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Improving economic indicators gradually start convincing people that the IMF sponsored economic program and the fiscal discipline in government spending is working. With that in mind, both individual investors and institutional investors are now able to make investment decisions for longer terms and they currently have the opportunity to invest in a more stable market. Despite all political problems, in general government’s current policies are perceived as consistent in the long term and Turkey’s foreign relations including cooperation with the US seem to be in balance and stable. Eventually,  consumer confidence is relatively high which puts domestic demand in a better shape for the time being. As far as year end macroeconomic targets are concerned, for the moment the only problem seems to be the primary surplus. Current accounts balance is again being closely monitored by investors. Fall in interest rates is balanced by the fall in inflation rate keeping the level of real returns pretty much the same for TL denominated bonds. In October stock prices continued moving upwards after a long period of silence which contributed in manintaining consumer confidence. Besides, Central Bank is monitoring foreign currency levels to keep them stable.

Investment Funds

A Type Variable Funds were among the top performing investment funds in October. According to the data available at the end of October 2003, the highest year to date rate of return among all A Type investment Funds has been recorded as 69.09  % and  the highest year to date rate of return among all B Type investment funds has been posted as 49.64 %. A type funds had better year to date returns as a result of the recent increase in ISE. 

As of October 2003, A Type ‘Variable’ Funds are making the largest portion of A Type funds according to their total net asset values. As of the same date, B Type ‘Liquid’ funds are making the largest portion of B Type funds according to total net asset values, and B Type T.Bill & Bond Funds are in second place. As of September 3o, 2003 the total asset allocation in A type funds is as follows; 59 % equities, 22 % reverse repo and 18 % treasury bills & government bonds. As of the same date, the total asset allocation of B type funds is, 34 % reverse repo and  66 % treasury bills & government bonds.

KYD Fund Indices

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

	Daily
	Weekly
	Monthly
	3 Months
	6 Months
	Annual
	Year to Date

	2.49 %
	1.82 %
	11.75 %
	30.77 %
	29.67 %
	41.87 %
	41.23 %


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

	Daily
	Weekly
	Monthly
	3 Months
	6 Months
	Annual
	Year to Date

	0.08 %
	0.29 %
	2.01 %
	7.17 %
	15.66 %
	37.01 %
	29.45 %


KYD Bond Indices

Some of the index returns in KYD Bond Indices as of October 30, 2003 are as follows :
	Daily
	Weekly
	Monthly
	Year to Date

	0.26 %
	0.16 %
	3.60 %
	51.62 %


According to data at the of October 2003  the total net asset value of all A and B Type funds in Turkey has reached 12,058.81 Million  USD. Total number of funds in KYD A and B type fund indices is currently 243.

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 Endeksleri (30/10/2003 itibariyle)
	31 Aralık 2002 = 100

	 
Değer
Günlük Değ.
Haftalık Değ.
Aylık Değ.
Yılbaşı Değ.
USD
122.47
0.40
-0.24
4.83
22.47
USD-TL
111.39
0.07
1.38
12.93
11.39
EUR
114.44
0.16
-0.06
1.99
14.44
EUR-TL
116.19
-0.62
0.68
10.21
16.19



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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Investment Trusts

As of September 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 175.5  Trillion TL. On the other hand, as of the same date the total market cap of all investment trusts is 98.8  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; 50 % equities, 11 % reverse repo and 39 % T. bills and government bonds.

From KYD

17th General Assembly of ‘International Investment Funds Association’ has been held in Kuala Lumpur, Malaysia on October 21-22, 2003. A total of 30 member associations representing total assets of 12 Trillion USD attended the Assembly. During the Assembly where Turkey was represented by KYD, a lot important decisions were taken. Most importantly, the host country for the 2006 Assembly has been decided as Turkey.

The selection of Turkey as the host country for this international event is very important. It is extremely important also for the general publicity of Turkey and for maintaining a prestigious place among international investment funds associations.

This Assembly has been held in various countries since 1987. And between 1999-2003 the host nations were, South Africa, Luxembourg, Argentina, Germany and Malaysia respectively. The Assembly will be held in Brazil in 2004 and then the 2005 Assembly will be hosted by USA.

The theme of this year’s Assembly was “Collective Investments - Market Performance and Investors’ Confidence” and during the discussions delegates re-affirmed the responsibility of fund managers to safeguard the interests of fund investors at all times and continue to initiate and support efforts that demand the highest levels of integrity and transparency within the industry.  

The second national mutual funds conference has been held successfully on November 11, 2003. Investment funds ingeneral and the newly established individual retirement system in Turkey has been discussed in detailed.

Global Investment Perspective

Islamic Mutual Funds

In its simplest terms, Islamic Investment can be defined as investment in financial services and investment products that adhere to principles established by the Shari'ah which is the Islamic law as revealed in the Qur'an. These principles basically require that:

* Investments must be in ethical sectors. In other words, profits cannot be made from prohibited activities such as alcohol production, gambling, pornography, etc. Also investing in interest (riba) based financial institutions is not allowed.

* All wealth creation should result from a partnership between the investor and the user of capital in which rewards and risks are shared. Returns on invested capital should be earned (i.e. tied to the profits generated by the capital) rather than be pre-determined (as in interest based returns provided by bank deposits). 

Interest based securities (e.g. bonds, bank deposits etc.) are not acceptable as Shari'ah-compliant investments, since these securities provide returns that are predetermined, and unrelated to the underlying performance of the asset that is generating the returns. By the same logic, equity securities (shares) are considered permissible by a consensus of contemporary scholars (e.g. the Islamic Fiqh Academy), because the profits an investor makes on equity securities are tied to returns of the underlying company and hence are risk related.

According to the general consensus among contemporary scholars, it is halal to invest in the stock markets provided the company invested in is not engaged in a business not permitted by Shari'ah.  Examples of forbidden companies include interest-based companies, conventional insurance companies, and manufacturers of liquors, casinos, nightclubs, and so on. 

However some scholars are more strict and they converge in favour of shares of companies whose gearing level does not exceed 33%, whose earning from interest and incidental haram activities do not exceed 5% of the total earnings and whose assets do not comprise cash and receivables in excess of 49%.  Special market indices have been designed based on the criteria outlined above.  An example is the Dow Jones Islamic Market IndexSM.

The distinction between equity and debt in Islam is the same as in the conventional system except that the Shari'ah prohibits any return on debt and does not consider lending to be a legitimate profitable activity.

Equity represents an investment exposed to all kinds of business risks and sharing in the profits of the business. It may be of a permanent nature, i.e., redeemable only upon liquidation of the business -or earlier by mutual agreement- but not on demand.

Debt, on the other hand, is a contractual obligation to pay a specific value, whether in cash or kind, on an agreed date or on demand. 

As a result, one of the implications of Islamic investment principles is in the selection of the type of financial instrument among those available in global financial markets today. As mentioned previously, investment in common stock of companies engaged in permissible activities is allowed under Islamic Shari'ah.  However, preferred stocks are prohibited in Islam as they guarantee the amounts paid out as dividends to holders of preferred stock.  Also permissible for investment are mutual funds whose holdings consist of shares in companies complying with Islamic screening criteria, both qualitative (permissible activities) and quantitative (financial ratios).

In addition to criteria for selection of securities, Shari'ah principles are also applicable to investing and trading practices, applied to individual investors as well as Islamic Mutual Funds. These practices include: 

* The investor cannot borrow on interest to finance his investments, and therefore cannot trade on margin-i.e., borrow to purchase shares. Conventional funds such as hedge funds, arbitrage funds, and leveraged buy-out (LBO) funds all borrow heavily in order to finance their investment practices, and they are therefore prohibited for Islamic investors.

*  Unlike conventional investors, Muslims are prohibited from basing their investment decisions on short-term speculation. As a Muslim, the logic of sound analysis is very important before making an investment decision. Trading is important and should be well timed to take advantage of market prices, but these considerations should go hand in hand with the fundamental value of the companies invested in.
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