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RECENT REPORTS | e Turkey is moving steadily towards meeting the Maastricht criteria
Targets of Inflation Targeting Institutional improvements — fostering good governance and strengthening economic
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performance — are among the principal benefits of the accession process, but Turkey

Breaking the Curse of Sisyphus will also experience nominal and real economic convergence fuelling avirtuous cycle.

Serhan Cevik December 15, 2005 ¢ With secular disinflation, Turkey will achieve price stability in 2008
Inflation is already down to 7.7% and our projections show that it islikely to come
down to 4.3% this year and then to 3.5% by the end of next year. In other words,
Turkey will achieve price stability and meet the EU’ sinflation criterion in 2008.

® The budget deficit, narrowing to 2.8% of GDP last year, is below the EU limit
The data based on European accounting standards show even more impressive
improvement in public finances, as the public-sector budget deficit narrowed from
29.8% of GDP in 2001 to 3.9% in 2004 and then below the 3% mark |ast year.

e Turkey’s public debt-to-GDP will move below 60% by the end of next year
Though the composition and maturity profile of the country’ s domestic debt stock
remain problematic, we expect further improvements in borrowing conditions and
thereby a marked fall in the public-sector debt ratio to 54.2% by the end of 2007.

® Interest rates will continue converging towards the European average
Lowering interest rates to the European average will take time, but the Treasury’s
diminishing borrowing requirement and Turkey’s progress towards the investment-

ercent of G H H H
Ty ereer grade status will keep interest rates on atrajectory towards the European average.

Big Picture
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From Copenhagen to Maastricht

After the start of accession talks, Turkey ison the way to
meeting the Maastricht criteria. With the completion of a
range of legidative reforms at a breathtaking pace to meet
the Copenhagen criteria, Turkey has started accession
negotiations with the EU. Over the course of the next ten
years, the convergence with the acquis communautaire will
move the country out of institutional backwardness and help
internalizing liberal democracy and the rule of law. In our
view, ingtitutional improvements — fostering good
governance and strengthening economic performance — are
among the principal benefits of the accession process (see
Law and Order, November 26, 2004), but Turkey will also
experience nominal and real economic convergence fuelling
avirtuous cycle of declining cost of capital, increasing
investment rates and output growth, improving credit
quality and further compression of real interest rates. Indeed,
the economy is already on such atrajectory and steadily
moving towards meeting the Maastricht criteria for
becoming a member of the European Monetary Union (see
Welcome to (Outskirts) of Maastricht, October 27, 2005).

With secular disinflation, Turkey will achieve price
stability in 2008. The consumer price index posted a year-
on-year increase of 7.7% at the end of last year, down from
9.4% in 2004 and an average of 77.5% in the 1990s, thanks
to far-sighted macroeconomic policies and structural
changes raising the economy’ s growth potential. Thisisin
fact the lowest inflation reading in the past three and a half
decades and, considering the adverse effects of higher
commodity prices on Turkey’ simport-dependent economy,
reflects the strength of secular disinflation towards price
stability. Our projections show that inflation islikely to
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come down to 4.3% this year and then to 3.5% by the end of
next year. In other words, Turkey will achieve price
stability and meet the EU’ sinflation criterion in 2008.

The budget deficit, narrowing to 2.8% of GDP last year,
isalready below the EU threshold. Prudent fiscal policies
and structural reforms have produced an average primary
budget surplus of 5.8% of GDP in the last six years, leading
to adramatic drop in interest rates. As aresult, the
Treasury’ sinterest payments declined from an enormous
23.3% of GDP (or 103.3% of tax revenues) in 2001 to
13.7% (or 55.9%) in 2004 and to 9.5% (or 37.5%) last year
(see The End of Fiscal Dominance, November 8, 2005).
And, not surprisingly, we have witnessed an astonishing
correction in the central government budget deficit — from
15.2% of GDPin 2001 to 7.1% in 2004 and, on our
estimates, to 2.8% in 2005. The data based on European
accounting standards show even more impressive
improvement in public finances, as the public-sector budget
deficit narrowed from 29.8% of GDP in 2001 to 3.9% in
2004 and then below the 3% mark last year.

Turkey’s public debt-to-GDP will move below 60% by
the end of next year. Macroeconomic gains, coupled with
soaring privatization revenues, have lowered the public-
sector borrowing requirement from 16.4% of GDP in 2001
t0 4.7% in 2004 and to a mere 0.8% last year. Accordingly,
the public sector’s net debt-to-GDP ratio declined from
90.5% in 2001 to 63.5% in 2004 and, according to our
projections, to 57.5% last year. Though the composition and
maturity profile of the country’s domestic debt stock remain
problematic, we expect further improvements in borrowing
conditions and thereby a marked fall in the gross public-
sector debt ratio — another Maastricht criterion — from the
peak of 107.5% of GDP in 2001 to 61.2% this year and then
to 54.2% by the end of next year.

Interest rateswill continue converging towardsthe
European aver age. The last condition of the Maastricht
criteria states that the level of long-term interest rates must
not exceed by more than 2 percentage points the average of
the three member states with lowest interest rates. Of course,
thisis going to take along time to achieve but we believe
that the Treasury’ s diminishing borrowing requirement and
Turkey’s progress towards the investment-grade status will
keep long-term interest rates on a trajectory towards the
European average (see Buy Bonds, Wear Diamonds a la
Turca, September 26, 2005).

Please see important disclosures starting on page 3.
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Important US Regulatory Disclosures on Subject Companies

Morgan Stanley & Co. International Limited, authorised and regulated by Financial Services Authority, disseminatesin the UK
research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000,
research which has been prepared by any of its affiliates. Certain disclosures listed below are also for compliance with
applicable regulationsin non-US jurisdictions.

The research analysts, strategists, or research associates principally responsible for the preparation of this research report have
received compensation based upon various factors, including quality of research, investor client feedback, stock picking,
competitive factors, firm revenues and overall investment banking revenues.
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Stock Ratings

Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example,
Morgan Stanley uses arelative rating system including terms such as Overweight, Equa-weight or Underwei ght (see definitions below). A
rating system using terms such as buy, hold and sell is not equivalent to our rating system. Investors should carefully read the definitions of
all ratings used in each research report.  In addition, since the research report contains more complete information concerning the analyst's
views, investors should carefully read the entire research report and not infer its contents from the rating alone. In any case, ratings (or
research) should not be used or relied upon as investment advice. An investor’s decision to buy or sell astock should depend on individual
circumstances (such asthe investor’ s existing holdings) and other considerations.

Global Stock Ratings Distribution
(as of December 31, 2005)

Coverage Universe Investment Banking Clients (IBC)
% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 753 36% 272 40% 36%
Equal-weight/Hold 943 45% 320 47% 34%
Underweight/Sell 382 18% 88 13% 23%
Total 2,078 680

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual circumstances (such asthe
investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan Stanley or an affiliate received investment
banking compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O). The stock’ stotal return is expected to exceed the average total return of the analyst’ s industry (or industry
team’s) coverage universe, on arisk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock’ stotal return is expected to be in line with the average total return of the analyst’s industry (or
industry team’s) coverage universe, on arisk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock’ s total return is expected to be below the average total return of the analyst’s industry (or industry
team’s) coverage universe, on arisk-adjusted basis, over the next 12-18 months.

More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in
amonth, based on a quantitative assessment of historical data, or in the analyst’s view, it islikely to become materially more
volatile over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history are
automatically rated as more volatile (unless otherwise noted). We note that securities that we do not currently consider "more
volatile" can gill perform in that manner.

Unless otherwise specified, the time frame for price targetsincluded in this report is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be
attractive vs. the relevant broad market benchmark, asindicated bel ow.

In-Line (1): The analyst expects the performance of hisor her industry coverage universe over the next 12-18 monthsto bein
line with the relevant broad market benchmark, asindicated bel ow.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with
caution vs. the relevant broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S& P 500; Latin America - relevant MSCI country index; Europe
- MSCI Europe; Japan - TOPIX; Asia/Pacific - relevant MSCI country index.

Sock price charts and rating histories for companies discussed in thisreport are available at
www. mor ganstanl ey.conm/companycharts or fromyour local investment representative. You may also request thisinformation
by writing to Morgan Sanley at 1585 Broadway, (Attention: Equity Research Management), New York, NY, 10036 USA.
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Other Important Disclosures
This research report has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

For adiscussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the
risks related to achieving these targets, please refer to the latest relevant published research on these stocks. Research is
available through your sales representative or on Client Link at www.morganstanley.com and other electronic systems.

This report does not provide individually tailored investment advice. It has been prepared without regard to the individual
financial circumstances and objectives of persons who receiveit. The securities discussed in this report may not be suitable for
all investors. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and
encourages investors to seek the advice of afinancial adviser. The appropriateness of a particular investment or strategy will
depend on aninvestor’ sindividual circumstances and objectives.

Thisreport is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participatein

any particular trading strategy. The "Important US Regulatory Disclosures on Subject Companies” section lists all companies
mentioned in this report where Morgan Stanley owns 1% or more of a class of common securities of the companies. For all
other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives
of securities of companies mentioned in this report, and may trade them in ways different from those discussed in this report.
Employees of Morgan Stanley not involved in the preparation of this report may have investments in securities or derivatives of
securities of companies mentioned in this report, and may trade them in ways different from those discussed in this report.
Derivatives may be issued by Morgan Stanley or associated persons.

Morgan Stanley & Co. Incorporated and its affiliate companies do business that relates to companies covered in its research
reports, including market making and specialized trading, risk arbitrage and other proprietary trading, fund management,
investment services and investment banking. Morgan Stanley sellsto and buys from customers the equity securities of
companies covered in its research reports on a principal basis.

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based
on public information. Morgan Stanley makes every effort to use reliable, comprehensive information, but we make no
representation that it is accurate or complete. We have no obligation to tell you when opinions or information in this report
change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in this
report have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business
areas, including investment banking personnel.

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or
reimbursement by the company of travel expenses for such visits.

The value of and income from your investments may vary because of changesin interest rates or foreign exchange rates,
securities prices or market indexes, operational or financial conditions of companies or other factors. There may be time
limitations on the exercise of options or other rightsin your securities transactions. Past performance is not necessarily aguide
to future performance. Estimates of future performance are based on assumptions that may not be realized. Unless otherwise
stated, the cover page provides the closing price on the primary exchange for the subject company’s securities.

To our readersin Taiwan: Information on securitiesthat trade in Taiwan is distributed by Morgan Stanley & Co. International
Limited, Taipei Branch (the "Branch"). Such information isfor your reference only. The reader should independently evaluate
the investment risks and is solely responsible for their investment decisions. This publication may not be distributed to the
public media or quoted or used by the public media without the express written consent of Morgan Stanley. Information on
securities that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a
solicitation to trade in such securities. The Branch may not execute transactions for clientsin these securities.

To our readersin Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan
Stanley Dean Witter Asia Limited as part of its regulated activities in Hong Kong. If you have any queries concerning this
publication, please contact our Hong Kong sales representatives.
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This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter
Asia Limited (which accepts responsibility for its contents); in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte.
(Registration number 199206298Z7) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number
200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia by
Morgan Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No.
233742, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International Limited, Seoul Branch;
in Indiaby JM Morgan Stanley Securities Private Limited; in Canada by Morgan Stanley Canada Limited, which has approved
of, and has agreed to take responsibility for, the contents of this publication in Canada; in Germany by Morgan Stanley Bank
AG, Frankfurt am Main, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley,
SV., SA., aMorgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV)
and states that this document has been written and distributed in accordance with the rules of conduct applicable to financial
research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated and Morgan
Stanley DW Inc., which accept responsibility for its contents. Morgan Stanley & Co. International Limited, authorized and
regulated by Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the
purposes of section 21 of the Financia Services and Markets Act 2000, research which has been prepared by any of its
affiliates. Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International Limited representative
about the investments concerned. In Australia, this report, and any accessto it, isintended only for "wholesale clients" within
the meaning of the Australian Corporations Act.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make
no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and
shall not have liability for any damages of any kind relating to such data. The Global Industry Classification Standard

("GICS") was developed by and is the exclusive property of MSCI and S&P.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form.
Additional infor mation on recommended securitiesis available on request.
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