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1. INTRODUCTION

<Be iık e are the hottest issue in TRNC in the

recent months as I am trying to finalize my

theses. A wave of bank crises started in Turkey

and in no time the banking sector of the TRNC has

been effected. Six banks has been collapsed and

closed by the state and many clients are now

waiting for the government to pay their deposits.

The following study will be about the Turk Bank

which is the oldest private bank in Turkey. The

report will include information about the banking

sector, the general economic climate in TRNC, and

con cl us ion and recommendations. There are various

arguments about the banking sector in TRNC. Some

claim that the use of the Turkish Lira without a

right of printing money ıs one of the main

problems. Is Turkish Lira the real problem? To

find an answer to our question we have to look

into the banking system of TRNC. Turkey is also

using Turkish Lira and as far as we know the

banking sector is very good in Turkey.

I believe that the problems of banking in TRNC

lies in other areas. To blame the Turkish lira is

not fair. It is true that not having our own

currency may create some problems, but isn't that

what the EU is trying to do? Monetary union and

introduction of Euro money will mean that the

local central banks of these countries will not be

able to act freely.
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Banking is an important sector in the economy,

especially for the developing countries. TRNC ıs•..
one of these countries and banks have vi tal role

ın the development of the country. In 19 7 4 when

the Turkish community were freed from economical

domination and strict embargoes imposed on them by

Greek side, there were only 3 Banks in operation,

one of them being a Turkish Bank from mainland and

the Other Turkish Bank and the Cooperative Central

Bank. Since then many new banks were established

and their numbers total to over 25 today1• Newly

passed legislation allows opening off-shore banks

as well. First private bank to be established

after 1974 was the Cyprus Credit Bank. Cyprus

Credit Bank (CCB) was established in 1978 as a

private bank. CCB was a competitor of the Turkish

Bank for a long time. This bank is now in trouble.

Today there are around twenty banks offering full

service. There are also increasingly growing

offshore banking activities in North Cyprus

1. 1. BANKS AS FINANCIAL INTERMEDIARIES 

There are many different ways of attaining

finance to an organization. Stocks and shares can

be issued and finance can be obtained from the

sales of these. Primary markets are those in which

financial assets are originally issued. Since the

amount of existing financial assets ıs much

ıTRNC Central Bank Quarterly, Autumn 1999 
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greater than the amount of new ones being issuedr

there is a great deal more activity in the

secondary markets.

Indirect methods for transferring money involve

the use of a group of financial institutions

called financial i nt.e xiııea i e r i ee , for e x eıııp l e ,

banks. Financial intermediaries purchase the

financial liabilities of firms and individuals;

they also borrow by issuing their own financial

liabilities. As a simple exampler consider a bank

that has loaned money obtained from savers to a

person who is buying a house. The new financial

assets that have been created here are a home

mortgage owned by the bank and savings accounts

owned by savers. In a direct transaction there

would be only one financial asset-the mortgage

owned by savers. There are several advantages to

money transfers performed by financial

intermediaries.

1.2 ADVANTAGES OF THE FINANCIAL INSTITUTIONS

One of the advantages of the financial

intermediaries is their flexibility and liquidity.

The intermediary is able to provide large sums of

money to a borrower by pooling the savings of

several investors. Moreover r the intermediary can

provide investors with financial assets which may

be money or readily convertible into money at the

same time that it is making loans which will not

be repaid for a long time.
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Second advantage of the financial

intermediaries is their diversification. By

purchasing the debt issues of many different

borrowers, the intermediary is able to increase

the chances that most of the money lent will be

repaid. Therefore, it is able to provide

relatively low-risk assets to investors. The

federal government further decreases the risk by

insuring accounts in several types of financial

institutions from losses.

Another important advantage of the financial

intermediaries is their convenience.

Intermediaries offer a variety of financial

services to their customers besides loaning money

and creating financial assets. It is convenient

for a single person (individual or business) to

deal with a single firm that can supply whatever

services are needed.

Finally the financial intermediaries become

experts in their activities and they offer

expertise services. The intermediary, because it

ıs continuously purchasing financial assets issued

by many borrowers, becomes expert in the process.

A single person, whether borrower or investor, is

apt to be much less knowledgeable as to exactly

what the proper form of the assets should be.
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1.3 CENTRAL BANK REGULATIONS TO BANK 

OPERATIONS IN TRNC 

Like any other commercial set-up the Bank's

objective in providing the services to borrowers

and depositors is the generation of profit. The

more money they can lend, the more profit the

Banks can earn. However a Bank can not lend out

all the funds which it obtains on deposit which it

must retain enough money in liquid form to be able

to meet depositor's request for repayment. In this

lies the Banker's dilemma because the more liquid

the form in which the funds are held, less the

rate of return. Cash holdings, being the most

liquid form of asset, generate no profit at all.

The bank must therefore effect a careful balance

between the maximisation of lending and

minimization of liquidity to the lowest level

consistent with safety. The conflicting

requirements of profitability and liquidity can be

reviewed as resul ting directly from the

conflicting desires of two groups who have

provided the Bank's financial resources. The

shareholders and the depositors. The shareholders

jointly own the Bank and look to it to provide a

return on their capital. The depositors have

provided the vast bulk of the funds used by the

bank and require safety and the ability to get

their money out in accordance with the terms

agreed upon at the time of deposit. A successful

bank has to reconcile the interests of these
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groups. To some extend this task is taken out of

the vank's hands by official controls but there is

still considerable room for maneuver.

Under the Central Bank of the TRNC Law, the

minimum ratio of the overall liquidity which Banks

shall maintain against their liabilities shall be

fixed by the Bank. Besides this overall liquidity

Banks are required to deposit additional reserves

ın a special blocked account to be opened by the

Bank. The ratio of the additional cash reserves to

total deposits, excluding interbank deposits,

shall be fixed by the Bank in the light of general

economic con di ti ons in the country. In the TRNC

the minimum ratio of the overall liquidity which

banks shall maintain against their liabilities

were fixed at 10% in the minimum, in the Banking

Law of 1976 and has remained the same ever since.

The ratio applicable to additional cash reserve

which the banks are required to lodge in a special

account by the Bank is 15% for Turkish Lira

deposits and 20% for foreign currency deposits.

In the TRNC the Central Bank is empowered to

fix the maximum rates of interest receivable or

payable as the case may be, on Turkish Lira and

foreign currency deposits of all description and

on credit transactions of Banks, cooperative banks

and other establishments, as well as the nature

and maximum limits of other benefits to be

supplied and expenses to be recovered and in the

case of deposits the duration of fixed terms and
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whether interest should be left free wholly or ın

par~ and their dates of enforcement. These matters

are put into operation on the recommendation of

the Minister of Finance? and by decision of the

Council of Ministers as from the date of

publication in the Official Gazette. Rates of

interest so fixed and the matters connected with

the rates of interest shall be applicable also to

all debt-credit relationships outside the banks.

Under the banking law of the TRNC extensive

powers have been given to

regarding control of the banks.

the Central

These include

Bank

the

assertainmant and analysis of the relationship and

balance between assets of banks, debts due, their

capital, debts and profit and loss accounts and

all other factors affecting financial structure.

Several administrative measures have been provided

for this end. For instance where it is established

that in contravention of specified laws,

transactions likely to jeopardize the secure

operation of a bank and of its parti cipita ti ons

have taken place, subject to the right to

institute legal proceedings against the bank

employees responsible for the operation in

question, upon the demand of the controlling body

it would become mandatory to terminate their

appointment. Subject to the right to institute

legal proceedings against responsible employees of

the banks in question the Central Bank of the TRNC
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ıs empowered to terminate advance and rediscoun t

credits an revoke credits already issued.

2. TURKISH BANK 

2.1 Background

Established

private bank of

ın 1901, Turkish Bank ıs

North Cyprus. It was

the first

initially

functioning as a small savings bank. Today it is

operating in Cyprus, Turkey and England. It has

become a truly international bank. It is the

biggest private bank of TRNC.

Establishment of Turkish Bank was a historic

event in Cyprus. It was the one and only financial

institution to support the Turkish Cypriot

business community to compete with the dominant

Greek business community. Turkish Bank has done

this very successfully. Today they grew into a

truly international bank operating successfully ın

three different countries.

In our work we will concentrate mainly on the

activities of the Turkish Bank in Turkey

2.2 INTERNATIONAL FINANCIAL ACTIVITIES OF 

TURKISH BANK 

Turkish Bank is the first bank in TRNC which

started international activities in real sense.

First thing to talk about is the establishment of

Turkish Bank in the other countries.
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2. 1. TURKISH BANK LONDON 

~Turkish Bank opened a branch in London in

1975. Their objectives were to serve the Turkish

Cypriot community living in London. They could

also use this branch to invest their deposits in

international tııe rk e t.e , since London is the center

of international finance.

Turkish Bank in London became very successful

and they opened another two branches in the next

few years. There operation as branches were

limited. To operate more freely and give banking

services as any local bank of England they needed

to register as local bank. This was a big r and

difficult thing to achieve since the regulations

of Bank of England are very strict. After a few

years they succeeded e tıd , today Turkish Bank ıs

opera ting and giving services to all their

clientsr just like another bank in UKr like

Barclays or Midlands bank.

2.2 TURKISH BANK TURKEY 

Turkish Bank has opened a branch in Turkeyr at

the mid seventies. Turkey is the biggest trading

partner of TRNC. And the main objective of the

bank was to serve the business communities of both

countries.

Liberalization of economy in the early

eighties had led to improvement and growth in the

banking sector. Local Turkish Banks were not much

experienced in international business. Relatively

10 



more experienced Turkish Be tık , did well

years and became successful. Today

Turkish Bank UK Turkish Bank Turkey is

ın these

like the

operating

as a local Bank of Turkey serving in all aspects.

Turkish Bank of Turkey has five branches ın

Istanbul One in Ankarar in Mersinr Izmir and

Bursa. They are one of the fastest growing bank in

Turkey as well as TRNC.

3 PEST ANALYSIS 

3.1 Political Situation 

TRNC is a democratic country. Just like many

western countries the TRNC is a liberal economy.

There are very flexible rules and regulations in

every aspect. In the market guided economiesr

formation and operation of banks are not very

difficult. So the first thing one can realize is

the huge number of banks in operation.

easily seen in TRNC. There are

This can be

operating in such a small country.

competition is in the interest rates.

All the banking activities in TRNC are

regulated by the Central Bank and decision of the

many

The

banks

real

Board of Ministers.

There are two main grounds where banks can

competer firstly the interest rates and secondlyr

the quality of service. The image of a bank ıs

very important. Any person who is to choose a

be tık , first thinks of the safety of their ıııotıey ,

specially if they are depositing money. Secondly
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they look for high interest.

quality services.

people are used

In small

to personal

Thirdly they look for

countries like TRNC

attention. In many

cases trust and good service may attract clients

even if the interest rates are slightly lower.

3.2 Economic Situation 

When we look at the pre-crises periodr that ıs

before the bank erises r we can say that despite

all the problems and difficultiesr economy in TRNC

was improving. If financial organizations can

operate in TRNC with normal interest rates r then

the improvement is inevitable. One of the biggest

assets of the TRNC is its undistorted natural

beauty. South Cyprus enjoying the r e coqtı i t.x oıı , had

huge number of visitors from all around the world.

Unfortunatelyr they got so carried awayr they

turned south Cyprus into a concrete block. On the

other hand we have been very careful not to

destroy the nature in the North. If and when the

embargoes go North Cyprus will be more attractive

than South.

We can summarize the economic difficulties under

the following topics.

~ Inability to adopt any monetary policies

~ shortcoming of fiscal policies

~ Political situation and embargoes

~ balance of foreign trade
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=> transport

=> shortage of currency earnings

=> High budget deficit,

=> heavy burden of transfer expenditure

=> high inflation

=> devaluation

=> high cost of capital

=> shortage of incentives

=> Management inefficiencies

States, 1 ike any business, have incomes and

expenses. State has to create revenues to spend

for their expenses. Theoretically the state is to

serve the community, harmonize the social,

cultural and economical life. The difference of

the TRNC from any other independent state is that

the TRNC has not have their own money. Turkish

Lira is used as the official currency. The state

claims that they have a fiscal policy, but to have

a fiscal policy without a money is questionable.

It is stated by the State planning Organization

that the basic aim of the fiscal policy in the

Turkish Republic of Northern Cyprus is the

creation of the necessary conditions for internal

monetary stability, supporting the more productive

infrastructure projects, reducing the dependence

on foreign loans needed to finance the budget

deficits and limiting the rate of growth of

personnel expenditures, transfers and subvention.
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.. The total local revenues which is composed of

tax revenues, non-tax revenues, factor incomes and

the social funds, showed an ascending tendency

during the period 1988-1990. But in 1991 the local

revenues dropped to 124. 3 million $ and in 1993

rose agaın to the level of 152. 1 million $. The

tendency of local revenues can be seen in the

table 5 prepared at dollar basis.

Until 1975 only 19.6% of the budgetary

expenditures was met by the local revenues. In

1993 this ratio rose to 67.5%. Within this context

the share of the taxes in the GNP rose from 10.7%

in 1977 to 20% in 1993.

The breakdown of State Revenues and

Expenditures ın the TRNC and The Balance of

Resources and Expenditures are seen in the tables

below.

(Millions o/TL)

1988 1989 1990 1991 1992 1993

Total Revenues 106.0 120.2 200.4 212.1 198.6 225.5
1) Domestic Revenues 76.8 91.4 149.l 124.3 127.2 152.1
2) Foreign Aid and Loans 29.2 28.8 51.3 879 71.4 73.4

a) Foreign Aid 15.6 17.4 19.4 27.1 21.9 26. 7
b) Loans 13.6 11.4 31.9 60.8 49.5 46.7

Total Expenditures 106.0 120.2 200.4 212.2 198.6 225.5
1) Current Expenditures 53.4 60.3 94.6 95.3 94.9 104.7
2) Transfers 38.8 40.0 69.7 78.9 720 81.1
3) Investments 77 140 28.4 26.8 19.5 28.3
4) Defense 6.1 5.9 77 11.2 12.2 11.4

Annual average exchange rates at dollar basis;
1988 1 US$= 1,422.00 TL
19891 US$.= 2,139.52 TL
1990 1 US$= 2,618.98 TL
1991 1 US$= 4,199.67 TL
1992 1 US$= 6,896.25 TL
1993 l US$= 1 l, 106.99 TL
Source: State Planning Organization, 1996
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3.3 Social Conditions in TRNC 

Turkish Cypriot society is highly educated

society. University diploma does not mean much in

TRNC since most of the population get one. However

the small population of the island does not help

much to the private sector to bloom. The country

has not yet specified the appropriate preferential

sectors in order to improve the economy. Because

of the shortcomings in the private sector there is

a great inclination in the society to get a job at

the government. In order to avoid refuge from the

country, the state has always hired as many people

as possible. Now days the state is the biggest

employee paying checks for more than 40 thousand

people. Society highly depend on the government

salaries. This means that the money earned in the

society enters the banks as deposits. The money is

not used for investment. This is why the deposit

per capita in TRNC is very high and this is why

there are many banks in TRNC.

Turkish Cypriots are quite modern and they

live European style. They are keen to hold

property and they like cars. Almost every house

has the basic furniture and household products.

Average family also takes holidays at least once a

year.
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3.4 Technology 

3.4. 1 Use of Computers 

Banking has gone through many phases. But The

basic functions of the banks is still the same.

Collecting money from the people who save them and

lend it to those who need it for investment. The

way the banking is practiced has changed

tremendously. Banks have always used the highest

technology. They started to use computers from the

first days of its invention. Use of the plastic

moneyr the visa and master cards can be considered

as revolutionaryr and these replaced real money in

a certain extent.

There is a great deal of automation in the

banking sector. Banksr these days give services 24

hours a day.

Today the hottest issue on banking is the

electronic banking. Many banks have already taken

their place on the Internet. Talks of the future

is the Digital money and banking on the Internet.

3.4.2 Credit Cards 

Credit cards are very convenient tool in the

world. It has replaced hard cash in many

countries. One of the international activities of

the banks today is the issuance of credit card to

their c l i etıt:e , to use anywhere in the wor l d , for

business and pleasures. The goal is to widen the

16 



distribution of its credit cards and hence the

Bank~s share of the card business in the domestic

market. This will be achieved through active

marketing to special consumer groups while payıng

particular attention to enhancing the speed and

flexibility of credit card-related transactions.

Credit cards in TRNC are used ın a varıous

ways. There are credit cards and bank cards.

Credit cards are mainly the visa cards. Is Bank is

a pioneer in this field in TRNC. As stated earlier

they are the first bank to introduce credit cards

in TRNC. In cooperation with Is Bank of Turkey,

they are issuing the Visa card in TRNC.

One of the modern developments in the money

markets were the introduction of the credit cards,

business cards, etc. These are also called plastic

money. Thanks to these cards, one does not have to 

carry huge amounts of cash with himself, or go

through complex banking formalities. Credit cards,

such as Visa, Master Card, American Express etc.

Are issued by the banks all over the world. Client

who holds an international credit card can do

shopping, and draw money from the automated cash

points, and pay for services, with this card.

Payments and money drawn are in the currencies of

the country that they are visiting. Recipients

obtain their money in cash within days of

transaction. The amount spent by the card holder

is then paid by the local bank, that issued the
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