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The Cost of Inflation 

A Praise for Price Stability 
 
 

 An inflation which is higher on average by 10 percentage points above 
levels consistent with price stability leads to a reduction in real GDP 
growth rate by 0.2 to 0.3 percentage points.1 

 
 Average inflation in Turkey between 1970 and 2005: %50 

 
 Hence, real GDP growth rate was reduced by high inflation to the extent of 

1 to 1.5 percent per year during the 35-year period. 
 

 Accordingly, without high inflation, real GDP of Turkey could have been 
between $1 trillion and $1.3 trillion instead of the current level of $772 
billion by the end of 2011. 
 
 

1Barro, Robert J. (1995). "Inflation and Economic Growth." NBER Working Paper Series, w5326. 
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The Cost of Financial Instability 

 

A Praise for Fiscal Discipline 

 

 

 If   
public debt

GDP
> %90, median growth rates fall by 1 percent2. 

 

 

 If public debt were not brought down from levels above %90 since 2002, 
real GDP in Turkey would have been %9.2 lower than the current level, i.e. 
$701 billion dollars instead of the current level of $772 billion dollars. 
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2Reinhart, Carmen M., and Kenneth S. Rogoff. (2010). "Growth in a Time of Debt." American Economic Review, 100(2): 573–78. 



Financial Instability 

7 



Financial Instability 

8 



Financial Instability 

9 



GLOBAL REFORM 
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Financial Sector Reform 

  

  

Counter-
cyclicality 

Stronger 
regulation 
and 
supervision 

Effective 

Resolution 

Market 
Infra-

structure 
• Effective national resolution schemes 
• Cross-border resolution burden sharing 

arrangements 
• Burden sharing by the private sector 
• Living wills 
• Structural measures for resolvability 

(subsidiarization) 
 

• More and better quality bank capital and 
liquidity, including systemic surcharges 

• Better risk recognition for 
market/counterparty risk 

• Non-risk based leverage ratio 
• Capital conservation buffer 
• Restrictions on size/scope/structure 
• More intensive practice supervision 
• Enhanced disclosure requirements 

• Countercyclical capital charges 
• Forward looking loan-loss provisioning 
• Fair-value accounting 
• Macroprudential policies against cycles 

and systemic risk 

• OTC derivatives clearance through CCPs to 
reduce contagion 

• Repo markets (collateral, margining 
practices) 

• Credit rating agencies (greater oversight, 
less mechanistic use) 

Source: Ötker-Robe, İnci. (2012). ‘‘From Crisis to a New Financial Architecture: Taking Stock and Looking Forward’’ in Building a More Resilient Financial 
Sector edited by Aditya Narain, İnci Ötker-Robe and Ceyla Pazarbaşıoğlu, IMF.   
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Financial Sector Reform 

G-20 
Leaders 

Financial 
Stability 
Board 

(FSB) 

G-20 Finance 
Ministers and 
Central Bank 

Governors 

Governors 
and Heads of 
Supervisors 

Group 
(GHOS) 

Standart 
Setting 
Bodies  

(IOSCO, IASB, 
IAASB, IAIS) 

Basel 
Committee 
on Banking 
Supervision 

(BCBS) 

International 
Organizations 

(IMF, WB) 

Central Bank 
Specialists 

Committees 
(CGFS, CPSS) 

National 
Authorities 
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Financial Stability Board (FSB) 

Acting Date 1999 (Financial Stability Forum) – 2009 (Financial Stability Board) 

Institutional 
Settlement 

Chair:Mark Carney (Canada) 

 Plenary 

 Steering Committee 

 Standing Committee on Supervisory and Regulatory Cooperation (SRC) 

 Standing Committee on Standards Implementation (SCSI) 

 Standing Committee on Assessment of Vulnerabilities (SCAV) 

 Regional Consultative Groups 

Member Countries 

Argentina, Australia, Brazil, Canada, China, England, France, Germany, Hong Kong, India, 
Indonesia, Italy, Japan, Korea, Mexico, Netherlands, Russia,  
Saudi Arabia, Singapore, South Africa, Spain, Switzerland, Turkey, USA. 
(52 Authorities from 24 Countries and 17 International Organizations) 

Membership of 
Turkey 

2009 

Representative 
Institution 

Central Bank of the Republic of Turkey 
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