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BY ULRIKE DAUER

FRANKFURT—Commerzbank
AG said it swung to a net loss in
the first quarter because of restructuring expenses linked to
sweeping job cuts announced earlier this year, weaker revenue and
higher provisions for loans that
could turn sour.
It also said 2013 operating
profit will be undermined by pressure on revenue, a slight increase
in loan-loss provisions and costs
for planned investments in the
business announced under a fouryear restructuring plan.

The bank’s first-quarter
net loss was €94 million
($122.9 million),
matching a consensus
forecast.
The bank’s first-quarter net loss
was €94 million ($122.9 million),
matching the consensus forecast
from a poll conducted by The Wall
Street Journal. That compares with
a net profit of €355 million in the
first quarter of 2012, a figure that
was recently restated because
Commerzbank switched to new international accounting rules.
Operating profit, which the

bank considers a better yardstick
of performance, fell 19% to €469
million.
Chief Executive Martin Blessing
told shareholders last month that
a first-quarter loss could be expected because of roughly €500
million in restructuring costs the
bank is incurring this year for
4,000 to 6,000 job cuts it had announced.
The bank said the full restructuring charge of €493 million will
be booked in the first quarter.
Revenue was also weaker. The
main determinant of revenue, net
interest income, was undermined
by low interest rates. It fell 20% to
€1.36 billion from €1.69 billion, in
line with the consensus forecast.
Provisions for potential losses
on loans were up 26% to €267 million, but below the €295 million
that had been forecast.
Operating expenses showed the
first signs of improvement, falling
to €1.72 billion from €1.79 billion,
beating the forecast of €1.77 billion.
The bank’s restructuring program is aimed at shedding risky
assets, putting the retail bank on
a profitable footing, restoring
capital to comply with future
rules for banks and getting rid of
the German government’s influence.
Commerzbank is Germany’s No.
2 listed bank by market value after
Deutsche Bank AG.
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Société Générale to Cut
Jobs After Profit Falls
BY NOÉMIE BISSERBE

PARIS—Société Générale SA on
Tuesday became the latest French
bank to announce cost cuts, including the reduction of more than
1,000 jobs, as euro-zone tensions
and an accounting charge helped
slice first-quarter net profit in half.
France’s third-largest listed
bank by assets said it aimed to reduce annual costs by €900 million
($1.18 billion) by the end of 2015 to
raise its return on equity to 10%,
from 7.4% this quarter.
“Our will is to adapt our business now in order not to have to do
it in five years in more difficult
conditions. It would be criminal
not to do it now,” Chief Executive
Frédéric Oudéa said. Mr. Oudéa
also said he expects economic conditions in Europe to remain mediocre for at least the next two years.
The cost cuts are part of a
larger plan begun by the bank more
than a year ago to simplify the way
the group operates, and reduce annual costs by 9%, or €1.45 billion,
from 2012 to 2015, the bank said. It
cut costs by €550 million in 2012.
Of the 1,000 job cuts, 550 will
be at the bank’s Paris headquarters, Deputy Chief Executive JeanFrançois Sammarcelli told French
radio on Tuesday. The bank has
154,000 employees globally, of
which 40,843 are based in France.
“We deem such a plan as necessary at Société Générale, since the
group is clearly lacking attractive
revenue growth opportunities,” analysts at Espírito Santo, an investment bank, said in a research note.
Similar to most lenders in Europe, French banks are struggling
to raise their profitability in a difficult economy and volatile markets, as they face increasingly
stringent banking rules in Europe,
developed in response to the financial crisis.
French rivals Crédit Agricole
SA and BNP Paribas SA are also in
the midst of cost-cutting plans after the crisis in Europe hurt profits.

Cost-saving plans of French
banks
 Société Générale SA:
plans to cut annual costs
by €900 million by the end
of 2015. The bank will cut
over 1,000 jobs globally,
including 550 jobs at its
Paris headquarters.
 Crédit Agricole SA:
plans to cut annual
expenses by €650 million
by 2016, in part through
changes in information
technology.

Société Générale CEO Frédéric Oudéa
Elsewhere Tuesday, U.K.-listed
HSBC Holdings PLC said it had
slashed $4 billion from its annual
costs as part of its effort to shed
unprofitable businesses and combat the effects of a weak global
economy.
Société Générale said net profit
in the period ended March 31 fell
50% from a year earlier to €364
million. It was hurt by a €1 billion
accounting charge related to the
rising value of its own debt.
Crédit Agricole, meanwhile, reported a 51% jump in first-quarter
net profit to €469 million from
€311 million a year earlier, as it
draws a line under its disastrous
foray into Greece.
“Crédit Agricole is now in working order to deliver sustainable financial results,” Chief Executive
Jean-Paul Chifflet said, adding that
the bank targets “significantly positive” results in 2013.
Yet, the increase is from a relatively low base—the bank was
badly bruised by the Greek crisis in

 BNP Paribas SA: set to
spend €1.5 billion over the
next three years to cut
annual costs by €2 billion
by 2015.
Source: the companies

the same quarter last year. While
Crédit Agricole has closed the door
on a difficult chapter with the sale
earlier this year of its Greek lender
Emporiki, it is now looking for
growth in a challenging economy.
The bank said in February that it
planned to bring down expenses by
€650 million by 2016, in part
through changes in information
technology.
The three large French banks
recently completed major restructuring plans to keep up with Europe’s new tight banking rules, retreating from dozen countries and
cutting thousands of jobs globally.
Société Générale and Crédit Agricole are the last major French
banks to report first-quarter earnings. BNP Paribas, France’s largest
listed bank by assets, posted a 45%
drop in first-quarter net profit to
€1.58 billion on Friday.
Profit was hurt by a drop in investment-banking revenue and
higher provisions set aside against
bad loans in Italy.

HSBC’s Earnings Jump as Costs Drop
BY MARGOT PATRICK

LONDON—HSBC Holdings PLC
said it has slashed $4 billion from
its annual costs as part of an effort
to shed unprofitable businesses and
combat the effects of a weak global
economy.
Chief Executive Stuart Gulliver
said the bank has cut 46,000 jobs
since 2011, far more than he envisioned when he presented a threeyear strategy that year. At the time,
he said he would shave around 10%
from a 300,000-strong work force.
Mr. Gulliver said the bank has had
to react to tough economic conditions in many markets, although he
said he now sees the banking industry moving “into calmer waters” as
the euro-zone crisis appears to have
settled down.
HSBC in the past two years has
sold or closed more than 50 businesses, including retail branch networks in Russia, Thailand and Colombia. Its 20 “priority growth
markets” include China, India, Vietnam and Brazil.
The bank, Europe’s largest by assets, reported a sharp rise in first-
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quarter net profit, to $6.35 billion
from $2.58 billion. After stripping
out effects of the fluctuating value
of HSBC’s own debt and prior-year
earnings from businesses it has
sold, underlying pretax profit rose
34% to $7.59 billion from $5.65 billion in the first three months of
2012. Underlying revenue was up
about 5%, to $17.56 billion from
$16.8 billion.
Analysts said the revenue figures were disappointing but that
the bank should still be able to increase its dividend this year.
“While continuing uncertainty in
the global economy has created a
relatively muted environment for
revenue growth, we have increased
revenue in key areas including residential mortgages and commercial
banking in both our home markets
of Hong Kong and the U.K., and in
our financing and equity capital
markets business,” Mr. Gulliver
said.
He said underlying bad loans fell
for the company in every region, including the U.S., to $1.17 billion in
the first quarter from $2.09 billion
in the same 2012 period. HSBC lost

tens of billions of dollars in its U.S.
consumer-finance business in the financial crisis, and the remaining
loans in the unit are being run off.
Since addressing its problems in
the U.S., HSBC has come to be regarded as one of the world’s strongest banks. It has a higher ratio of
equity to assets than most of its
peers, and has a deep reach into
fast-growing economies in Asia,
Latin America and the Middle East,
where businesses are expanding.
However, analysts are concerned
about a squeeze on its loan margins
from central banks pumping cheap
money into the world economy, as
well as the bank’s ability to find
profitable investments for the cash
coming from business sales.
Mr. Gulliver said central-bank efforts to stimulate the global economy are weighing on loan margins.
But he said he believes the measures will speed up the pace of economic growth in the medium term,
and “that’s good for banks.”
He said costs will continue to be
a major focus for the bank in the
next stage of HSBC’s strategy, which
he is due to present May 15.

ALL ROUTES LEAD TO GROWTH
INFRASTRUCTURE PLAN PAVES
WAY FOR JOINING WORLD’S
TOP 10 BIGGEST ECONOMIES

T

urkey’s big investment in infrastructure
has put the country’s
economic path into a
virtuous circle.
Better infrastructure enhances
economic growth, which allows
for more spending to improve
infrastructure and further
economic growth.
“A lot has happened in the
infrastructure space in the past
10 years,” says Dimitris Tsitsiragos,
vice president, Europe, Central
Asia, Middle East and North
Africa for the International
Finance Corp., who is based in
Istanbul. “With roads, power,
telecoms and good logistics, you
can enhance economic activity.
You can increase growth,
increase productivity and lower
transaction costs.”

IN JANUARY, TURKEY
ANNOUNCED PLANS TO
BUILD THE WORLD’S
LARGEST AIRPORT.
Turkey’s economic growth
illustrates the story, rising 5.15%
between 2002 and 2012 according to the Ministry of the Economy.
Turkey’s economy slowed to a
2.2% growth rate last year—still
far better than the European
Union. The International
Monetary Fund forecasts 3.5%
growth for Turkey this year,
compared with a 0.2% contraction in the euro zone.
Turkey’s exports rose to a
record $152 billion in 2012, up
12.6% from a year earlier and
continuing their double-digit
growth since the global economic
crisis squeezed exports in 2009,
according to the Turkish Statistical
Institute. As a result, freight
traffic has surged, according to
Turkstat data from 2007-2011.
Continued on following page
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Rising German Rents
Fuel Firm’s IPO Hopes
BY DOUGLAS MILLER

BERLIN—The firm that owns
more rental apartments than any
other closely held company in Germany is getting nearer to an initial
public offering, hoping to cash in on
rising rents and demand for a stock
with the potential to offer attractive
yields in a low-interest-rate environment.
But the timing might have been
better if Deutsche Annington Immobilien GmbH had moved earlier.
The company, which owns about
200,000 apartments, mostly in Germany’s central and western regions,
is planning to go to market in early
July with its IPO.
The field has gotten crowded recently, as investors have flocked to
the German-rental-apartment asset
class. In the past two years, two
prominent apartment companies—
GSW Immobilien and LEG Immobilien—have gone public, joining
Deutsche Wohnen, TAG Immobilien
and Luxembourg-based Gagfah
Group, all big owners of German
apartments.
Shares of GSW, which owns
about 60,000 apartments, are up
46% since the close of trading on the
day of the company’s offering in

Turkey’s freight traffic has surged due to double-digit export growth. According to the Turkish Statistical Institute, the country’s exports rose to a record $152 billion in 2012.
Airlines have also grown rapidly—Turkish Airlines will nearly double its fleet with recent deals to buy up to 117 aircraft from Airbus (top right) and 95 from Boeing.

All routes lead
to growth
Continued from previous page
Ships carried 67% more ton-miles of
cargo, rail 18% more ton-kilometers of
freight and roads 12% more ton-kilometers of goods.
Turkey’s central location between Asia,
the Middle East and Europe has historically made it a crossroads for trade.
Modern improvements in infrastructure
have increased its importance as a
logistics center. Turkey has Europe’s
biggest truck fleet, and the length of
divided highways is nearing 20,000
kilometers, nearly tripling in length in
the decade since 2003. It now has 48
airports with scheduled flights, as well as
76 ports.
It isn’t over: Turkey’s 2013 budget
includes 13.6 billion lira ($7.5 billion) for
transportation investment and 4.3 billion
lira ($2.3 billion) for energy investment.

POSITIVE IMPACT

“There’s no question the impact was
positive. It’s across all the measures—
communication, transportation, energy,”
says Johannes Fedderke, professor of
economics and international affairs at
Pennsylvania State University and
co-author of the paper “The Productivity
Impact of Infrastructure in Turkey,
1987-2006,” published in March 2013.
The economic benefits are “more

noticeable where Turkey has gone for less
privatization and has gone for less state
provision,” Dr. Fedderke says. However,
“where the government relied more on
partnerships with the private sector, the
impact on growth was greater than where
it did not.”
Turkey spent more than Sweden,
Poland or Canada on rail infrastructure
in 2010, according to the United Nations
Economic Commission for Europe. It has
yet to privatize its railways, though, and
“one struggles to find an impact of
railway infrastructure on growth,” Dr.
Fedderke says.
In contrast, in electricity generation
there is “strong impact” on the economy,
he says. The share of private-sector
power companies has increased to 51%

crucial. With far more land mass than any
EU member, complicated by mountain
ranges, travel by land is time-consuming,
and building roads and rails is difficult.
The growth in airline passenger and
cargo capacity “helps enlarge the domestic market,” says Serdar Sayan, professor of
economics at the TOBB University of
Economics and Technology in Ankara. “It
enables Turkish businesses, especially
small and medium-size enterprises, to
serve a larger market. And when you can
serve a larger market, your costs go down
because you can then take advantage of
economies of scale.”
In January, Turkey announced plans to
build the world’s largest airport outside
Istanbul, with six runways and annual
capacity of 150 million passengers a year.

“WHERE THE GOVERNMENT RELIED MORE ON PARTNERSHIPS
WITH THE PRIVATE SECTOR, THE IMPACT ON GROWTH
WAS GREATER THAN WHERE IT DID NOT.”
in 2010, from 19% in 2000. The private
companies notably have improved
efficiency in generating power and, his
paper points out, each percent of
efficiency improvement raises productivity growth 2.06%.
Turkey has privatized five energy
companies since December, reaping $122
billion. It has 134 public-private partnership projects worth about $35 billion.
Airlines are another area of fast
growth, thanks to privatization and big
investment. Turkish Airlines, which was
privatized a decade ago, has doubled its
fleet to 215 in five years and will nearly
double it again, with recent deals to buy
up to 117 aircraft from Airbus and 95
from Boeing.
Turkey’s geography makes air links

The $9 billion project would be privately
run in a build-operate-transfer model and
would replace Ataturk Airport. Turkey also
plans to complete five more new airports
by 2014.
For more budget-minded travelers, a
high-speed rail line between Istanbul and
Ankara should cut travel time to two or
three hours—down from six or more—
when it opens late this year. Turkey plans
nearly 10,000 kilometers of new highspeed rail lines through 29 cities and
nearly 5,000 kilometers of new conventional rail lines by 2023. Other major
infrastructure projects include the $7.5
billion Gebze-Istanbul motorway with the
Izmit Bay Crossing; the $3.3 billion
Marmaray tunnel below the Bosphorus
Strait; a third $2.7 billion bridge over the

Bosphorus, and the $1.4 billion Euroasia
tunnel between the European and Asian
parts of Istanbul.

FORGING AHEAD

The World Economic Forum’s 20122013 Global Competitiveness Index ranks
Turkey No. 43 out of 144 overall, a big
jump from No. 59 the year before and No.
61 two years earlier. That puts Turkey
ahead of Brazil (48), Russia (67), India
(59) and South Africa (52). It’s also ahead
of 11 of the 27 European Union members—Lithuania (45), Malta (47), Portugal
(49), Latvia (55) Slovenia (56), Cyprus
(58), Hungary (60), Bulgaria (62), Slovakia
(71), Romania (78) and Greece (96).
On the index’s infrastructure measure
Turkey ranks No. 51, but it punches
above its weight on air transport, where
it’s No. 36 for quality and No. 19 for
available airline seat kilometers per
week, with 1.8 million.
Turkey ranks better than most
Southeastern European countries, but not
quite as high as those in Central Europe or
the Baltics in the European Bank for
Reconstruction and Development’s 2012
Transition Report. On a scale from 1
(conditions of a rigid, centrally planned
economy) to 4-plus (conditions of an
industrialized market economy), Turkey
gets marks between 3-minus and 3-plus
for natural resources, sustainable energy,
electric power, water and wastewater,
urban transport, roads, railways and
telecommunications.
“They are catching up,” says Mr.
Tsitsiragos of the IFC. “They are not there
with Europe yet, but they are catching up.
It’s important for them.” Turkey, currently
the world’s 17th biggest economy according to the IMF, wants to be in the top 10 by
the country’s centennial in 2023. “To do
that requires infrastructure investment,”
he says.

April 2011. But LEG is down about
3.7% since closing on the day of its
IPO this past January, a performance
analysts partly blame on saturation
in the sector.
Some investors say that, for Annington’s IPO to be successful,
shares will have to be priced at a
10% to 15% discount to net asset
value. LEG and TAG are trading at
discounts of 5.2% and 6%,
respectively.
To be sure, plenty of analysts are
bullish on Annington. They say German apartment builders are a good
bet both for their yields and to
hedge against Europe’s uncertain future. If there is ever a collapse of the
euro, being invested in assets that
could be denominated in a German
currency would amount to “catastrophe insurance,” said Peter Papadakos, of Green Street Advisors.
But Mr. Papadakos also points
out there is plenty of land available
for development in most cities.
“Supply could quickly respond to
market signals, undermining current
expectations of positive, real, longterm price growth.”
If the Annington IPO goes as expected, selling shares worth as much
as €4 billion ($5.2 billion), it would
easily top the €1.4 billion raised in

the IPO of Telefonica SA’s German
unit late last year, the largest public
offering in Germany in more than
five years. Initial dividend yields are
seen at between 3.25% and 3.75%.
J.P. Morgan Chase & Co. and
Morgan Stanley are handling the offering.
A spokesman for Annington, a division of London-based Terra Firma
Capital Partners, declined to comment. Terra Firma didn’t respond to
calls seeking comment.
The German residential market is
attractive partly because Germans
enjoy the continent’s healthiest
economy but pay the lowest relative
rents in Western Europe, according
to Green Street. In recent years,
there also has been a dearth of new
supply despite plentiful land.
Shortly after the country’s reunification in 1989, there was a building
boom. But developers have had little
incentive to build since then, because rent growth has been weak
and population growth flat.
That is beginning to change in
some parts, due to immigration. For
example, an estimated 30,000 people
are moving to Berlin every year,
while only about 4,000 new apartments are being built, leading to an
annual 15,000-unit shortage, accord-
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A Deutsche Annington rental-apartment property in Karlsruhe, Germany
ing to analysts at J.P. Morgan Cazenove. The lack of supply has put upward pressure on rents, which rose
in Berlin by 8.1% in 2012 and in Munich by 9.1%, according to a recent
report by J.P. Morgan Cazenove.
Rising rents have attracted investors, who spent more than €200 billion on large, multifamily portfolios
in 2012 alone. The deals included
GSW’s purchase of 7,000 apartments
in the Berlin area and Deutsche
Wohnen’s acquisition of 23,400
apartments from Barclays Capital,
bringing its total to more than
80,000.
Transaction volume has slowed
as prices have risen. “We are not
willing to overpay, and we think
growth in this year is not needed,”
said Deutsche Wohnen Chief Executive Michael Zahn, on a call with in-

vestors in March. But the deal making hasn’t stopped completely. In
April, Patrizia Immobilien, based in
Augsburg, Germany, led a group that
agreed to purchase 92% of GBW AG,
a residential landlord with 32,000
apartments, from BayernLB, a state
bank. The sale valued GBW at more
than €2.5 billion.
Deutsche Annington, like many of
its rivals, is a relatively young company with old roots: It was formed in
2001 when Terra Nova bought a huge
portfolio of decades-old workers’
flats from German Federal Railways.
Harm Meijer, an analyst at J.P.
Morgan Cazenove, suggested peace
of mind will be a selling point, in the
form of “4.5% to 5% yield, 2% rental
growth, and a nice sleep.”
—Eyk Henning
contributed to this article.
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The Quest for Another Mobile Platform

BY YUN-HEE KIM
AND THOMAS GRYTA

Some of the world’s biggest
handset makers and telecom carriers are embracing alternative mobile operating systems this year in
a quest to become credible challengers to smartphones run by Apple Inc. and Google Inc.
These companies are hoping they
can outgun attempts by Microsoft
Corp. and Research In Motion Ltd.
to emerge as a third alternative platform to the iPhone and Android devices, which have a virtual stranglehold on the market.
Manufacturers such as Huawei
Technologies Co., LG Electronics
Inc. and ZTE Corp. are building
phones for Mozilla’s Firefox OS due
out this year with the support of
several major carriers.
The first mobile phone using Tizen, a system co-developed by Samsung Electronics Co. and Intel
Corp., is slated to be unveiled in the
third quarter. London-based Canonical Ltd. is making a smartphone version of its Linux-based computer operating system called Ubuntu, with
plans to ship the software on phones
through mobile operators in the
early part of 2014.
And Jolla Ltd., a Finland startup,
plans to launch a smartphone based
on its own proprietary “Sailfish”
platform later this year.
Handset makers and telecom operators say diversification is needed
to bring down the cost of handsets
and subsidies. Some of them also
fear that market leader Google is be-

coming too dominant.
But any new mobile operating
system faces an uphill battle against
deep-pocketed early movers Google
and Apple. In order to gain meaningful market share, a third alternative
needs to earn the support of handset
makers, carriers and app developers.
Even some executives of handset
makers that are supporting alternative operating systems such as Firefox privately express some skepticism.
The alternative platforms must
be able to attract enough software
developers to create good native applications for the devices—something even BlackBerry and Microsoft
have been battling to achieve.
“Adopting a new platform is like
an insurance policy and success
isn’t guaranteed,” said one executive
at a handset maker.
For years, Samsung and Nokia
Corp., two of the world’s biggest
handset makers, invested in their
own operating systems with little
success despite their scale and relationship with carriers because they
weren’t able to attract developers to
create good applications.
Nokia’s Symbian and Samsung’s
Bada had unfriendly user interfaces,
slow browsers and they didn’t
seamlessly sync with other devices.
As a result, Nokia ended up dropping the Symbian platform in favor
of Microsoft’s Windows-based devices. Samsung plans to integrate
Bada into Tizen.
“If Microsoft with almost unlimited resources can’t break in, it’s going to make someone think twice,”
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said Gartner analyst Hugues de la
Vergne.
Last year, Android and Apple’s
iOS accounted for 87.6% of the 722.4
million smartphones shipped worldwide, up from 68.1% in 2011, according to data from market-research
firm IDC.
Samsung is the single-biggest
maker of Android smartphones and
will continue to use Google’s software for its phones. But J.K. Shin,
co-chief executive of Samsung, said
the company is also open to other
operating platforms like Tizen to
give consumers and telecom operators more flexibility.

To improve its user interface and
software for Tizen, Samsung has
been luring app developers and
software engineers from overseas
including India, Mr. Shin said.
Canonical product manager Richard Collins said that Ubuntu has a
growing developer community and
it supports native apps.
He said Ubuntu makes it quicker
and easier to find apps and content
than other smartphones by swiping
from the screen edges rather than
going in and out with the home button to find and switch applications.
Canonical also has a partnership
with Qualcomm Inc. to launch a device that will use the U.S. company’s
chipsets.
“We want to offer a viable, nonfragmented alternative to Android
where both mobile operators and
OEMs have a greater degree of flexibility for both service and user interface customization,” Mr. Collins said.
Mozilla says lower costs are a
key motivation for the new ecosystems. While the developed world
has deep penetration of smartphone
use, that isn’t yet true in emerging
markets and having an accessible
price point will be important.
“Several billion people are going
to come online in the next few years
with their first smartphone,” said
Mozilla Chief Operating Officer Jay
Sullivan. The organization expects
Firefox OS devices to launch this
summer, first in Colombia, Poland,
Spain and Venezuela.
Firefox is based on HTML5 technology that is used on many websites and allows easier integration

with the mobile browser.
Tizen and Ubuntu also use
HTML5 in their development, something that should allow applications
on both operating systems to be interoperable.
More
important,
HTML5 removes a layer of software
from Android, said Mr. Sullivan, and
thus drives down the cost of hardware needed to run it.
Another entrant, Jolla, says its
‘Sailfish’ platform is a second-generation operating system like BlackBerry’s BB10 and is easy to use because it has a gesture-based user
interface and is designed to avoid
patent litigation.
“Android is open and can be
used by licensees and the user interface can be modified, but these
modifications are not supported by
Google’s release,” said Jolla Chairman Antti Saarnio. “Sailfish is designed to support the business partners’ business models.”
Jolla, established by former
Nokia engineers, set up a Hong
Kong office last December and is
aiming to expand in China with
mid-to-high end smartphones.
“In the short term, these new
mobile operating systems will not
make a significant dent in the market,” said Ramon Llamas, research
manager at IDC.
“But from a long-term perspective, I expect Android to feel more
pressure…and until Apple reveals a
low-cost iPhone, other operating
systems are going to be in a position
to take share,” Mr. Llamas said.
—Amir Efrati
contributed to this article.

Microsoft Tries Reboot
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tober.
Microsoft’s willingness to shift
strategy on Windows 8 is a test for
Microsoft Chief Executive Steve
Ballmer, who placed a high-profile
bet on a computing philosophy that
PCs, tablet computers and smartphones should share common elements, style and underlying software.
The hiccups for Windows 8, however, have spotlighted the sometimes-awkward fit when a software
is grafted onto both a tablet computer used for watching movies and
surfing the Web, and on a 27-inch
desktop computer primarily for
workplace functions. Microsoft rival
Apple Inc. has different software for
tablets and for computers, believing
the tablet is a separate computing
category altogether and it shouldn’t
try to be a PC in a different guise.
As part of a wave of changes Microsoft is planning in coming
months, Ms. Reller also outlined
how Microsoft is working on helping
people overcome obstacles to learning a dramatically revamped software, altering the shopping experience for consumers, getting more of
people’s favorite apps available for
Windows 8, and making sure a
wider array of Windows 8 computing devices will be on sale.
Ms. Reller said what Windows 8
users and retailers have said for
many months—Windows 8 is a better experience on touch-screen computers—and vowed that Microsoft
will put all its weight behind touchscreen devices. But Ms. Reller conceded Microsoft missed a sales opportunity by not having enough
touch-screen Windows 8 devices out
of the gate.
“If we could have done a better

job accomplishing that in the holiday launch or in the selling season
following, that certainly would have
made a positive difference,” Ms. Reller said. She said Microsoft has been
having discussions with PC makers
such as Dell Inc. to help them figure
out what devices should get the
most attention.
Microsoft also missed a sales
boom of the small tablets that suddenly became popular with consumers last fall. People familiar with Microsoft’s product plans have said the
company didn’t anticipate the rise
of sub-8-inch tablets, which comprised nearly half of the tablet market in the fourth quarter, according
to IDC.
Ms. Reller in the interview said
Windows technical staff responded
“awfully darn fast” to the surge of
sales of devices such as Google
Inc.’s 7-inch Nexus tablet and Apple’s 7.9-inch iPad Mini.
Ms. Reller declined to discuss
Microsoft’s plans for more homegrown computing devices in addition to two models of its Surface
tablet-style computer introduced
since October. The Wall Street Journal has reported Microsoft is working on a new lineup of its own devices including a 7-inch tablet.
For the updated Windows software, Microsoft plans two updates
in coming weeks.
First up will be details about
pricing, packaging and an official
name to replace the Blue code name.
The new software will be available
later this year in time for the holiday season, Ms. Reller said.
A second Blue update will explain the technical vision, address
customer feedback about Windows
8 and outline options for new types
of Windows 8 machines, she said.

FOCUS ON TURKEY

The nation’s
banking boom
continues

enterprises finance.
Turkey offers opportunities to
develop capital markets, Mr.
Tsitsiragos says. “The financial
sector has done well and is well
managed. The banks are
competitive. It’s one of the few
markets for investment into the
banking sector—Russian banks
and some Middle Eastern banks
are acquiring Turkish assets. But
it will be good for Turkey to focus
more on capital markets to
finance infrastructure,” he says.

bY makIng JudIcIous cuts and scalIng back on loans
the fInancIal sector has maIntaIned good health

A

healthy financial
sector has been a
key driver of
economic growth
in Turkey over the
past decade—something few
other countries around the
world can claim.
When the global financial
crisis began in 2008, “Turkish
banks were well-capitalized.
Their open positions were at
relatively sound levels and
non-performing loans were at
low levels,” says Caner Bakir,
associate professor of international political economy at Koç
University in Istanbul.
Turkey’s bank-capital-to-assets
ratio was 12% last year, a level
that’s held steady since 2008,
according to the World Bank. By
contrast, Germany’s ratio was
4.4% last year. Under the Basel II
international banking rules the
core capital ratio must be 7%,
with certain exceptions.
Turkey’s sole weakness was
its reliance on foreign shortterm capital inflows, which
shrank dramatically when the
crisis hit. “Offshore funding
opportunities were limited and
the cost was high,” Dr. Bakir
says. “That was a big challenge
for Turkish companies and the
banking sector.”

FOREIgN ExcHaNgE maTTERS

Foreign exchange dried up.
“Short-term foreign exchange
inflows are very important for
economic growth in Turkey,” Dr.
Bakir says. Turkey’s central bank
responded by injecting liquidity
into the market through several
avenues. It suspended foreignexchange buying auctions and
launched foreign-exchange
buying options; it increased
transaction limits for commercial
banks in the foreign-exchange
deposit market; it reduced
lending rates; it lowered the
foreign-exchange reserve
requirement to 9% from 11% and
it increased export limits. In
addition, it increased export
rediscount credit limits and
relevant legislation was reconfigured to make it easier for
exporters to access credit, Dr.
Bakir says.
Meanwhile, the global
economic crisis was reducing
demand for Turkish exports,
especially to the European Union.
The central bank responded by
lowering “its policy rates more
than any other central bank in

emerging markets operating in
an inflation-targeting framework in 2009,” Dr. Bakir says.
“The cuts were vital in affecting
economic activity.”
At the same time, banks—
wanting to avoid risk—scaled
back new loans. Loans to small
and medium-size enterprises
(SMEs) declined sharply in the
economic downturn, though
consumer, commercial and
corporate loans shrank as well,
he says.

EcONOmy HaS blOOmEd

Since 2010, Turkey has
observed increased foreign
capital inflows, bank loans have
grown about 11% a year and as
much as 16% at the end of last
year, and the economy has
bloomed, with 9.2% growth in
gross domestic product in 2010,
8.5% in 2011 and 2.2% in 2012.
Profits in the banking sector rose
19% last year to 23.6 billion lira
($13 billion), according to the
Turkish Banking Regulation and
Supervision Agency.
The boom in banking is likely
to continue in 2013, thanks to
low interest rates. Turkish banks
expected a rise in demand for
retail and commercial loans this
year, according to a central
bank survey.
Demand for credit is particularly strong from SMEs, which
account for about 70% of jobs in
Turkey. The biggest constraint
for SMEs to grow is a lack of
access to financing, says Dimitris
Tsitsiragos, vice president,

“It’s one of the few
markets for Investment
Into the bankIng
sector—russIan banks
and some mIddle eastern
banks are acquIrIng
turkIsh assets.”
Europe, Central Asia, Middle
East and North Africa for the
International Finance Corp., who
is based in Istanbul.
Almost 65% of bank loans go
to commercial and corporate
enterprises, including SMEs,
says Dr. Bakir. “The banking
community these days are keen
to make loans to these enterprises. SME profit margins are

FURTHER OPPORTUNITIES

Profits in Turkey’s banking sector rose 19% last year, according
to the Turkish Banking Regulation and Supervision Agency.
relatively high.”
However, SMEs also present
problems for Turkey’s compliance with Basel II, because SMEs
often lack proper accounting
systems and don’t have credit
ratings, he says.
Access to financing is the top
complaint about doing business
in Turkey, cited by 14.1% of
respondents in the World
Economic Forum’s Global
Competitiveness Report for
2012-2013. Turkey ranks No. 44

out of 144 countries for financial
market development in the report.
In the European Bank for
Reconstruction and Development’s 2012 Transition Report,
Turkey scores between 3-minus
and 4-minus on a scale from 1
(standards of a centrally planned
economy) to 4-plus (standards of
an industrialized market
economy) for the development
of its banking, insurance, private
equity, capital markets and
micro, small and medium

Long-term corporate bonds
are starting to be issued in capital
markets, Dr. Bakir says, though
it still doesn’t constitute a large
portion of external funding
for companies.
Other opportunities in the
financial sector include retirement and insurance, both
underdeveloped to date. A
government program subsidizes
savings set aside for retirement
funds, and Turks are taking
advantage, he says. Just as more
Turks are adopting personal
retirement savings, they also are
buying insurance. “A lot of
people didn’t have property
insurance for their homes or
cars, or health insurance, so the
potential is huge,” he says.
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