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FOCUS ON TURKEY

SeeingThe PoTenTial
of euroPe’S gaTeway

Ports investment will ease access to middle east and asia

T
urkey has the ideal location
for a logistics hub. Situated on
theeasternedgeof theMediter-
ranean, with the only sea
access to the Black Sea, and

borders with eight countries, Turkey lies
between East andWest, North and South,
and has a large domestic market as well.

“Turkey’s geographic location, along
with [its] significant investment in
infrastructure, means the market also
holds exceptional potential to morph into
an international logistics gateway hub,”
says Nilgun Dil Erman, managing director
in Istanbul for Jones Lang LaSalle, a
financial and professional services firm
specializing in real estate services and
investment management.

A Jones Lang LaSalle survey of
European supply-chain managers last
year revealed that Turkey was expected to
be the top emerging logistics location.
More than a quarter of respondents
ranked the country in their top three
emerging locations across Europe, the
Middle East and Africa.

Infrastructure vIsIon
Turkey has beenmaking some large

investments in infrastructure, from
highways to ports, rails and airports—with
more planned in order to reach its vision
for 2023, the centennial of the Turkish
republic.The plans include 16 new
large-scale logistics centers.

“The 2023 Strategy positions Turkey as
a ‘Global Logistics Transfer Hub,’

integrating all types of transport and
minimizing costs by shifting to seaway,
railroad and intermodal/combined
transportation,” Ms. Erman says.

The importance of logistics in Turkey
has long been accepted, but it’s only in
the past five years that the country has
begun to look at logistics as a strategic
tool rather than an operational one, says
Okan Tuna, professor at the Beykoz
Vocational School of Logistics in Istanbul.

In the wake of the global financial
crisis, many international companies
found themselves with high inventory
levels because of long lead times with
manufacturing centers in Asia.

“Being in Turkey, you can easily decrease

your order cycles, so you can have less
inventory—and thus lower costs—and
you can easily have high turnover rates
because of the closeness to the European
market,” Dr. Tuna says. “It’s the same for
Middle Eastern and Africanmarkets. You
can get to them easily from Turkey.”

Logistics fuels economic growth by
enabling domestic companies to reach
larger markets and thus be able to take
advantage of scale economies, says
Serdar Sayan, professor of economics at
the TOBB University of Economics and
Technology in Ankara. Logistics also helps
cut costs directly by making transporta-
tion more efficient and cheaper.

Trade has been expanding rapidly.
Turkey saw 5.6 million TEUs of cargo pass
through its container ports in 2010, up
23% from a year earlier, according to the
United Nations Conference on Trade and
Development. TEUs are 20-foot equiva-
lent units, a measure of cargo containers.

Turkey also is the gateway to energy
from theCaspian Sea, especially for Europe.
Ceyhan, on Turkey’s southern coast, sits
at the terminus of oil pipelines from
Azerbaijanand Iraq.TheShahDeniznatural
gas pipeline from Azerbaijan also goes to
Ceyhan, while the TANAP gas pipelinewill
traverse the country toGreece andBulgaria.

Turkey rankedNo. 27on theWorldBank’s
Logistics Performance Index, just behind

China. Turkey moved up fromNo. 39 in
2010.The indexmeasures customspro-
cesses, infrastructure, logistics, tracking
and timeliness. Turkey’s liner shipping
connectivity index has improved to 52.13
this year, up from 25.60 in 2004, based on
amaximum of 100 for the 2004 figures.
Themeasure includes the number of ships,
their capacity, the maximum vessel size,
the number of services and the number
of companies deploying ships to and from
a country’s ports.

Turkey has privatized four out of seven
ports thatwereunderTurkish StateRailways
—Mersin, Iskenderun, Bandırma and
Samsun—and wants to privatize the

others. In addition, international port
operators have built or are planning ports.

new termInals
APM Terminals, a unit of Danish

shipping giant Møller-Mærsk A/S, is
partneringwith Petkim, a Turkish petro-
leum company that operates Petkim Port
near Izmir, Turkey’s third-biggest city and
one of its top three logistics clusters, to
turn the port into the Aegean Gateway
Terminal.DPWorld, aDubai-based terminal
operator, is about to start construction on
its Yarimca container terminal near the
automotivemanufacturing center of Izmit.
Mediterranean Shipping Co., based in
Geneva, operates Asyaport near Tekirdag.

International shipping companies “see
the potential and have reserved their
places,” says Oguz Bagis, an independent
port consultant and co-author of “The
Competitiveness of Global Port-Cities:
The Case of Mersin, Turkey,” published by
the OECD in February.

Construction has begun on amegaport
near Izmir at Çandarlı, with a growth
potential of 25 million TEUs, which would
make it thebiggestport in theMediterranean
and one of the 10 biggest ports in theworld,
capable of docking the largest vessels.

“In Çandarlı the government is thinking
big,” Mr. Bagis says.

Mersin is Turkey’s second-largest port
after Ambarli near Istanbul. It is operated
by the Port Authority of Singapore and
Afken Holding, a Turkish operator of
airports, utilities and ports as well as

By Catherine Bolgar
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Exchanges Measure Global Volatility
There is volatility all over the world

today. And now there is a way to evalu-
ate its potential impact on investments.

The Chicago Board Options
Exchange, which launched the first vol-
atility index 20 years ago and spawned
the creation of the CBOE Volatility
Index (VIX) futures and options con-
tracts, has watched their creation go
global. The original VIX measures the
volatility of the S&P 500 index, and is
also known as the “fear gauge.” In oth-
er words, it measures just how quickly
and severely themarket is react-
ing to news or events. The VIX–
based indexes are simply a tool
that can be used to measure the
fear, apathy or optimism in the
market.

Today, the VIX index meth-
odology is licensed by exchang-
es in Germany, Hong Kong,
India, Taiwan and Korea. And
most recently, the Australian
Securities Exchange launched
its A-VIX futures on October 21,
marking the latest exchange to
offer a tradable instrument that
reflects near-term market vola-
tility over the next 30 days.

Those are just a few of the
VIX-related futures and options
contracts. The CBOE now lists
more than two dozen VIX-type
contracts on everything from
the NASDAQ-100 Index to gold
and is extending its trading
hours for the VIX futures to at-
tract more European trading.
CBOE is launching its Russell
2000 Volatility Index (RVX) in
November. There are also nu-
merous volatility-based ex-
change traded funds or ETFs.

The question many investors
have about such indexes is what
does the VIX actually measure
and how can I use it?

The key to understanding
volatility products is to know the
difference between historical
volatility and implied volatility.
Historical volatility is the move-
ment up and down of the un-
derlying stock price measured
in terms of an annualized stan-
dard deviation as a percentage
of the stock price.This is helpful
for those investors comparing
one stock or index to another.

Implied volatility, which is
what the VIX-based indexes
measure, tells investors what
the market expects over the next
30 days. Take the EURO STOXX
50 Volatility Index (VSTOXX),
which is traded on the German
exchange Eurex. Volatility was
around 16 on September 9, but
rose to 23 on October 10. What
happened? For starters, the
German national election oc-
curred on September 22. The
U.S. government shutdown be-
gan on October 1 and the U.S.
debt-ceiling issue roiledmarkets
around the world as the October

17 default date approached. As a for-
ward-looking index, VSTOXX and oth-
er VIX indexes show just how worried
markets are about such events ahead of
time, but do not reflect that fear on the
actual date of the event. Since then the
VSTOXX fell back to around 15 by late
October.

One of the interesting things about
VIX-based indexes is that they are often
thought of as uncorrelated to the un-
derlying stock index. Simply put, such
volatility indexes risewhen stock index-

es drop and fall whenmarkets rise.This
reverse correlation is very attractive to
investors because unlike stocks, bonds
and commodities, which all happened
to fall when the 2008 financial crisis hit,
VIX indexes rose dramatically. They
can provide perspective when the mar-
ket appears to be falling apart.

Today, VIX indexes have been
trending low and relatively flat as
economies around the world slowly
regain their footing. Some investors
would say that VIX is rather quiet

lately due to the lack of supercharged
events, but that has not slowed inves-
tor interest in such products. In fact,
more volatility indexes are scheduled
for the future including the launch of a
Short-Term Volatility Index, which has
just a nine-day horizon.

But the next market event is un-
doubtedly brewing somewhere. And
when it bubbles up to the surface, in-
vestors can look at VIX indexes to help
them protect their portfolios.

— J.K.

CME Group is a trademark of CME Group Inc. The Globe logo is a trademark of Chicago Mercantile Exchange Inc. All other trademarks are the property of their respective owners. Copyright © 2013 CME Group. All rights reserved.
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Withmore than 5,000miles of coastline
and countless cultural and historical sites,
turkey is increasingly a desirable destina-
tion for cruise ships.

istanbul received 621,000 cruise
passengers in 2011, up 67% in just five
years. izmir’s passenger traffic nearly
tripled and Kusadasi’s rose 76% in the
same period, despite the global economic
crisis at the time. Cruise lines’ interest is
becomingmore concrete: royal Caribbean
Lines, for example, has a 27.5% stake in
the port of Kusadasi.

istanbul, whose cruise port facilities
were privatized inmay, in particular is
poised to be a “home port,” says oguz
Bagis, an independent logistics consultant
in izmir. A home port is where cruise
itineraries begin and end, and where

passengers on different itineraries may
change ships. home ports therefore need
good airline connections, hotels, restau-
rants and other tourism infrastructure.
With a third airport to start construction
in istanbul next year, international
connections and capacity will increase.

home ports also are where ships stock
up on supplies, such as food and linens.

turkey is attractive as a home port because
of its established logistics network in
istanbul, with lower-cost supplies than the
alternatives in themediterranean, mr.
Bagis says.The key home ports in the
region are Venice, Civitavecchia near
rome, and Barcelona, and to a lesser
extent Piraeus, next to Athens.

Piraeus serves mostly the Greek islands
and smaller ships, rather than themega-
vessels driving the cruise industry.The
other home ports are saturated with
Westernmediterranean traffic and are far
from easternmediterranean destinations
and the high-potential Black Sea.

The opportunities for cruise-industry
growth in istanbul, and turkey in general,
are heightened by the industry’s search for
new products and itineraries, as well as
turkey’s growingmiddle class, which
presents amostly untappedmarket.

—Catherine Bolgar

FOCUS ON TURKEY

Special Advertising Section

construction, shipping and real
estate. About 30 shipping lines
call atMersinwithcontainers, from
where theycanconnectwithabout
300 ports around the world.

Every euro of output in the
port leads to additional output
in the national economy of €1.20,
the OECDpaper estimates.The
port is responsible for about
17,000 jobs, a number that is
increasing with port activity.

Turkey’s vision for 2030
includes increasing its exports
to $500 billion, from $150
billion today.That kind of
growth means “port activities
and container activities will be
tripled or quadrupled, and this
port (Mersin) will not be
sufficient,” says Jozef Atat,
general manager of Atako
International Transport,
Shipping & Trading Co. and
president of the Mersin
Logistics Platform, a private-
sector group of companies and
organizations working to create
a full-service intermodal
logistics center near Mersin.

Activity in Mersin already has
mushroomed, to 1.3 million
TEUs a year from 500,000 TEUs
six years ago, with annual
growth of 8% to 10%.

Mersin is one of three new
ports—along with Çandarlı, as
mentioned above, and Filyos on
the Black Sea—in the Turkish
government’s plans, with
construction planned to begin
in 2014 or 2015.

TheMersin Logistics Platform
is looking to supplement the
port activitiesbycreatinga logistics
village about 14 kilometers from
the port, served by a direct rail
line so that containers can be
taken from ship to warehouse
seamlessly, and where compa-
nies can do final assembly,
finishing or packaging of goods.

The platform’s location
means trucks can avoid the
center of the city of nearly a
million people, while the port
and platform have a large pool
of well-educated, skilled
workers nearby.

Lying on the southern coast
of Turkey, Mersin is the best
port for accessing Central Asian
andMiddle Eastern countries,
such as Azerbaijan, Iraq and
Iran—and in better times Syria—
as well as countries beyond. It is
well situated for serving Turkey’s
interior, with its large domestic
market. Mersin is well served by
highways and railways, and is
getting anew international airport.

The expansion at Mersin and
other ports is critical to posi-
tioning Turkey to become an
international logistics center,
says Mr. Bagis, adding, “As soon
as capacity is expanded, Turkey
can become amajor transship-
ment hub.”

Seeing the
potential
of Europe’s
gateway
Continued from previous page

Cruising Toward suCCess

Over a five-year period, through the
global economic crisis, Kusadasi’s

cruise passenger traffic increased 76%.
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There have been unexpected
shocks within the markets them-
selves. The so-called “Flash Crash” in
May 2010 sent stocks plunging and
rocked investor confidence when
certain orders triggered automatic
selling. This was followed by several
securities market technology glitches
and shutdowns. And there have been
rattling events outside the markets:
the European debt crisis in 2010 and
beyond; the fiscal cliff in January; a
false tweet about a White House ter-
rorist attack in April; the Syrian crisis
this past summer; and the more re-
cent U.S. government shutdown and
debt-ceiling saga.

Betweenunforeseenmarket shocks
and broader market shifts, investors
are faced with the question, How do
I protect my portfolio? Two markets
that individuals, banks and business-
es have used to mitigate those risks
are the options and futures markets.
Indeed, the trading volume of options
and futures grew 161 percent from
2003 through 2012 globally.

“Futures markets have historically
had deep pools of liquidity,” says Terry
Duffy, CME Group executive chair-
man and president. “When we have
experienced fast-moving events in the
markets, futures have offered a way
for investors to transfer risk. And if
you look at the growth of the futures
industry over the past 25 years, or past
decade, it shows that more market
participants are coming to our mar-
kets to hedge their risks.”

Looking at the broader macro-
economic picture, large institutional
investors such as pension funds, en-
dowments and fund managers are
preparing for the Federal Reserve
Bank’s strategy to taper its bond buy-
ing policy, also known as quantita-
tive easing. Cutting back on buying
government debt will begin a period
of more traditional Fed actions. Some
may also interpret this as a sign that
the Fed is edging closer to raising

interest rates again, which typically
has meant prices for those bonds will
fall. In other words, bonds purchased
in recent years at higher prices could
start losing money.

Prior to the economic fallout of
2008, many investors and financial
advisors didn’t shield their clients’
portfolios from market shocks or ex-
treme volatility using options and fu-
tures. But the word has been getting
out about their utility and flexibility.

“People are realizing that the
60/40 stock-and-bond portfolio isn’t
enough anymore,” says Mark Shore,
chief research officer at Shore Capital
Management and an adjunct profes-
sor at DePaul University. “True diver-
sification isn’t just having stocks in
two different stock sectors, or having
U.S. and foreign stocks. You need to be
looking at other strategies and prod-
ucts you can add to your portfolio.”

The Options Industry Council,
which serves as the education arm of
the equity options markets, has seen
higher demand for options education,
especially among professional wealth

managers, now its fastest growing cat-
egory of students.

Essentially, investors can use op-
tions contracts to buffer or protect
a portfolio if the stock or stock mar-
ket goes down. Some options strate-
gies allow investors to protect against
steep drops like insurance, which pay
off when stocks or broader indexes hit
a predefined price.

Futures offer traders a price on a
commodity or financial instrument,
such as stock indexes or interest rates,
for delivery at some point in the fu-
ture. That helps lock in prices and
smooth out volatility in a portfolio.

“If you own long-term bonds, then
you have a longer duration, which
means you have a lot of interest rate
risk. More duration is more interest
rate risk,” explains Kevin Baldwin, di-
rector of education at the Institute for
Financial Markets. “Futures allow you
to set a target for your duration and
synthetically change it to hit any target
you want. Futures offer tremendous
opportunities to manage risk but you
have to spend time to quantify what

that risk is.”
Market professionals stress that

investors need to educate themselves
before getting into these products.
Futures, for example, are leveraged
and can lead to losses greater than the
initial investment.

“These markets are intended to
handle risk management, not capi-
tal formation,” Duffy says. “They are
intended to allow people to mitigate
their risk and grow their businesses.”

In the futures realm, investors can
invest in a managed futures account
with a commodity trading advisor.
These accounts work in a similar way
to mutual funds, in that an advisor is
activelymanaging an investment strat-
egy in futures markets for customers.
One cautionary note is that fees can
vary dramatically, so understanding
expenses and investment strategy is
critical.

Baldwin says learning the ins and
outs of futures is the first step. Setting
a strategy with proper risk manage-
ment is next.

Even in a market that has chopped
along sideways in recent months,
thought leaders say options and fu-
tures are still grabbing the attention
of those advisors, individuals and in-
stitutions looking for tools that can
handle another bump or cliff. For
long-time market professionals like
Shore, futures and options help in of-
fering true diversification.

“Investorsoften tendto lookateach
component of the portfolio as a stand-
alone investment and they think they
need to be making money on all the
investments simultaneously,” Shore
says. “But that’s not what they should
be doing. They should look at the net
effect of the total portfolio.”

Jim Kharouf is a financial editor and
reporter who has covered the futures and
options markets since 1996. He also serves
as president and editor-in-chief of John
Lothian News, a Chicago-based financial
media company.

I l l u s t r a t i o n b y M i c h a e l A u s t i n

By Jim Kharouf

Just over five years since the financial collapse and the start of the so-called “Great Recession,” investors are weighing what
may come next to the markets. And since those chaotic days back in September 2008, they have seen their share of bumps,

dips and cliffs in the financial markets.

options & futures

MitigatingMarket Shock

2012 Global Futures and options
Volume by reGion
Based on the number of contracts
traded and/or cleared at 84
exchanges worldwide

Note: Location of exchanges is determined by
country of registration. Other consists of
exchanges in Dubai, Israel, South Africa, and Turkey.

REGION JAN-DEC 2012

Asia Pacific 7,526,280,394

North America 7,226,899,794

Europe 4,389,385,894

Latin America 1,730,633,143

Other 316,826,363

Total 21,190,025,588
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