INVESTMENT BANK OFF SHORE LTD.
31. MARITIMA OFF SHORE BANK LTD.
32. YAŞARBANKFOREIGN TRADE OEF SHORE LTD.
33. EGS BANK OF-F-SH6R:E L'l'D.
34. TECNI€ALEXEORIIMl!ORI OEE SHORE_BANKLTD.
35. SOUTlfSTAROFF-SHORE-BANK ı.rn,
36. BANK 2000-0FF SHORE LTD~
37. EXCESS BANK OFF SHORE LTD.

Source : Registrar of Companies, Ministry of Economy, TRNC
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3.4 DETAil,S OF LOANS EXTENDED BY BANKS IN THE TRNC :

TABLE 14, TABLE 15 and TABLE 16 give a breakdown of loans extended by the financial
institutions operating in the TRNC to each sector identified. From the examination of these
Tables it can be seen that although the share of the public sector, Government and Public
Economic Organizations (KİT's), has been decliningsince 1992, they still occupy an important
part in loans, both in Turkish Lira and Foreign Currency. Their share fell from 71.58% in 1992
to 48.03% in 1997 (March). The importance of Foreign and Domestic Trade cannot be
underestimated. The examinationof these Tables show that their share increased from 17. 81 %
in 1992 to 3 1.42% in 1997. The importance of the banking sector in financingthe foreign trade
of the TRNC, especiallyin the light of political sanctions and economic embargoes, has already
been stressed. The Fourth Five Year Development Plan is underway. Liberalization and
privatization will give a new shape to the economy of the TRNC. Private sector is expected to
occupy its place at the expense of the public sector.

In the total assets of the banks operating in the TRNC, Turkish Lira and Foreign Currency
Deposits, in the form of cash balances held with Central, Local and Foreign Banks, occupy an
important part. Even if we take into consideration only cash balances, which consist of Turkish
Lira deposits 23.2 trillion, and Foreign Currency deposits 43.9 trillion, total of 67%. 1 trillion
(1997 March figures) they occupy 59.75% of their total assets.

In Section 3.1, in the Creation of Credit, I explained how banks created credit. The banking
sector in the TRNC creates credit in the same way. The TABLE 17 shows that the total
deposits of banks in March 1997 is 112.3 trillion. The sum of the Turkish Lira Deposits
(TABLE 18) and Foreign Currency Deposits (TABLE 19) is 67.1 trillion. The Banks in the
TRNC are required to keep 15% cash ratio with the Central Bank.

If we apply the Credit Multiplier formula to the above figures, we will see that the Credit
Multiplier will be 6.67 and if we multiply the Credit Multiplier with 67.1 trillion deposits we
will get a figure of 448 trillion worth of deposits which will be used in the generation of
economic activity.

The banking sector accounts for about 5. 52% of the GNP and about 3 .1 % of employment of
the economically active population in the TRNC at the end of 1996. The Island's geographic
position and economic expectations of businessmen have caused an increase of bank openings
in the TRNC. These can be easily noticed especially after 1990. There were three domestic
banks; two Turkish branch banks from Turkey (Türkiye İş Bankası and TC Ziraat
Bankası), and three foreign banks (Barclays Bank, Grindlays Bank and Ottoman Bank) in
the pre-1974 period. By 1997 there are 70 banks operational in the TRNC. These banks carry
on their businesses after being authorized under the Banking Law.
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3.5 THE CONTRIBUTION OF THE BANKING SECTOR TO THE ECONOMY OF
THETRNC

The contribution of the banking sector to the economy of the Turkish Republic of Northern
Cyprus is extremely important, especially in the light of political sanctions and economic
embargoes imposed, with the exception of Turkey, on the TRNC by all foreign countries and
world institutions, like the World Bank, IMF, European Union, the Commomwealth, etc.
As explained in Sections 3.1 and 3.2, money is created by these financialinstitutions, details of
these financial institutions are given on TABLE 12 and TABLE 13; and they distribute loans
to various sectors of the economy of the TRNC. TABLE 16, "Sectoral Distribution Of
Bank Loans" gives information on the distribution of loans to the different sectors of the
economy of the TRNC.

The Banks, operating in the TRNC, through their corresponding banks in Turkey and in other
countries, also use some of the below-mentioned total assets to finance foreign trade and to
help to various investors in the economy. As it can be seen from TABLE 17, compared to
1986, in 1997 (March) total assets of the Banks showed an increase of 86,290.5%. If we
examinethe Turkish Lira Deposits of the Banks we will see that the increase that took place in
Turkish Lira Deposits in March 1997, compared to 1986, is 36,984.4%, (see TABLE 18).
The increase that took place in Foreign Currency Deposits in 1997 (March), compared to
1992, is 3,045.7%, (see TABLE 19).

TABLE 17

SUMMARY OF TOTAL ASSETS OF BANKS in the TRNC,
(MILLION Turkish Lira)

Year Total Assets
1986 130,020.7
1987 219,696.6
1988 423,337.1
1989 758,548.1
1990 1,247,019.0
1991 2,104,984.8
1992 7,117,734.3
1993 9,996,156.2

'1994 26,727,884.8
1995 51,837,317.0
1996 94,466,784.0
1997(March) 112,325,586.0

Note : Total assets consist of cash balances with Central, Local and Foreign Banks; Security
Portfolio, Additional Reserves; Bills Discounted, Advances and Loans, Fixed and Other
Assests,
Source : Compiled from publications of the Central Bank of the TRNC.
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Any person in the TRNC may freely open foreign currency accounts with Banks operating in
the TRNC. In order to attract deposits into the banking system all controls on the origin of
funds have been lifted. Authorized banks and institutions may also open foreign currency
accounts in respect of foreign currencies. The volume of foreign currency deposits increased
enermously because depositors wanted to hedge their savings against the high inflation
prevailing in the TRNC, which is originating from Turkey as a result of the Turkish Lira being
the Legal Tender in the TRNC. Also, large discrepancies between the rates of interest in
Turkey and TRNC, led to the flight of funds from TRNC to Turkey and resulted in acute
liquidityproblems in the fragile economy of the TRNC. In other words, there has been a switch
from Turkish Lira deposits to Foreign Currency deposits by all the banks. TABLE 20, the
Official Deposits held by the Central Bank of the TRNC and other Banks in FOREIGN
CURRENCY, demonstrates this. The share of the Central Banks' foreign currency reserves in
total deposits is not very high. The share of the other Banks is around 90%.

TABLE 18

Analysis of Turkish Lira Deposits
(Million Turkish Lira)

Official Commercial Savings Other Total
Deposits Deposits Deposits

1986 27,565.7 8,169.3 26,936.3 - 62,671.3
1987 49,057.3 9,812.0 52,580.8 - 111,450.1
1988 73,369.4 16,044.4 81,564.3 - 170,978.1
1989 98,851.6 30,190.5 215,758.9 - 334,801.0
1990 140,010.5 25,524.3 383,466.5 - 549,001.3
1991 179,125.1 39,272.9 627,031.2 26,532.4 871,961.6
1992 375,017.3 91,309.8 1,002,221.9 81,686.3 1,550,235.3
1993 786,881.3 158,049.4 1,908,184.8 145,003.3 2,998,118.8
1994 1,369,585.2 387,539.7 3,434,614.2 292,065.6 5,483,804.7
1995 2,022,943.8 560,677.2 6,630,843,4 632,293.0 9,846,757.4
1996 4,149,228.4 933,891.7 12,698,695.7 987,684.7 18,769,500.5
1997 4,698,855.1 1,065,579.6 16,121,922.1 1,354,904.5 23,241,261.3
(March)

Source : Compiled from publications of the Central Bank of the TRNC.
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TABLE 19

Analysis of Foreign Currency Deposits
(Million Turkish Lira)

Official Commercial Savings Other
Deposits Deposits Deposits

1992 49,463.2 84,271.2 1,245,269.4 16,838.2
1993 176,999.2 154,325.2 2,260,351.4 34,183.0
1994 458,723.9 470,984.0 9,775,547.0 86,645.7
1995 644,577.8 1,051,276.3 17,446,295.4 98,183.8
1996 619,378.3 1,509,880.4 16,731,405.7 166,941.0
1997 1,266,790.8 1,691,161.7 40,691,817.8 258,638.8
(March)

Total

1,395,842.0
2,985,858.8

10,791,900.6
19,240,333.3
18,977,605.4
43,908,409.1

Source : Compiled from publications of the Central Bank of the TRNC.

Note: No statistics are available in foreign currency deposits before 1992 for the banking
sector.

The "Stabilization and Structural Adjustment Programme", or, as popularly called, "The
5th of April Measures" taken in Turkey, affected the economy of the TRNC adversely,
through affecting the sensitive banking system. As it can be seen from the examination of
"Sectoral Development in GNP", the GNP fell from 7,547.4 millionT.L. in 1993 to 7,268.3
millionT.L. in 1994, a fall of 3. 7%. In 1995, it was again below the 1993 figure. On TABLE
1, "GNP Per Capita", we can see that Per Capita GNP fell end of 1994 to US$ 3,092.9
from US$ 3,528.4 end of 1993, a fall of 12.34%. Fixed Capital Investments also fell from
1,141.2 million T.L. in 1993 to 971.0 million T.L. in 1994 and 900.3 million T.L. in 1995, a
fall of 7.28% in one year. Inflation increased from 61.16% end of 1993 to 215.01% end of
1994. Annual Budget Deficit, which was 879,891.6 millionTurkish Lira in 1994 increased to
3,897,049.6 millionTurkish Lira in 1995, an increase of 342.9%. As a result of the devaluation
of the Turkish Lira, end of 1993, 1US$ = 11,106.99 TL. and end of 1994 it reached to
1US$=46,554.51 TL, a loss of value of 319.15%. The deficit in the balance of trade,
increased from US$ 233.2 to US$ 298.8, an increase of 28.13%. End of 1994, inflation
increased to 215.01% from 61.16% in 1993. There was a big financial chaos in the country.
Three of the banks in the TRNC, Akdeniz Garanti Bankası Ltd., Yatırım Bankası Ltd. and
Everest Bank Ltd., collapsed parellel to the Impex Bank, TYT Bank, and Marmara Bank
in Turkey. (Akdeniz Garanti Bank Ltd. was taken over in April 1995 by the State, and
Everest Bank Ltd. was sold to new owners. Only Yatırım Bank Ltd. went into liquidation.)
In short, every single sector of the economy of the TRNC was affected negatively from the 5th
of April Measures.
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TABLE 20

Official Deposits held by the Central Bank of the TRNC
and Other Banks in FOREIGN CURRENCY.

(Million T.L.)

Central Bank % Other Banks %

2 12,420.9 25.11 37,042.3 74.89

3 37,802.8 21.26 139,196.4 78.64

33,133.6 7.22 425,610.3 92.78

5 51,280.2 7.96 593,297.6 92.04

96,374.8 7.95 1,115,489.8 92.05

7 106,220.9 12.78 725,028.3 87.22
)

(1:;[Ôı_

: Compiled from publications of THE CENTRAL BANK of the TRNC

o statistics are available separately in foreign currency deposits before 1992 for the banking sector.

($2)
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4. METHODS OF FINANCING INTERNATIONAL TRADE:

4.1 Importance of Foreign Trade:

Foreign trade or international trade is the exchange of goods and services between one country
and another. This exchange takes place because resources are unevenly distributed, climate
varies, and the people of some areas have natural advantages over the people of other areas.
The Law of Comparative Advantage is the backbone of international trade. David Ricordo
showed by the Law of Comparative Advantage that it was not necessary for one country to
have an absolute cost advantage in the production of a commodity. Even if a country produced
all commodities more expensively than any other, trade, to the benefit of all, could take place
provided that the relative costs of production exist because countries possess different natural
resources regarding the type and quantity of raw materials, the skill and the size of the labour
force, the quantity of physical capital, etc. It can be said that it is the comparative advantage
and not absolute advantage that counts.

The free movement of goods and services in international trade will increase the welfare of
each country by widening the range of goods and services available for consumption. The
classical economists condemned mercantalizm for its advocacy of government control over
trade in order to achieve export surpluses and the doctrine of laissez-faire developed in the late
18th century to the early 20th century. As a result of the Great Economic Depression of the late
1920s and early 1930s, economic protectionism increased at the expense of the doctrine of
laissez faire. All governments are heavily involved in regulating overseas trade through tariffs,
import quotas and export subsidies after the First World War. An international free trade
policy in desirable to optimize world output and income levels in the long-run. Since, the
Second World War, there has been a general acceptance internationally of the dangers of
protectionism. Progress has been slow and many trade restrictions still remain. The
establishment of customs unions, like European Community, the EFT A, the Central American
Common Market, etc., on the one hand created free trade between member countries, but on
the other hand, discriminated against outsiders.

4.2 IMPORTANT SHIPMENT TERMS or TERMS OF DELIVERY IN INTERNATIONAL
TRADE:

Incoterms are drafted by the International Chamber of Commerce (ICC). Full details of
incoterms can be found in the ICC publications460 or 461/90. The purpose of incoterms is to
provide such a set of standardized terms which mean exactly the same to both parties which
will be interpreted the same way by courts in every country . The problem of international
trade is that different countries have different interpretations of the same contract wording and
this problem can only be solved by creating a set of internationallyagreed terms.

Incoterms are not incorporated into national or international law but they can be made binding
on both buyer and seller provided the sale contract specifies that a particular incoterm will
apply.
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There are 13 different incoterms, each term sets out the obligations of the seller and the buyer,
i.e., the exporter and the importer. These terms are described in detail in the Finance of
International Trade in Unit 12 by P. Cowdell and D. Hyde. These terms are as follows:

ı. EX WORKS :The standard ICC abbreviation used for Ex Works is EXW. The
obligations of the exporter consist of making the goods available for the collection of the
importer, providing a commercial invoice for the importer, and suitably packing the goods
for the type of transport being used. Once the goods collected by the importer, the
responsibilityof the exporter ends.

The responsibilitiesof the importer consist of taking the delivery from the exporter's place,
making all arrangements at own cost and risk, taking goods to own premises, arranging the
necessary insurance, and obtaining relevant import and/or export license.

2. FREE CARRIER: The standard ICC abbreviation used for Free Carrier is FCA. The
Exporter delivers the goods to a specified place to be collected by the importer. The
exporter completes export and custom documentation, including obtaining export license
where necessary and also pays any costs relating to these, including export duties or taxes.
The importer is suppliedwith commercial invoice with bill of lading or multimodel transport
document.

The importer makes all arrangements at their own risk to cover transport of goods to their
own premises from the exporter's delivered place. Insurance is also arranged by the
importer. The importer should obtain an import license if needed and should pay any import
taxes duties.

3. FREE ALONGSIDE SHIP: The ICC abbreviation used for Free Alongside Ship is
FAS. The exporter delivers the goods to the quay side of the nominated line at the port, say
port of London. The exporter advises the importer of delivery and supplies a commercial
invoice with dock receipt. The liabilityof the exporter ceases once it delivers the goods at
the quay side.

The importer makes arrangements with a shipping company for transport of goods by sea
from the port of London to, say, the port of Hong Kong . The importer notifies the
exporter of the day and time that delivery is required at the port of London, and the name
of the nominated shipping line. It arranges the relevant export and/or or import licenses if
required. It pays all costs including taxes and duties. The importer is responsible for all
risks from the quay side in London to the delivery of the goods to their ultimate destination.
The insurance is arranged by the importer.

-'· FREE ON BOARD: The standard ICC abbreviations for Free On Board is FOB. It is
like the FAS but the exporter's liability does not cease until the goods have crossed the
ship's rail and have been loaded on board a named ship at the port of, say London. The
exporter must also arrange any export license and completes any customs formalities,
includingthe payment of costs, duties and taxes. Port loading costs must also be borne if
not included in carriage charge.
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As far as the importer is concerned the same obligations exist as for FAS with the exception
of not having to arrange an export license and not being responsible for the goods until
they have crossed the ship's rail in the port.

5. COST and FREIGHT: The standard ICC abbreviations for Cost and Freight is CFR. If
the goods are going to be delivered to Antwerp it is called CFR Antwerp. The exporter
arranges and pays for transportation of goods to the port of Antwerp. Loading and
unloading costs should be met where they form part of the charge for carriage. The
exporter arranges issue of export license where necessary and completes export formalities,
including payment of costs, duties and taxes. The importer is advised of details of voyage
and supply of commercial invoice and bill of lading. The exporter is free of liability (for
insurance purposes) once the goods have crossed the ship's rail in the United Kingdom
port.

The importer's responsibility is to arrange issue of import license and pay any duties or
taxes. Also arranging and paying for the insurance costs of the goods is the liabilityof the
importer. The liabilitystarts as soon as the goods cross the ship's rail in the UK port

6. COST, INSURANCE and FREIGHT: The ICC abbreviations for Cost, Insurance and
Freight is CiF . If the goods are going to be delivered to Hong Kong, it is called CiF
Hong Kong. The same conditions are valid as the CRF but in addition, the exporter must
insure the goods as far as the port of Hong Kong, and supply the importer the insurance
policy.
As far as the importer in Hong Kong is concerned the conditions of CFR exit but
insurance risk only falls on the importer in Hong Kong when the goods have crossed the
ship's rail at Hong Kong.

7. CARRIAGE PAID TO: The ICC Abbreviation used for Carriage Paid To is CPT. This
is similar to CFR except that the exporter arranges and pays to the place of destination,
which could be an inland container depot, say in Antwerp as opposed to a port. The
exporter must advice the importer of the name and address of the, say UK carrier into
whose custody the goods been given so that the importer can arrange insurance. The
exporter arranges issue of export license where necessary and complete export customs
formalities includingpayment of costs, duties and taxes.

The exporter arranges and gives the importer commercial invoice together with a relevant
bill of lading . The importer arranges issue of import license and pays any duties or taxes.
The importer insures goods from the moment they are delivered into the custody of the
carrier in the UK and pays all costs of transport to its own premises in Antwerp.

8. CARRIAGE and INSURANCE PAID TO: The ICC abbreviation used for Carriage
and Insurance Paid To is CiP. This similar to CPT except that the exporter pays for the
insurance charges during the carriage. The relevant insurance policy or document must be
suppliedby the exporter to the importer. ~ ~
As far as the importer is concerned the responsibilities are similar to CPT except that the
importer does not have to arrange and pay insurance charges which are met by the exporter.
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9. DELIVERED AT FRONTIER: The ICC abbreviation used for Delivered at Frontier is
DAF. The exporter arranges and pays for transport and insurance of goods to a named port
on the frontier of the buyer's country. For example, DAF Kapıkule. The term DAF is
usuallyused when goods go overland across a continent. The exporter supplies commercial
invoice and bill of lading to the exporter. It also arranges issue of export license where
necessary and completes export customs formalities including payment of costs, duties and
taxes.
The importer arranges issue of import license and pays any duties or taxes. All costs and
risks from the frontier point are the buyer's responsibility.

ıo. DELIVERED EX SHIP: The ICC abbreviationused for Delivered EX Ship is DES. This
is similar to CiF except that the exporter's liability does not cease until the goods have
been placed at the disposal of the importer on board of a vessel at the name port of
destination. Theoretically the exporter need not insure the goods, but in practice the
exporter would be wise to do so.

The importer's responsibilitiesare similarto the ones in CiF. The importer's liabilityexists
from the time when goods are placed atIts disposal in the named port of destination.

11. DELIVERED EX GOODS QUAY: The ICC abbreviation used for Delivered Ex Goods
Quay is DEQ. The exporter delivers the goods on the quay or wharf at the named port of
destinations and pays unloading costs. It also supplies the importer with commercial invoice
and bill of lading. It arranges import and for export licenses where necessary and completes
export and import customs formalities, including payment of costs, duties and taxes. It
arranges and pays for contract of carriage to the named port of destinations. This term can
be amended to exclude any particular duties or taxes, for example' DEQ VAT unpaid
Theoretically, the exporter need not insure the goods on their voyage. However in view of
the exporter's liabilityfor the goods, such action would be unwise.

The importer, on the other hand accept deliveryof goods at named port of destination. The
importer is liable for goods from the time they are placed at its disposal on the quay or
wharf

12. DELIVERED DUTY UNPAID: The ICC abbreviation used for Delivered Duty Unpaid
is DDU. The exporter must deliver the goods to the named place in the importing country.
It must bear costs and risks involved in carrying the goods to the named place of destination
including carrying out customs formalities. The exporter is not responsible for payment of
import charges, duties or taxes unless they are specificallymentioned, for example 'DDU,
VAT paid' named place of destinations. The exporter supplies the importer with a
commercial invoice and bill of lading. The importer arranges the issue of import license and
payment of import costs, duties and taxes. The importer takes delivery of goods at named
place of destination and is liable for all risks from there own.

13.DELIVERED DUTY PAID: The ICC abbreviation used for 'Delivered Duty Paid' is
DDP. This is similar to DDU except that the exporter is responsible for all import
formalities and payments in addition. The importer is not responsible for all import
formalities and payments.
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4.3 International Methods of Payments:

Letter of Credit is an instrument between exporter's and importer's banks which is opened in
favour of the exporter by the importer through their banks. It enables the exporter, which sells
its goods to the importer, to receive the value of its goods.

Suppose that ETİ Enterprises Ltd. in North Cyprus wants to buy coffee from a coffee
exporter, Brazil Coffee Export Ltd., in Brazil. We further suppose that these two firms do not
know each other and they are entering into business relationship for the first time. The
importer, Eti Enterprises Ltd., when ordering the coffee may send a cheque to the exporter.
But there may be certain problems. The exporter may not trust the importer. The exporter
having received the amount of the coffee, may not send the goods, or even may go bankrupt.
By the time the goods arrive to North Cyprus, the amount of the coffee will be transferred, so
the cost of the transfer must be taken into consideration. Also during the shipment the goods
may be damaged. The importer, though difficult, may be forced to sue the exporter in Brazil.
This is very difficult. It may take a very long time. As far as the exporter is concerned, there
are also a number of problems. The goods may be shipped but the exporter may want the
cheque or the transfer. ETİ Enterprises Ltd. may be in a temporary financial difficultyand may
delay the payment of the coffee. Also, ETİ Enterprises, for some reason, may give up taking
these goods. As a result, Brazil Coffee Export Ltd., will be forced to sell its goods in another
country at a very cheap price.

The establishment of a letter of credit between the banks of the exporter and the importer
enables the buyer and the seller to work in an an atmosphere of security with many beneficial
results to both parties. So it can be said that the opening bank and the beneficiarybank play an
import role in minimizingthe problems of the buyer and the seller.

International trade (or foreign trade) is financed by banks through different means. The
contribution made by banks to the finance of foreign trade cannot be exaggerated. The finance
facilitiesoffered by banks to importers and exporters are as follows:

a) Letter of Credit
b) Acceptance Credit
c) Advance on import documents of goods
d) Leasing
e) Prefinancing
f) Advance on export documents and negotiating documentary bills
g) Advance on export goods
h) Forfeiting
i) Export credits
j) Factoring
k) Factoring exchange credits
1) Letters of guarantee
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As far as the banks operating in the Turkish Republic of Northern Cyprus is concerned, the
foreign trade of the country is mainly financed through the instrument of Letter of Credit. A
sample Letter of Credit form of the Akdeniz Garanti Bankası Ltd. can be found on the
following page. But there are many types of Letters of Credit. Letters of credits can be
classified as follows:

a) Revocable Letter of Credit

b) Irrevocable Letter of Credit

c) Confirmed Letter of Credit

d) Unconfirmed Letter of Credit

e) Fixed Letter of Credit

f) Revolving Letter of Credit

g) Letter of Credit

h) Letter of Credit deferred Payment

i) Acceptance Credit

j) Negotiable Letter of Credit

k) Back to Back Letter of Credit

l) TransferableLetter of Credit

m) AnticipatoryLetter of Credit

n) Red Clause Letter of Credit

o) Green Letter of Credit

p) Stand by Letter of Credit

An examination of advances, loans, and bills discounted in Turkish Lira and foreign currency
shows that in 1990 as high as 48.12% of them were used in the finance of'foreign and domestic
trade. In March 1997, this percentage was 31.42%. This demonstrates the contribution made
by banks to the economy of the country.



AKDENİZ GARANTİ BANKASI LTD.
• CYPRUS,

Telegrams:

Telex No:

DarSln,

IRREVOCABLE CREDIT NO.
(l'o'be quoted on all drafts and eorrespondeııce)

BJ order and for ıiccoant ol

We lıım estııb)Wıedııiı lrrmıaıble Credit In fımıar ol

••. theıamol (Say:

eıııırını for ııa,mem In
C.LF. / F.O.B. / c.& F.)

on the to cover the
wlue of the followüıgııoods

to be shipped fnim
.ot later than
Pııtılılpmeııt

'IJıis C::nıUt ls ·llftilııble for the neıotlatioıı of dnll(s) at ılpl on AlıdenlzGaranti Bıuılaısı Ltd. and aecompanied by folloıriııa cloamientı
ı. CoıımNrdııl lmoke In fm copies. '
ı. Complıie set oht least two Clean "On Board" Bllls ol Lııdhtı lssaed or enılorıed to oar ordoır and marbd •tnıpt•

1 Piıddnı list 1n tııne eııp1eı showbıı eoiıtentı, ıroıs ..ıı.- welpts ..ıı--- o1pııdııııes.
4. Iıııarıınee Pollq or Certllkate (In dııplkııte) endorsed In blıııık lor tJıe Iınoke Vıılae ol the ııoocts plus ~. COffrlııamarine ıı:ad war rlıJıs,

lıııaraiıce lo be effected In
SPECIAL lNSTRUCTIONS :

Please not11y the beııelldaİ'y cıes> without adding I by ac1cUııgyour eoııllrmation.
INSTRUCTIONS FOR NEGOTİATING BANK

In eoııslclention of :,oar ııeıotiatlnı on oar behali bWı In terıaı ol tJıis Credit and lonnırdiııg the blil.s and doeııments u detailed aboft cUred to as In
complete sets together with a eertfflcate of complianceby registered air mıİil you will be reimbuned In accordance with para

•ımder
A. We henby andertab tbat :,oar ıdght bllls on
••. the lace wlue ol the bllls, plus :,oar cJıarııes,will be duJş honoored on presentation pronded they are marbd "Drawn under the Alıdenlz
Gıınmti Bankası Ltd. • CYPRUS. Cndit No.
•• We henby .authorise you to debit oar
••• In :,oar books prôrided tbat all terms and eoncUtiomof the credit ilave been compliedwith.

KINDLYACKNOWLEOOEREÇEIPI',

Yoars lalthlully,
Alıdenlz Garanti Bankası Ltd.

·CYPRUS



AKDENİZ.'GARANTİ BANKASI LTD. Telegrams:

• CYPRUS. Telex No:

(CYPRUS)

Dear Sirs,

IRREVOCABLE CREDIT NO.
(To be quoted on all drafts and correspondence)

By onler and lor account ol

We have established an Irrevocable Credit In favour of

lor the sum ol (Say:

aplriııg lor payment In
CJ.F. I F.O.B. I c.& F.)

on the to cover the
Yllhıe of the followbıı aoods

• be shipped from
later than

Partshlpment

to

Transhipment

I1ıis Credit ls available lor the negotiation of draft(s) at sight on Akdeniz Garanti Bankası Ma.cl. and accompanied by followbıı documents
L Commercial Invoke hl live copies.
2. Complete set ol at least two Clean "On Board" Bills of Ladfııı issued or endorsed tu our o*r and ınarbd "freight" ,

3. Packing list In three cppies showing contents, ıross and net weights and measurements of packaıes.
4. Insurance Policy or Certificate (In duplicate) endorsed In blank for the~ Valueof the aoocısplus """"" •. •• •.•.•••••••• ., covering marine and war risks, .

hsıırıınce to be effected In
SPECIAL INSTRUCTIONS :

by beneficiaries / buyen

C,

KINDLYACKNOWLEDGERECEil'T.

.GB-135-7-93

You,n faithfully,

Akdeniz Garanti Bankası Ltd.

-CYPRUS



I/We request you to open by cable/air mail irrevocable/revocable credit as per particulars shown overleaf.

Ifwe do not wish this·credit to be confirmed by your Correspondents.

In consideration of your openıng or establishing the credit overleaf I/we hereby agree that the following agreements and
conditions shall apply to it :- ' ·

I/We authorise you to accept and/or pay for my/our account all drafts purporting to be drawn under this credit.

I/We undertake to indemnify you against all .loosses, cost, damages, expenses claims, and demands which you may incur or .
sustainby reason of your opening or establishing this credit and to provide you with. ·
unless otherwise agreed to meet all payments made by you or your Agents and all drafts drawn or accepted by you or your agents
and the amount of all charges commission and interest in connection with the relative goods and I/We authorise you to debit our
account with you with such.moneys on receipt by you of payment or at any times thereafter at your discretion.

Neither you nor your Agents nor any person, firm or company who shall make any payment in consequence of this credit
shall responsıble for:- ·

(i) The correctness of the description, quantity, quality or value of the goods or of the charges as stated in invoices or
Bills of Lading or other documents.

(ii) The validity, genuineness, terms conditions or sufficiencyof any documents tendered.

(ili) Delays or errors in transmission or non-deliveryof telegrams to or from Agents of for delays in transmisssion or ioss
of documents through the post for Telex delays loss or damage to goods.

(iv) It is understood and agreed that all exchange risks arising out of or consequent on the issue of this credit are to be
bom by me/us.

I/we undertake that the goods shall be fully insured against al! risks that the insurance policies shall be assigned to you and
that until payment by me/us of all amounts due to you in respect of this Credit and of all our other indebtedness or liability to you
on any account the insurance moneys payable are to be held as available to you and if received by me/us shall be paid to you .
fortwith and until so paid shall be held by tne/us on your behalf.

\

All documents received by you or your Agents under this credit i\nd the goods represented thereby shall be held by you as
securityfor the due payment by me/us of all moneys due to you by me/us\in respect of this credit.

I/We agree to assign to you our rights as unpaid sellers to transfer the goods into your control and that until payment by
me/us of such moneys due to you the proceeds of the sales of the goods are to be held as available to you and if received by me/ıa
shall be paid to you fortwith and until so paid shall be held by me/us on your behalf.

On. arrival of the goods you shall be at lıberty to have them warehoused in your name and insured against fıre but without
obligation on you to so warehouse and insure and you will be in no way responsıble for any loss or damage entailed through your
omission to so warehouse and insure without prejudice to any other rights or remedies to which you may be entitı~t I/We agree
that if I/we fail to repay on demand all moneys due by me/us to you from time as afore-said you may without notice or further
consent of any persons interested sell the goods in such manner and at such times as you may think fit and to apply the net proceeds
of any such sale in or towards the discharge of such moneys and I/we undertake to pay you on demand the amount of any deficiecy
remaining after such sale together with all usual expenses and interest at % per annum and commission
charges.

· I/We agree that the rights and powers conferred by this agr~ ment are in addition and without prejudice to any other
securitieswhich you may now or hereafter hold for my/.Q_ur account and this agreement shall continue in force notwithstanding IIJlJ

change in the inviduals composing my/our fırın or otherwise. · · ·

.......................................................................................................................................................................... · · ..-
Against this credit I/we deposit with you the sum of ...............................................................................................•............__

and authorise you to hold this amount as security until such time to the credit may be utilised, or until such time as it has erpired
and you have received advice that it has not been untilised, or until it is cancelled with beneficiary's consent; Ifwe further authoriıe
you immediatelyyou shall have received air mail/cable advice of any payment, negotation or acceptance effected under. the credit to
apply at once to such payment, negotiation or acceptance the funds now placed with you as security and I/we undertake to pay you
the balance at the same time for the same purpose.

The agreement and all contracts arising out of it, is and are to be construed according to the law obtaining in Cyprus.

Dated this day of 19 .

Name - · · . Signature _

.................................................· .



I
I/We request you to open by cable/air mail irrevocable/revocable credit as per particulars shown overleaf.

I/we do not wish this credit to be confirmed by your Correspondents. I
In consideration of your opening or establishing the credit overleaf lfwe hereby agree that the following agreements and

conditions shall apply to it :- '· · I
I/We authorise you to accept and/or pay for my/oıir account all drafts purporting to be drawn under this credit.

I/We undertake to indemnify you against all .loosses,cost, damages, expenses claims, and demands which you may incur or
sustainby reason of your opening or establishing this credit and to provide you with.
unless otherwise agreed to meet all payments made by you or your Agents and all drafts drawn or accepted by you or your agents
and the amount of all charges commission and interest in connection with the relative goods and I/We authorise you to debit our
accountwith you with such.moneys on receipt by you of payment or at any times thereafter at your discretion.

I

Neither you nor your Agents nor any person, firm or company who shall make any payment in consequence of this credit
shall responsible for:- ·

(i) The correctness of the description, quantity, quality or value of the goods or of the charges as stated in invoices or
Bills of Lading or other documents. ·

(ii) The validity, genuineness, terms conditions or sufficiencyof any documents tendered. I
Delays or errors in transmission or non-deliveryof telegrams to or from Agents of for delays in transmisssion or ioss
of documents through the post for Telex delays loss or damage to goods.

It is understood and agreed that all exchange risks arising out of or consequent on the issue of this credit are to be
bom by me/us. ·

lfwe undertake that the goods shall be fully insured against al! risks that the insurance policies shall be assigned to you and
that until payment by me/us of all amounts due to you in respect of this Credit and of all our other indebtedness or liability to you
on any account the insurance moneys payable are to be held as available to you and if received by me/us shall be paid to you
fortwith and until so paid shall be held by rne/us on your behalf.

(iii)

(iv) I
I

All documents received by you or your Agents under this credit l\nd the goods represented thereby shall be held by you as
securityfor the due payment by me/us of all moneys due to you by me/us\in respect of this credit.

\ I
I/We agree to assign to you our rights as unpaid sellers to transfer the goods into your control and that until payment by

me/us of such moneys due to you the proceeds of the sales of the goods are to be held as available to you and if received by me/us
shallbe paid to you fortwith and until so paid shall be held by me/us on your behalf.

I
On arrival of the goods you shall be at liberty to have them warehoused in your name and insured against fire but without

obligation on you to so warehouse and insure and you will be in no way responsible for any loss or damage entailed through your
omission to so warehouse and insure without prejudice to any other rights or remedies to which you may be entitl~\, I/We agree
that if I/we fail to repay on demand all moneys due by me/us to you from time as afore-said you may without notice or further
consent of any persons interested sell the goods in such manner and at such times as you may think fit and to apply the net proceeds
of any such sale in or towards the discharge of such moneys and I/we undertake to pay you on demand the amount of arty deficiecy
remaining after such sale together with all usual expenses and interest at ...•................................ % per annum and commission
charges.

·ııwe agree that the rights and powers conferred by this agree ment are in addition and without prejudice to any other
securitieswhich you may now or hereafter hold for my/our account and this agreement shall continue in force notwithstanding any
change in the inviduals composing my/our fırın or otherwise. ·

Against this credit Ifwe deposit with you the sum of ...............................•...............................................................•.............•~·····
...........................................................................................................................................................................................................................................
and authorise you to hold this amount as security untjl such time to the credit may be utilised, or until such time as it has expired
and you have received advice that it has not been untilised, or until it is cancelled with beneficiary's consent; I/we further authorise
you immediatelyyou shall have received air mail/cable advice of any payment, negotation or acceptance effected under. the credit to
apply at once to such payment, negotiation or acceptance the funds now placed with you as security and I/we undertake to pay you
the balance at the same time for the same purpose.

The agreement and all contracts arising out of it, is and are to be construed according to the law obtaining in Cyprus.

Dated this day of 19 .

Name · · . Signature .

.................................................· .



AKDENİZ GARANTİ BANKASI LTD. Telegrams:

• CYPRUS. Telex No:

I I (CYPRUS)

Dear Sirs,

IRREVOCABLE CREDIT NO.
(To be quoted on all drafts and correspondence)

By order and for account of

We haft established an Irrevocable Credit In favoar of

for the sam ol 

exıılrlnı for payment In.
CJ.F. I F.O.B. I C.& F.)

on the

(Sa~

to COftrthe
value of the followlnııııoods

to be slılpped from
not later than
Partshlpment

o
to

Transhipınent

11ıis Credit is available for the negotiation of draft(s) at slalıt on AkdenizGaranti Bankası Ud. and accompanied by foll~ docunıents
L Coııımerdal Iımıke In five copies.·
2. Complete set of at least two Clean "On Board" Bills of Ladlnı issued or endorsed oı,1,!rand marked "freight"

3. PacJdııalist In three copies slıowiııı contents, poss and net welalıts and --•ts of paclıaaes.
4. lıısıırance Policy or Certfflcate (In duplicate) endorsed In blank fo~the Invoke Valueof the aoods plus-- ••,- ••••••••••••_ •• ~ COftriııamarine aild war risks,

lıısıırance to be effected hı
SPECIAL lNSfRUCTIONS :

by beİıefklarles / buyen

Please notify the beneftciary (ies) without adding / by adding your confirmation.

INSTRUCTIONS FOR NEGOTIATING BANK
In consideration of your neııotiating on our behalf bills In terms ol this Credit and foıwarıling the bills and documents as detailed above dired to us In

two complete sets together with a tertifkate of compllante by registered air mail youwill be reimbursed In accordance with para
asunder ) ·

A. We hereby undertake that your sight bills on
lor the late vahıe of the bills, plus your dıarııes, will be duly honoured on presentation provided they are marked "Drawnunder the Akdeniz
Garanti Bankası Ud. • CYPRUS. Credit No.
B. We hereby authorise you to debit our
account In your books provided that aU terms and conditions of the tredil have been compliedwith.

KINDLYACKNOWLEDGEREÇEIPT, !

AGB-135-7-93

Youn faithfully,

Akdeniz Garanti Bankası Ud.

-CYPRUS



I/We request you to open by cable/air mail irrevocable/revocable credit as per particulars shown overleaf.

. ljwe .do not wish this credit to be confirmed by your Correspondents.

In consideration of your openıng or establishing the credit overleaf I/we hereby agree tha~ the following agreements and
conditions shall apply to it :- · ·· ·

I/We authorise you to accept and/or pay for my/our account all drafts purporting to be drawn under this credit.

I/We undertake to indemnify you against all .loosses,cost, damages, expenses claims, and demands which you may incur or
sustain by reason of your opening or establishing this credit and to provide you with.
unless otherwise agreed to meet all payments made by you or your Agents and all drafts drawn or accepted by you or your agents
and the amount of all charges commission and interest in connection with the relative goods and I/We authorise you to debit our
accountwith you with such.moneys on receipt by you of payment or at any times thereafter at your discretion.

Neither you nor your Agents nor any person, fırm or company who shall make any payment in consequence of this credit
shall responsıble for:- ·

(i) The correctness of the description, quantity, quality or value of the goods or of the charges as stated in invoices or
Bills of Lading or other documents.

The validity, genuineness, terms conditions or. sufficiencyof any doeur. · ats tendered.

Delays or errors in transmission or non-deliveryof telegrams to or from Agents of for delays in transmisssion or ioss
of documents through the post for Telex delays loss or damage to goods.

It is understood and agreed that all exchange risks arising out of or consequent on the issue of this credit are to be
bom by me/us. ·

(ii)

(ili)

(iv)

I/we undertake that the goods shall be fully insured against al} risks that the insurance policies shall be assigned to you and
that until payment by me/us of all amounts due to you in respect of this Credit and of all our other indebtedness or liability to you
on any account the insurance moneys payable are to be held as available to you and if received by me/us shall be paid to you
fortwith and until so paid shall be held by me/us on your behalf. ·

\
All documents received by you or your Agents under. this credit and the goods represented thereby shall be held by you as

securityfor the due payment by me/us of all moneys due to you by me/usıin respect of this credit.

I/We agree to assign to you our rights as unpaid sellers to transfer the goods into your control and that until payment by
me/us of such moneys due to you the proceeds of the sales of the goods are to be held as available to you and if received by me/us
shall be paid to you fortwith and until so paid shall be held by me/us on your behalf.

On arrival of the goods you shall be at lıberty to have them warehoused in your name and insured against fire but without
obligation on you to so warehouse and insure and you will be in no way responsıble for any loss or damage entailed through your
omission to so warehouse and insure without prejudice to any other rights or. remedies to which you may be entitled I/We agree
that if ljwe fail to repay on demand all moneys due by me/us to you from time as afore-said you may without notice or further
consent of any persons interested sell the goods in such manner and at such times as you may think fit and to apply the net proceeds
of any such sale in or towards the discharge of such moneys and I/we undertake to pay you on demand the amount of any deficiec:y
remaining after such sale together with all usual expenses and interest at ,................ % · per annum and· commission
charges. ,

I/We agree that the rights and powers conferred by this agree ment are in addition and without prejudice to any other
securitieswhich you may now or hereafter hold for my/our account and this agreement shall continue in force notwithstanding 8J1J
change in the inviduals composing my/our fırm or otherwise. ·

Against this credit I/we deposit with you the sum of ...............................................................................................•...............,. .._
.........................................................................................................................................................................................................................................._
and authorise you to hold this amount as security until such time to the credit may be utilised, or until such time as it has expired
and you have received advice that it has not been untilised, or until it is cancelledwith beneficiary's consent; ljwe further authoriıe
you immediatelyyou shall have received air mail/.cableadvice of any payment, negotation or acceptance effected under. the credit to
apply at once to such payment, negotiation or acceptance the funds now placed with you as security and I/we undertake to pay you
the balance at the same time for the same purpose.

The agreement and all contracts arising out of it, is and are to be construed according to the law obtaining in Cyprus.

Dated this day of .19 .

Name · · . Signature _



AKDENİZ GARANTİ BANKASI LTD.
• CYPRUS.

Telegrams:

Telex No:

(CYPRUS)

IRREVOCABLE CREDIT NO.
(To be qooted on all drafts and correspondence)

By order and fer accowıt ol

Welıımı established an Irnvoable Creılk In favour of

for the sam of (Say:

arılriııa for payment in
CJ.F. I F.O.B. I C.& F.)

on the

to be shipped from
llllt later than
Putslupment

to

to cover the
value of the folloıring ııoods

Tran.shipment

This Cncllt is available for the neııothıtioıı of drııft(s) at sight on Akdeniz Garanti Bankas'
1. CoııımerdaDInvoice in five copies.
2. Complete Id ol at least two Clean "On Board" Bills ol Lııdiııgissued or endorsed~our ord"r and marked "freight"

and accompanied by lou-inı documents

J. PacJdnı list In three copies ıhoıriııg contents, gross 111111 net weights ıınd ~nts of padaıaes.
4. Insurance Polky or CertUkııte (in daplkııte) endorsed iıt blank lo~ InvoiceValueof the ııoodsplus --"--· ••"- 'Jfı COftrlııa marine and war risb,

wıırıını:e to be effected in
SPECIAL lNSI'RUC110NS :

bf&nefidarles / buyers

PleasenotJty the beneftdary (lea)without ııddlnıı / by adding yoıır confimıatlon.

INSTRUCTIONS FOR NEGOTIATING BANK
In consideration of your ııegotlatiııg on our bebalt bills in tenns of this Credit and fonnırdiııg the bills and documents as detailed ıııbove direct to us in

complete sets topther with a certifkste ol compliıuıft by registered air mail you will be reimbursed in accordance with para
asunder ı
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5. CONCLUSION AND RECOMMENDATIONS :

The British Colonial Rule, which lasted between 1878 and 1960, ended with the
proclamation of the Republic of Cyprus as an independent State on August, 16th, 1960. The
establishment of the Republic of Cyprus was based on 3 Treaties: The Treaty of
Establishment, The Treaty of Guarantee, and The Treaty of Alliance. The Constitution
was a fragile construction. The structure of Government was designed to safeguard the
interests of Greek and Turkish Communities, as well as those of the United Kingdom,
Greece, and Turkey.

The Communal Fighting between the Turkish and Greek Cypriots in December 1963 created
physical separation everywhere in the Island for 11 years. The overthrow of the Makarios
Government in July 1974 by the Greek Junta in Greece and the move to unite the Republic
of Cyprus with Greece, the so-called 'enosis', led to the war in 1974. Turkey, in accordance
with the Treaty of Guarantee, intervened as a guarantor power on July 20, 1974.

With the 'Turkish Peace Operation' that took place on July 20th, 1974 the Turkish Cypriots
gained their independence and started to concentrate on developing their skills,
entrepreneurship, and manpower resources. The war in 1974, led to a population exchange
and bizonality of the Island: the Turkish Cypriots started to live in the Northern part of the
Island, and the Greek Cypriots in the Southern part. The ultimate aim, for the Turkish
Cypriots, after July 20th 1974 was to win the economic war.

The Turkish Cypriots, living in the Northern part of the Island, were confronted with many
problems: negative effects of political sanctions and economic embargoes, lack of skills,
capital, and entrepreneurship, high unemployment, flight of capital, balance of
payments problems, etc. In order to solve these problems, the Turkish Cypriots, like the
Greek Cypriots living in the Southern part of the Island, started to prepare Long-Term
Development Plans and Annual Economic Programmes. The year 1977 marked the
beginning of the Planning Period for the Turkish Cypriots when the First Five-Year
Development Plan was introduced. The main objectives of the First Five-Year Development
Plan and the Third Five-Year Development Plan, which is still in action, are given in
Section 2.

5.1 Problems Stemming from the use of Another Country's Currency:

The economic performance of the TRNC cannot be underestimated. The positive
developments in the basic economic indicators, like the increases in GNP and per capita GNP,
reductions in unemployment, increases in Fixed Capital Investments, etc., reflect the success of
the Five Year Development Plans and Annual Economic Programmes. But there are still many
great economic problems. One of the main problems facing the economy is that the TRNC
does not have its own currency.
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She is using the currency of another country. The Turkish Lira is the LEGAL TENDER in the
TRNC. Using another country's currency deprives the TRNC of the tools which are necessary
for the correction of macro-economic imbalances in the TRNC. It has no control over the
emission of money that she is using. The Government of the TRNC, as a result, cannot
employ its own Monetary Policy in its own country. The non-recognition and economic
embargoes forced the economy of the TRNC to increase its trade with Turkey. As it can be
seen from the examination of TABLE 7, and relevant PIE CHARTS, Foreign Trade by
Countries in 1982, Turkey occupied 40% of TRNC's total imports. In 1996 Turkey's share in
imports increased to 55%. As far as exports are concerned, in 1982, as high as 66% of
TRNC's exports went to the UK. In 1996, this figure dropped to 21%. In 1982, Turkey's
share in the exports of the TRNC was 18%. In 1996, this share increased to 48%. The main
reason for this is the decision of the European Court of Justice (ECJ) that the goods of the
TRNC should not be imported by the member countries of the European Union.

Another important problem stemming from the use of the Turkish Lira in the TRNC is the
inevitable importation of the high inflation from Turkey to the TRNC. As it can be seen
from TABLE 7 and the relevant PIE CHARTS, as high as 55% of imports in 1996 came
from Turkey and the use of the same currency in Turkey and TRNC, creates a lot problems for
the economy of the TRNC. In other words, with the importation of the goods the inflation
from Turkey is also imported into the TRNC. Inflation in both countries shows the same trend
each year. It moves on the same parallel lines. The economy of the TRNC is being affected
by the Monetary and Fiscal Policies implemented in Turkey. For example, the "5th of
April Measures", pushed inflationin the TRNC to 215%, parallel to the inflationof Turkey's.
Increases in the value of foreign currencies against the Turkish Lira followed the same trend in
the TRNC; the crash of the Impex Bank, the TYT Bank, and the Marmara Bank in Turkey
caused similar bank crashes in the TRNC (the Akdeniz Garanti Bank Ltd., the- Everest
Bank Ltd. and the Yatırım Bankası Ltd.); the adverse and favorable trends on the Stock
Exchange in Turkey leads to similareffects in the TRNC, etc.

5.2 Lack of Control over Exchange Rates and Interest Rates :

Since the TRNC does not have its own currency, it can not have control over the exchange
rates. Turkey uses the system of flexible exchange rates. When the Turkish Lira is devalued
in Turkey, the Central Bank of the TRNC follows the same devaluation, whether she likes it or
not, in the TRNC. The officialAnnual Average Exchange Rates in both countries follow the
same trend. The foreign exchange rate instability led to the frightening away of investment
capital, and the outflow of savings from the TRNC to avoid their depletion.



TABLE xxı

ANNUAL AVERAGE EXCHANGE RATES

Years 1 US$ =TL 1 Stg=TL 1 Cy£ =TL 1 DM=TL

1977 18.20 31.72 44.59 7.72
1978 24.60 47.15 65.92 11.95
1979 36.80 77.93 103.78 22.04
1980 75.10 174.24 212.53 42.76
1981 113.00 228.06 268.94 49.80
1982 163.75 294.37 345.51 67.52
1983 231.83 351.02 440.48 89.22
1984 367.40 490.37 624.58 129.65
1985 528.30 686.24 866.41 181.43
1986 682.58 999.78 1,324.21 314.84
1987 871.98 1,433.97 1,813.72 486.49
1988 1,422.00 2,549.69 3,038.20 817.43
1989 2,139.52 3,493.64 4,206.22 ~.

1,129.53
1990 2,618.98 4,663.48 5,523.38 1,621.05
1991 4,199.67 7,415.84 8,144.81 2,537.31
1992 6,896.25 12,130.06 14,230.32 4,418.55
1993 11,106.99 16,702.24 20,998.67 6,716.20
1994 29,915.67 46,085.94 54,798.64 18,548.15
1995 46,554.51 72,398.16 95,673.66 32,070.17
1996 82,150.50 127,813.53 171,459.04 54,069.90

Source : Compiled from publications of THE CENTRAL BANK of the TRNC
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To a great extent, the TRNC does not have control over the interest rates in its own country.
Since she is using another country's currency it can only be regarded as 'normal' to be
affected by certain measures when the owner of the Turkish Lira takes to protect its own
economic interests in her own country. The problem that the TRNC faces is twofold: In the
first place, the outflow of limited savings in the TRNC becomes unavoidable vis-a-vis very
attractive high interest rates in Turkey. In order to reduce its deficit in its Budget, the
Government of Turkey borrows on the domestic market. High interest rates paid by the
Treasury in Turkey on State Bonds and Securities lead to a flight of savings from the
TRNC to Turkey. In the second place, the TRNC is forced to follow a high interest rate
policy, whether she likes it or not, in order to keep some of its savings in the TRNC. As we
stressed earlier, these savings are given by the financialinstitutions of the TRNC in the form of

·. loans to various sectors of the economy. But high interest rates increase the cost of investment.
High capital costs have a deterring effect upon investments.

......._

5.3 Aid From Turkey and Problems Associated With It :

The fragile economic relationship between Turkey and the TRNC can be explained by the
phrase "WHEN TURKEY SNEEZES THE TRNC CATCHES THE COLD". Being aware
of this reality Turkey tries to help the Turkish Cypriots through aid. As I have already
stressed, the Turkish Cypriot Community up to 1974 managed to survive only with- the
substantial aid coming from Turkey. When the TRNC was proclaimed as an Independent
State in 1983, the effects of the political sanctions and economic embargoes started to be felt
more seriously in the TRNC. All the infrastructure projects and military expenditures in the
TRNC are undertaken with the technical and financial aid granted by Turkey. The dependence
of the economy of the TRNC on Turkey and the negative effects of the measures implemented
in Turkey, led to an increase in the size of aid given by Turkey. This can be seen on the
relevant pie charts and on TABLE 6, (See pages 19 and 20). In 1985, the amount of aid
given by Turkey to the TRNC was 10,450.9 Million TL. In 1996 this figure rose to
6,119,642.4 million TL., an increase of 58,456%. (Please note that huge Defense
Expenditures and financing of main infrastructure projects are not included in these
figures.) In 1985, 88% of the total aid received by the TRNC came from Turkey. The share of
other foreign aid in total aid was 12%. In 1996, the share of Turkey's in total foreign aid
increased to 98%. The share of other foreign aid in total aid fell to only 2%. Please see the
relevant diagrams on pages 58 and 59.

Even these substantial aids received from Turkey are not adequate to cover the Budget Deficit
in the TRNC. The Government of the TRNC borrows both internally and externally. As a
result of the political non-recognition, the TRNC is not able to borrow on international
monetary markets and international institutions like the World Bank, the IMF, etc.
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She is only able to borrow from the Government of the Republic of Turkey, and financial
organization in Turkey, like the EXIMBANK, the Development Bank, etc. In 1985, of the
total amount of loans, 70% is external loans and 30% is internal loans. In 1996, the share of
external loans in total loans fell to 19% and the share of internal loans increased to 81 %.
(Please see TABLE 6 and relevant pie chart one page 21). In line with the improvement of
the liberal economic system, privatization carries a role of paramount importance. The
revenues from privatization must be directed to improve the economic situation, not to cover
the deficit in the Budget of the TRNC. Competition in the economy of the TRNC must be
improved. It is hoped that if these measures are taken dependence on Turkey will be reduced
to a minimum level.

The Turkish Republic of Northern Cyprus is the only State in the world who has not got its
own national currency. As a result, she is not in a position to implement her own Monetary
Policy. She has no control over the emission of the Turkish Lira, over the exchange rates, over
inflation, over interest rates, etc. These problems cannot be solved by foreign aid. As we also
know that aid is accompanied with problems: the Donor country wants to control the

· projects, instructs how it will be allocated, it hinders local skills and entrepreneurship, it
loosens self confidence, etc. (this is the concept of aid with ties). In order to be able to get
rid of the above problems the TRNC must have her own currency.

But the Central Bank of the TRNC must be free of Governments' intervention, especially
during election periods and when money is needed to cover the deficit in the Budget. The
printing of money with the populist aims would create more problems. Another problem is the
Foreign Aid granted by Turkey. As we said, the people of the TRNC, up to now, managed to
survive only with the substantial aid coming from Turkey. Because the economy of the TRNC
is being affected negatively by the measures implemented in Turkey, every year the Budget
Deficit in the TRNC is getting bigger and bigger. So, each year, the size of the aid, granted by
Turkey to the TRNC, is increasing as well. All infrastructure projects are undertaken with the
technical and financial aid granted by Turkey. The Government of the Republic of Cyprus is
recognized by all countries of the world as the 'legal' Government representing the whole of
Cyprus. All technical assistance and foreign financial aid are received by the Government of the
Southern Cyprus. The TRNC is considered as an "Illegal State" and receives nothing. This is
the main reason why the Per Capita GNP in the Southern Part of Cyprus is $14,000.- as
opposed to $4,222.5 in the TRNC.

In the light of the above-mentioned problems, the financial institutions in the TRNC tried to
play an important role in solving these problems. The financing of the foreign trade of the
TRNC, vis-a-vis political sanctions and economic embargoes, was the major contribution made
by the banks to the economy. The banks in the TRNC, with their corresponding banks in
Turkey and in other countries, provided the funds required to finance some of the main
investment projects. The loans granted by the banks acted as the economic lifeblood of the
TRNC. Analysis of Foreign Currency Advances, and Analysis of Turkish Lira Advances,
Loans and Bills Discounted by Sectors, throw light upon the importance of the role of the
banks in the economy of the TRNC. In other words; the banks, by creating money, tried to
help the economic development of the TRNC. Without the banking sector, the problems
facing the economy of the TRNC could have been insurmountable.
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5.4 Problems encountered in the finance of foreign trade of the TRNC :

The Banks operating in the Turkish Republic of Northern Cyprus, with their very limited
financial resources, are doing their best to finance to foreign trade of the TRNC. The success
of these banks cannot be underestimated. Documentary Credits and Letter of Credits are the
two major forms of financing the foreign trade. The political sanctions and economic
embargoes are hindering the banks. With a just and long-lasting political solution to the
Cyprus problem, the performance of the banks will reach at satisfactory levels.

In conclusion, it can be said that the TRNC can be classified as a 'developing country' with
the old term, as an 'underdeveloped country', meaning that the TRNC's economy is
depending on one or two strategic commodities, like agricultural products and tourism.
During the period between 1963 and 1974, the main aim of the Turkish Cypriots was survival
and all their limited resources were allocated into defending its enclaves. From the point of

.. view of the Turkish Cypriots, during this period all opportunities were sacrificed. The Greek
Cypriots benefited a great deal from these advantages. This is one of the main reasons why

· political solution cannot be found to the Cyprus problem because the Greek Cypriots are still
exploiting these advantages. The Greek Cypriot Economy is constructed on sound financial
bases. (Inflation in the Greek Cyprus is around 4%, Per Capita Income is $14,000.-, there are
no Balance of Payments problems, no emigration and no flight of capital, there is influx
of foreign capital, and she is an associate member of the European Union, etc.). With a
population ofless then 200,000 and with the disadvantages of the severe political sanctions and
economic embargoes, the TRNC could not do any better for the time being. She relies
completely on Turkey. The financialinstitutions play their role as well.

The long lasting and just solution to the Cyprus problem, from the point of view of the Turkish
Cypriots, depend on the TRNC's taking her place among the international countries. The
TRNC should not be forced to stand on her feet with aid. Integration with Turkey
should not be the final aim. The European Union membership must be targeted.
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