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Year 2003 ended with many encouraging news and events in Turkey. On a global scale on the other hand, there were also surprising developments such as the devaluation of USD against Euro and some other major currencies. As of December 31st, TL also completed the year considerably higher against USD compared with the beginning of the year. ISE market index reached its highest year end value after the economic and financial crises and inflation fell to a level better than expected. Total exports and imports continued to rise compared with last year results and indeed new record levels are achieved in total exports which are triggered by Auto industry and textile sector. As a result of very tight economic policies for the last two years there are now obvious signs of sustained  growth and a good record of government debt servicing. These are very encouraging news for the  Turkish economy.

As stated in many reports, currently Turkish economy is much more stonger and ready to absorb any shocks than before. Going forward, the same  tight economic policies should continue and there should be more positive  outcomes from the privitization front as well as EU succession process. The last but not the least, Cyprus issue is still a hurdle which should be resolved in order to continue with the sustained growth and new investments.

Investment Funds

A Type Variable Funds and index funds were among the top performing investment funds in December. According to data as of  December 2003, none of the A Type investment funds completed the year in the negative return zone based on their year-to-date returns.  As a result of the rebound at ISE  through the end of 2003, A Type funds had much better year to date returns than all B Type funds.

As of the end of December 2003, according to year-to-date performances, 18 A Type funds managed to beat the annual rate of return of ISE -100 index which was 73.55 %. The best return among these A Type funds was 106.05 %. On the other, at the same date, based on the monthly rate of returns, 50 B Type funds, managed to beat the monthly rate of return of 91 days DİBS index which was 2.23 %. The highest year to date rate of return among all B Type investment funds has been posted as 58.15 %. 

KYD Fund Indices

Some of the index returns in KYD A Type Fund index as of December 31, 2003 are as follows :

	Daily
	Weekly
	Monthly
	3 Months
	6 Months
	Annual
	Year to Date

	1.16 %
	-0.18 %
	13.30 %
	25.51 %
	46.90 %
	60.88 %
	60.88 %


Some of the index returns in KYD B Type Fund index as of December 31, 2003 are as follows :

	Daily
	Weekly
	Monthly
	3 Months
	6 Months
	Annual
	Year to Date

	0.06 %
	0.41 %
	1.87 %
	5.67 %
	13.84 %
	34.09 %
	34.09 %


KYD Bond Indices

Some of the index returns in KYD Bond Indices as of November 28, 2003 are as follows :
	Daily
	Weekly
	Monthly
	Year to Date

	0.10 %
	0.67 %
	3.27 %
	60.66 %


According to data at the end of December 2003  the total net asset value of all A and B Type funds in Turkey has reached 14,273.40 Million  USD. There are 127 A Type, 115 B Type and a total of 242 investment funds at the end of December 2003. 

KYD Eurobond Indices

KYD Turkish Eurobond indices reflect returns since the beginning of 2003. Eurobond index values as of October 30, 2003 are as follows:

	Eurobond Indices (As of 31/12/2003 )
	31 December 2002 = 100

	 
Value
Daily change
Weekly Change
Monthly Chg
Year to Date Chg.
USD
130.83
0.16
0.59
3.99
30.83
USD-TL
111.37
-0.68
-1.41
-0.26
11.37
EUR
118.16
-0.08
0.03
2.12
18.16
EUR-TL
119.95
-0.77
-1.18
2.25
19.95



Comparison Charts

KYD A&B Type Fund Indices Jan 1st 2000=100

   KYD Gov. Debt Sec. Indices Dec 31st 2001=100
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B Type Fund Index
G.Debt Sec Index (91d)
G.Debt Sec Index 
G.Debt Sec Index(365d)
    A Type Fund Index        ISE 100 Index
(182 days)
Investment Trusts

As of November 30, 2003 there are a total of 22 A type investment trusts in Turkey. At the same period the NAV of all investment trusts is approximately 187.7 Trillion TL. On the other hand, as of the same date the total market cap of all investment trusts is 113.8  Trillion TL. Investment trusts are still trading at a discount to their NAV. And the total asset allocation of these investment trusts is as follows; 51 % equities, 12 % reverse repo and 37 % Treasury bills and government bonds.

As of the same date there are 9 real estate investment trusts in Turkey. The  total NAV of these REITs is 1.101,8 Trillion TL and the total market capitalization is 435,6 Trillion TL which again shows a discount. 

Global Investment Perspective

Index Funds

During the last couple of years there has been a tremendous growth in the number of investment benchmark indices and investment funds that are managed using these benchmarks. Currently there are many local market and sector indices in use as well as broad and global benchmark indices that are closely tracked by international fund managers. 

Obviously, this new demand for index business is lucrative on a global scale. Whether it is a local index provider or a global benchmark index provider, firms definitely have a potential to make money. Since it is quite complicated to maintain an international benchmark index and to follow all countries at the same time, especially ‘global benchmark’ providers are only a few and they still have a great potential in today’s ever growing investment fund industry. The quality of a benchmark index is extremely important in order to reflect the real market sentiment and professional index providers have  a responsibility in tracking all market events closely in real time, 24 hours and 7 days a week. This requires both sophisticated infrastructure and dedicated staff. However, the real importance of a benchmark index is not its potential to generate revenue for the index provider but rather its role in directing investors. Increasing popularity of index funds show how investors perceive benchmarks when they make investment decisions.

Index funds simply refer to investment funds that use a passive management strategy. Passive managed funds have certain advantages such as, long term investment perspective, less transaction fees, commissions and tax consequences, less management fees compared with actively managed funds. In this respect, there is an ongoing debate between passive fund managers and active fund managers on the performance of their fund management strategies. Apart from all technical details, the real advantage of index funds over actively managed can be measured with two criteria; rate of return and fund expenses. Usually, active fund managers have to beat benchmarks with very high rates of returns, so that after all the expenses and management fees are deducted, they can still have better returns than  passive fund managers. Unfortunately, certain expenses of actively managed funds cannot be eliminated because of detailed research activities and  continuous transactions.

Based on research studies, it is still hard to say that actively managed funds have better returns than passive index funds. There have only been very small differences in favour of actively managed funds over long periods of time such as 10 years. According to a study conducted by Vanguard in 1996, out of 273 growth and value funds in operation throughout the ten years ended December 31, 1995, only 38 funds (14%) beat the [compound return on the ] S&P 500 Index. More important, only 14 funds provided a statistically significant (more than 2%) annual advantage over the Index, while 147 provided a significant disadvantage.

It is also worthwhile to take a closer look at these benchmark indices. Currently there are benchmark indices both for fixed income securities and equities. And many local index providers are able to maintain and provide indices in real time with very sophisticated infrastructure. Global benchmark index providers on the other hand, are able to handle more complicated needs such as custom indices, global and regional indices. One of the important criteria in traditional index business is the concept of ‘index weighting’. In the early stages of index business when famous Dow Jones Industrial Average  index was first introduced, the index weighting was actually not taken into consideration. That’s why the real market conditions were not precisely reflected in the indices. Besides, they were lacking the tools to reflect the splits, mergers, acquisitions and many other corporate actions. All these new features have been added to the indices over a long period of time as they are needed to reflect the market conditions more realistically.

Today we can talk about mainly three different kinds of index weighting methods. 1) The simplest one is the eaqual weighting, 2) Price weighting, 3) Most sophisticated method, the market capitalization weighting. Currently, the market cap weighting method is even more enhanced with the use of free float weighting. Many local and global index providers now use the free-float adjusted market cap weighting method. This method is especially crucial in markets with less liquidity where only a few equities make up a  large portion of an index.

Although there are currently a lot of index providers globally, the major providers can be listed as follows; S&P, FTSE, MSCI, Morningstar, Lehman Brothers, Goldman Sachs, Russell, Salomon Smith Barney, Lipper, Wilshire, Merrill Lynch.
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