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Dear Shareholders, 

We submit, herewith, for your examination and approval the Balance Sheet and the 

Profit and Loss Statement for 1998 and welcome you to the annual meeting. 

Before dealing with the Central Bankôs activities, we consider it necessary to 

review the economic developments in Turkey and the world in 1998. Our report, 

therefore, contains a detailed study of those international economic developments 

which relate to similar economic developments in Turkey. 

In the first section, international economic developments are reviewed. The 

affiliated countries affecting the world economy as well as developments in the 

international financial markets are examined in this section. Furthermore, the 

efforts towards economic integration are studied. 

The second section is devoted to Turkish economy. In addition to macroeconomic 

developments such as general equilibrium, employment, public finance, and the 

balance of payments and prices, the monetary policy directed by the Central Bank 

and monetary developments are thoroughly analyzed. 

The 1998 developments in the financial markets make up the third section. Firstly, 

Central Bank credit is examined. This is followed by a review of the developments 

in the banking sector as well as in the money and foreign exchange markets 

monitored by the Central Bank. Developments in the securities market are also 

discussed in this section. 

The Balance Sheet and the Profit and Loss Statement for 1998 are given in the 

fourth section. The last section of this report provides statistical tables on the 

Turkish economy.  
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DEVELOPMENTS IN THE WORLD 

ECONOMY  

I.1. WORLD ECONOMY  

The instability in the international financial markets slowed down the growth rate 

of the world economy in 1998. The growth rate of the real gross domestic product 

(GDP) is expected to decrease to 2.3 percent in 1998 from 4.2 percent in 1997. 

Moderate economic growth and price stability continued in the industrial countries 

in 1998. Despite the contraction in the foreign demand of Asian countries, the 

strong domestic demand caused moderate economic growth in European and 

North-American countries in 1998. The growth rate and consumer price inflation is 

expected to be 3.6 and 1.6 percent in the United States, 2.8 and 1.5 percent in the 

European Union countries. 

Maastricht economic convergence criteria were achieved by the 11 member 

countries of the European Union at the end of 1998, so inflation and interest rates 

converged to a great extent. The transition to the last stage of the Monetary Union 

began officially in these countries as of January 1, 1999. The European single 

currency Euro, began to be used as a bank money and the exchange rates were 

irrevocably fixed. It is expected that the single market target will be achieved by 

the Euro in the Monetary Union countries. 

The financial crisis in Russia in August 1998, following the Southeast Asian crisis 

which evolved in the second half of 1997, caused financial instability to spread to 

all the international financial markets, and especially to the Latin American 

financial markets. This situation caused economic contraction in the developing 

Asian countries in 1998. Moreover, the recession in Japan during the 1997- 1998 

period prevented the developing Asian countries which have close economic 

relations with Japan from entering the growth stage.  

   

  



 

   

TABLE I.1.1  

MAIN WORLD ECONOMIC INDICATORS  

(Annual percentage change) 

  1996 1997 1998
(2) 1999

(2) 

OUTPUT         

World
(1) 4.3 4.2 2.3 2.3 

Industrial Countries 3.0 3.0 2.3 1.7 

European Union 1.8 2.7 2.8 2.2 

European Monetary Union 1.6 2.5 2.8 2.4 

Developing Countries
(1) 6.5 5.7 3.0 3.7 

The Former Centrally Planned European Economies and 

the Commonwealth of Independent States 
(1)   

 
-0.9 

  

 
2.1 

  

 
-0.3 

  

 
-1.0 

WORLD TRADE VOLUME
(1) 7.0 9.9 3.4 4.4 

Imports         

Developed Countries
(1) 6.5 9.2 4.6 4.7 

Developing Countries
(1) 9.5 10.5 -0.5 5.6 

The Former Centrally Planned European Economies and 
the Commonwealth of Independent States 

(1)   

 
10.1 

  

 
8.4 

  

 
1.2 

  

 
2.3 

Exports         

Developed Countries 6.3 10.4 3.3 3.7 

Developing Countries 8.7 11.3 2.9 5.4 

The Former Centrally Planned European Economies and 

the Commonwealth of Independent States    

 
7.0 

  

 
6.9 

  

 
3.5 

  

 
5.1 

CONSUMER PRICES         

Developed Countries 2.4 2.1 1.6 1.6 

Developing Countries 14.1 9.2 10.2 8.4 

The Former Centrally Planned European Economies and 

the Commonwealth of Independent States   

 
41.4 

27.9 21.0 30.2 



SIX-MONTH LIBOR(%)
(3)         

US dollar 5.6 5.9 5.5 5.1 

Japanese yen 0.7 0.7 0.7 0.5 

German mark 3.3 3.4 3.7 3.3
(4) 

Source: IMF, ñWorld Economic Outlookò, December 1998.  

(1) World Economic Outlook, January 1999.  

(2) Estimate.  

(3) London Interbank Offer Rate (LIBOR).  

(4) Euro deposits.  

  

The income of the developing Latin American countries declined as oil prices 

decreased in 1998 and caused budget imbalances. The tight fiscal and monetary 

policies, which were implemented to correct the budget imbalances, and the high 

interest rates due to the instability in the financial markets caused economic 

contraction in 1998. As a result of these developments, it is expected that in all the 

developing countries, the annual growth rate of the real GDP decreased to 3 percent 

in 1998 from 5.7 percent in 1997. 

It is expected that, in the Former Centrally Planned European Economies and the 

Commonwealth of Independent States, the real GDP decreased by 0.3 percent in 

1998. The financial instability in Russia was very effective in this contraction. The 

increasing current account and budget deficits and the difficulties in the roll-over of 

domestic debt played an important role in the financial crisis that occurred in the 

second half of 1998. 

The global effects of the Southeast Asian and Russian crises are expected to be felt 

depending on the trend of the international trade and capital flows. The adverse 

effect of the contraction of exports on economic growth in the Euro area is 

expected to increase in 1999 and the growth rate of real GDP is expected to be 2.4 

percent. On the other hand, in the last three months of 1998, industrial countries 

decreased interest rates by consensus and the measures taken by the public sector to 

solve the economic problems in Japan increased the expectations that the world 

economy will recover from the crisis in 1999. 

I.1.1. Industrial Countries 

The economic growth in industrial countries slowed down in 1998 while there was 

recession in Japan. The instability in the international financial markets had no 

adverse effect on the economic growth of industrial countries especially the 

continental European countries. The growth rate of the real GDP is expected to 

increase by 2.3 percent in industrial countries and the average rise in consumer 



prices is expected to decrease from 2.0 percent to 1.3 percent. The economic 

policies aiming at price stability, which were implemented in the European Union 

countries before the Monetary Union, and the general decrease in the commodity 

prices support the decline of prices in industrial countries. 

The trade and the current account deficit in the United States increased in 1998 due 

to the effect of Southeast Asian crisis. On the other hand, as a result of instability in 

the international financial markets, international capital flew to stable economies 

like the United States. Parallel to this development, medium and long term interest 

rates decreased and prices in the equity markets increased. This development 

caused domestic demand to be strong. The average rise in domestic demand 

increased from 3.4 percent to 4.6 percent in 1998. The adverse effect on growth of 

the contraction in the foreign demand was limited due to the strong domestic 

demand. The growth rate of the real GDP is expected to be 3.6 percent and the rise 

in consumer prices is expected to be 1.6 percent in 1998. 

There was recession in Japan in 1998. The real GDP is expected to decline by 2.8 

percent in 1998. The decline in private sector consumption and investments are the 

main reasons for the recession in Japan. The decrease in tax rates was not enough to 

boost the domestic demand. Problems in the banking sector limited credit 

possibilities. The Central Bank of Japan decreased the short term interest rates by 

implementing expansionary monetary policy in September. In order to solve the 

problems in the financial sector, funds were transmitted from the public sector to 

the banking sector. But these measures were not enough to boost the economy in 

1998. The Southeast Asian crisis and the resulting economic contraction in the 

countries which have close trade relations with Japan are among the reasons 

preventing Japan from recovering from the recession. Moreover, high labor costs 

relative to Thailand and China restrict production possibilities. 

Economic policies aimed at achieving convergence in Maastricth economic criteria 

have been implemented in the European Union countries as of the beginning of 

1990ôs. Convergence in inflation and interest rates and the criterion that the ratio of 

budget deficits to the GDP must be at most 3 percent were achieved by the 11 

members of the European Union countries. The criterion that the ratio of the total 

public sector debt to GDP must be at most 60 percent has not been achieved yet. 

Exports increased in 1997. The confidence in the economic environment and the 

decrease in interest and unemployment rates supported the consumption and 

investment demand. Therefore, although the contraction in foreign demand due to 

the Southeast Asian crisis continued, the strong domestic demand caused the 

growth rate of the real GDP to be 2.8 percent in 1998. 

The growth rate of real GDP is expected to be 2.7 and 3.0 percent in Germany and 

France respectively. 



In Germany, the private and public sector expenditures increased in the first half of 

1998, which strengthened the domestic demand and consequently the real GDP 

increased by 2.7 percent in 1998. The rise in exports and imports was lower in 1998 

relative to 1997 because of the Southeast Asian and Russian crises, but this did not 

affect the economic growth adversely. The unemployment rate is expected to 

decline from 11.5 to 10.9 percent. 

The high level of investments and public sector consumption, especially in the first 

half of 1998, contributed to growth in France. The unemployment rate decreased 

from 12.7 to 11.7 percent in 1998, just like in Germany. 

The economy entered a contraction stage in the United Kingdom at the end of 1997 

following 5 years of continued growth. Exports slowed down in 1997 and in 1998 

because of the appreciation of the English pound. The increase in domestic demand 

was limited due to the tight monetary and fiscal policies implemented in 1996-97 

and at the beginning of 1998. The rise in private consumption declined from 4.2 to 

2.8 percent. These developments slowed down the economic growth in the United 

Kingdom in 1997 and 1998. The growth rate of the real GDP is expected to decline 

from 3.5 to 2.6 percent. 

The economic growth slowed down in Canada in 1998 and the growth rate of the 

real GDP is expected to decline from 3.8 to 2.8 percent. Private and public sector 

expenditures and investments decreased. 

I.1.2. Developing Countries 

The financial crisis started in 1997 and the drop in commodity and petroleum prices 

worsened the economic situation in the developing countries. The decline in prices 

of commodities, which constitute a large portion of the exports of these countries, 

resulted in speculation about the current account deficit and increased the capital 

outflow in this crisis environment. As a result, capital flows to the developing 

countries decreased substantially. The increase in direct investment and portfolio 

investment is expected to decelerate from 126.7 and 51.8 billion US dollars in 1997 

to 106.2 and 38.0 billion US dollars in 1998, respectively. 

TABLE I.1.2.1  

NET CAPITAL FLOWS  

(Billion US dollars) 

  1994 1995 1996 1997 1998
(1) 

Developing Countries      

 Direct Investment 76.3 86.3 108.6 126.7 106.2 

 Portfolio Investment 85.8 22.2 52.5 51.8 38.0 

 Other -28.6 38.8 29.7 -46.6 -56.6 

 Official 9.9 31.9 2.6 -3.0 15.6 



Asia      

 Direct Invest. 44.4 51.0 60.2 60.2 45.1 

 Portfolio Investment 11.5 10.0 10.1 7.5 -6.5 

 Other 9.0 30.8 29.9 -46.3 -56.9 

 Official 5.6 5.1 10.3 7.9 12.7 

Middle East and East Europe      

 Direct Investment 3.7 5.1 4.1 5.0 3.9 

 Portfolio Investment 13.0 9.1 2.8 3.0 7.5 

 Other -3.6 -7.1 -3.0 -0.2 13.4 

 Official -1.0 -1.1 -0.6 -0.6 -0.9 

Latin America      

 Direct Investment 24.8 26.0 39.2 54.2 51.0 

 Portfolio Investment 60.9 1.7 40.0 38.3 34.2 

 Other -38.7 10.4 2.5 -4.1 -11.5 

 Official -3.9 20.5 -13.7 -7.7 0.8 

Source: IMF "World Economic Outlook", December 1998.  
(1) Estimate. 

Other capital outflow realized at 46.6 billion US dollars in 1997; however, in 1998 

it is expected to increase to 56.6 billion US dollars. Countries that demand 

technical assistance from the IMF obtained official foreign financing that increased 

the capital inflow to the developing countries. Official capital outflow was realized 

as 3.0 billion US dollars in 1997 while in 1998 15.6 billion US dollars of capital 

inflow is expected (Table I.1.2.1). The economic contraction in the emerging 

countries, especially in the Southeast Asian countries, decelerated the world 

economic growth in 1998. This deceleration consequently, is expected to also affect 

the developing countries. This slowdown is clearly seen in Asia, Latin America and 

the Middle East and Europe. In this respect, developing countries which grew by 

5.7 percent in 1997 are expected to show a 3.0 percent growth rate in 1998 (Table 

I.1.2.2).  

   

   

TABLE I.1.2.2  

REAL GDP and INFLATION  

(Annual Percentage Change) 

  GDP CPI 

  1997 1998
(1) 1997 1998

(1) 

Developing Countries 5.7 3.0 9.2 10.2 

 Asia 6.6 2.6 4.7 7.9 

 Middle East and Europe 4.5 3.3 22.8 23.6 



 Latin America 5.1 2.5 13.9 10.3 

 Africa 3.2 3.6 11.0 8.5 

Source: IMF "World Economic Outlook", December 1998.  
(1) Estimate. 

I.1.3. Former Centrally Planned European Economies and the Commonwealth 

of Independent States 

There was economic contraction in 1998 in the Former Centrally Planned European 

Economies and the Commonwealth of Independent States because of the adverse 

effects of the Russian crisis, resulting in a 0.3 percent decline in the growth rate of 

the real GDP. 

The adverse effects of the Southeast Asian crisis were mostly felt in Russia. In 

addition to external factors such as the Southeast Asian crisis and low energy 

prices, national economic problems were influential in the crisis. Financial 

problems and difficulties in external debt payments resulted in a loss of 

international reserves and difficulty in the roll-over of domestic debt stock. These 

developments caused instability in the financial sector and a slowdown in economic 

growth. The growth rate of the real GDP declined by 5 percent in 1998 and the 

consumer price index increased to 127.8 percent from 111.1 percent. The financial 

crisis in Russia adversely affected the Former Centrally Planned European 

Economies and the Commonwealth of Independent States, which have private 

external financing requirement and close trade and financial relations with Russia. 

The country most adversely affected by the Southeast Asian crisis after Russia is 

The Ukraine. The decrease in trade with Russia, the increase in budget imbalances 

and the inadequacy of financial reforms made the external debt payment more 

difficult and increased the pressures on the financial markets. Devaluation occured 

in the last three months of the year. As a result of these developments, the economy 

contracted in 1998, as had been the case in 1997. The growth rate of the real GDP 

is expected to decline by 1.7 percent in 1998. The instability in the international 

financial markets limited the availability of private external finance in Estonia, 

Latvia and Lithuania. 

The trade relations of Hungary, Poland and Kazakhstan with Russia also declined 

and afterwards the growth rate of the economy declined in Kazakhstan and slowed 

down in Poland. The growth rate of the real GDP is expected to decline from 6.9 to 

5.6 percent in Poland and increase from 4.4 to 5.2 percent in Hungary. 

Tight fiscal and monetary policies were implemented in the Czech Republic in 

order to decrease the pressures in the financial markets arising from the Southeast 

Asian crisis. The domestic demand was not strong in 1998, resulting in economic 

contraction. The growth rate of the real GDP is expected to decrease by 1.5 percent 

in 1998. 



I.1.4. World Trade 

World trade was seriously affected by the Asian crisis and the Russian financial 

crisis, which began in 1997 and mid-1998, respectively. In light of this, it can 

observed that in 1998, especially imports from the countries which devalued their 

currencies increased while exports to these countries decreased (Table I.1.1). The 

main reason behind this is the contraction in domestic demand that occurs 

following tight fiscal and monetary policies. 

World trade grew by 0.3 percent in the first six months of 1998 as compared to the 

same period in 1997. World exports contracted by 0.7 percent and imports grew by 

1.3 percent in the same period. 

The total trade of industrialized countries increased by 1.2 percent in the same 

period and their share in world trade increased from 67 to 68 percent. The total 

trade of developing countries in the same period decreased by 5.0 percent and their 

share in the world trade decreased to 32 percent from 33 percent. 

Parallel to the technical assistance provided by the International Monetary Fund to 

the crisis countries in 1997 and 1998, imports made by countries that devalued their 

currencies are expected to decline in 1998 (Table I.1.1). 

As a result of an increase in imports, current accounts are expected to worsen in the 

developed countries. While any worsening in the trade balance has a negative 

impact on the economic growth, decreasing input costs are expected to promote 

growth. 

I.1.5. International Financial Markets 

Confidence in the emerging markets weakened substantially due to the financial 

crises that occurred in Russia at the end of May and in August 1998, coming so 

soon after the crisis in Southeast Asia. It became difficult for emerging markets 

emerging markets to find external finance and along with this, the cost of 

borrowing increased. 

The capital outflow from the crisis countries tended towards the bond and bill 

markets of the developed countries, especially to the USA, which increased the 

prices of the assets and decreased their yields until September 1998. The 

expansionary monetary policy that Japan has implemented since August to 

overcome the economic recession played an important role in lowering interest 

rates. Thus, the yields in USA, Japan and Germany declined from 5.74, 1.94 and 

5.37 percent at the beginning of the year to 4.61, 0.84 and 4.14 percent at the end of 

the year, respectively. However, at the beginning of December, European Central 

Banks lowered interest rates in order to ease the transition to the Euro and support 

economic recovery in 1999. This led to a parallel decline in interest rates in Europe, 



especially on long-term interest rates in Germany. In Japan, on the other hand, 

interest rates went up due to the announcement by the Japanese authorities of their 

intention to maintain stability in economic policies and because of the increase in 

the demand for Japanese yen resulting from position adjustments. Therefore, yields 

on bonds and bills stayed constant in the USA, while declining to 3.87 percent in 

Germany and increasing to 2.22 percent in Japan, which accounts for a 200 percent 

increase at the end of the year. The decline in the yields also led the developed 

countries to refinance at low rates (Table I.1.5.1). 

The discrepancies in the yields were also reflected in the foreign exchange markets. 

In this respect, the US dollar gained in 1998 against the Japanese yen due to the 

increased demand for the US dollar as a result of the strong performance of the US 

economy and fund movements towards the USA. At the beginning of the year, the 

US dollar - Japanese yen parity was around 120 and reached 150 in mid-1998. 

However, this increase was halted by Fed's intervention in the foreign exchange 

markets in June with the purchase of Japanese yen equivalent to 5 billion US 

dollars. 

TABLE I.1.5.1  

LONG TERM YIELDS  

10 Year Government Bonds  

(end of period, percentage) 

 USA  Germany Japan 

9712 5.74 5.35 1.94 

9801 5.50 5.06 2.01 

9802 5.62 4.95 1.89 

9803 5.65 4.91 1.88 

9804 5.67 4.98 1.73 

9805 5.55 4.86 1.46 

9806 5.45 4.78 1.62 

9807 5.49 4.63 1.55 

9808 4.98 4.22 1.30 

9809 4.41 3.87 0.78 

9810 4.61 4.14 0.84 

9811 4.72 3.99 1.09 

9812 4.65 3.87 2.22 

Source: Bloomberg, January 1999. 

The fear of economic recession in the world and in the USA continued due to the 

recessionary expectation in 1999. For this particular reason, Fed decreased interest 

rates in September, October and November. Furthermore, efforts for bank 



restructuring in Japan had positive impacts that led the US dollar to depreciate 

against the Japanese yen to 115 (Table I.1.5.2). 

The 1.80 parity between the US dollar and German mark that was gained in 1997 

was maintained till mid-1998. Parity moved within the 1.75-1.85 band due to 

continuity in US economic growth. 

TABLE I.1.5.2  

PARITIES  

(End of period) 

 DM /US $ JPY/ US $ 

9712 1.79 130.25 

9801 1.79 126.45 

9802 1.82 127.83 

9803 1.83 131.79 

9804 1.80 132.40 

9805 1.79 138.51 

9806 1.81 141.91 

9807 1.77 141.92 

9808 1.79 143.30 

9809 1.67 134.28 

9810 1.66 119.38 

9811 1.70 122.71 

9812 1.67 115.09 

                                      Source: Central Bank. 
However, as a result of the Russian crisis, stock markets in the world fell, resulting 

in an increased demand for long-term bonds in the US, which decreased their 

yields. The fall in the yields also led to drops in other interest rates. The US dollar 

depreciated against the German mark and the Japanese yen due to comparably 

higher demand for bonds in the US and consequently lower yields. The dollar-mark 

parity continued to decline until the end of the year, reaching the 1.67 level (Table 

I.1.5.2). However, further loss in the value of the US dollar was not observed due 

to the use of the currency as reserve money in the world markets. The demand for 

the US dollar accumulated by the banks who were in closing positions kept the 

value of the dollar constant after November. 

The volatility seen in international currency markets is also observed in the equity 

markets. Especially in May and August, when the crisis had the greatest impact, 

substantial drops occurred in the stock markets. Although the stock markets 

recovered after the decrease in the last quarter of 1997 and in May 1998, they again 

entered a declining trend after August 1998. The weighted index calculated for 

world markets had gained 25 percent by August, but then declined to its beginning-



of-the- year value at the end of the year. The main reason behind this situation is 

the occurrence of economic stress in the Latin American countries after the Russian 

crisis and significant losses of the banks of developed countries in the emerging 

markets. 

I.1.6. Emerging Markets 

The year 1998 was as hard as the last days of 1997 for the emerging markets. In 

particular, the economic uncertainty that arose due to economic and financial stress 

increased with the unilateral rescheduling of debts by Russia and resulted in the 

loss of confidence in these countries. 

With declining confidence in these markets, a minor shift in the economic 

indicators brought about speculations as well. The crisis countries intervened in the 

foreign exchange markets and increased the interest rates in order to protect the 

exchange rate and to gain economic stability. Frequent intervention in the markets 

resulted in a decline in international reserves and an increase in interest rates was 

not able to stop the capital outflow. As a result, countries that initially insisted on 

floating exchange rates within given bands extended the bands and then abolished 

the fixed and floating exchange rate regimes. Not getting satisfactory results, these 

countries asked the International Monetary Fund for technical assistance. Short 

term capital outflows were temporarily slowed down as a result of confidence 

brought by the International Monetary Fund. It is expected that the devaluations 

made by the Southeast Asian countries and the application of tight fiscal policies 

will result in contraction in the domestic demand and growth in the economies in 

1998. The economic slowdown in the Latin American countries except for 

Venezuela and the economic contraction in Russia and Southeast Asian countries, 

excluding China, is expected. It is also expected that a drop in consumer prices, 

parallel to the economic slowdown, will take place. Devaluation in Russia and 

Indonesia and the intense economic crises brought increases in consumer prices 

(Table I.1.6.1). 

The significant losses in the emerging markets due to the crisis also resulted in 

losses by the investors in industrialized countries. At the International Monetary 

Fund-World Bank annual meeting in September, there was a consensus to help the 

crisis countries under the leadership of the International Monetary Fund. In this 

way, the quotas of the International Monetary Fund were extended and a fund of 90 

billion US dollars were forwarded to the Latin American countries, especially to 

Brazil. However, the crisis in Brazil continued and economic uncertainty in the 

other Latin American countries accumulated. 

The Southeast Asian countries that had used substantial funds began to recover and 

being in line with the obligations, the use of support funds provided by the 

International Monetary Fund continued. Furthermore, the short-term nationalization 

of the "Long-Term Credit Bank" in Japan provided a fund for the use of Japanese 



Banks in need of it. Thus, by increasing Southeast Asian countries' exports to 

Japan, efforts were made to overcome the crisis. Although capital outflow was 

temporarily prevented from the emerging markets, a substantial decline in the 

capital inflow was observed in 1998. The capital flight to Asia, Latin America and 

Europe was realized as 117.6, 90.4 and 26.2 billion US dollars in 1997. However, 

in the first ten months of 1998, it was realized as 26.2, 53.5 and 30.2 billion US 

dollars, respectively (Table I.1.6.2). The devaluation made by Russia in August 

significantly affected the currency markets of the emerging countries. With the 

transition to a flexible exchange rate, the Russian ruble fell against the US dollar 

from 6.0 to 21.6 in 1998.  

   
   

TABLE I.1.6.1  

SELECTED ECONOMIC INDICATORS FROM EMERGING MARKETS 

 GDP  
(annual percentage change) 

Current Account  
(percentage of GDP) 

CPI  
(annual percentage change) 

Budget Balance  
(percentage of GDP) 

 1997 1998
(1) 1997 1998

(1) 1997 1998
(1) 1997 1998

(1) 

Argentina 8.4 4.8 -3.3 -3.8 0.8 1.6 -2.1 -1.5 

Brazil 3.2 1.2 -4.2 -3.7 7.4 1.8 -6.1 -6.2 

Chili 7.1 4.8 -5.0 -7.1 6.0 4.8 1.4 0.5 

Mexico 7.1 4.8 -0.6 -3.3 16.3 15.8 -0.8 -1.4 

Venezuela 5.1 -0.1 7.7 -2.5 38.0 34.7 2.6 -5.0 

Russia 0.5 -5.0 1.2 -2.2 10.9 84.0 -8.4 -6.2 

China 8.7 6.6 1.9 1.5 2.8 -0.5 -0.7 -2.0 

Hong Kong 5.3 -4.1 -3.8 0.2 5.7 3.2 5.8 -2.3 

Indonesia 4.6 -23.7 -1.9 13.1 7.1 63.5 -0.2 -5.0 

Malaysia  7.8 -3.6 -4.8 8.2 2.7 5.8 1.8 -2.2 

Philippines 5.2 -1.9 -5.2 0.4 5.1 9.0 0.1 -1.0 

South Korea 5.5 -9.6 -1.9 13.9 4.4 7.6 -0.5 -5.0 

Thailand -1.0 -6.9 -1.4 9.1 6.5 8.7 -0.9 -4.0 

Source: Paribas (1998) "Emerging Markets Research", London.  

(1) Estimate.  

   
   

  



TABLE I.1.6.2  

FOREIGN INVESTMENT IN THE EMERGING MARKETS  

(Billion US dollars) 

        1998 

  1996 1997 Q1 Q2 Q3 October 

Asia              

 Bond issue 43.1 45.5 2.7 6.7 0.32 0.38 

 Credit contracts 56.2 58.9 2.5 4.8 4.5 0.71 

 Equity 9.8 13.2 1.7 1.9 0.0 0.00 

Latin America              

 Bond issue 47.2 54.4 14.7 13.3 5.1 0.56 

 Credit contracts 12.3 30.9 6.9 8.5 3.8 0.50 

 Equity 3.7 5.1 0.0 0.1 0.0 0.00 

Europe             

 Bond issue 7.4 16.2 5.4 8.1 7.9 0.15 

 Credit contracts 12.6 18.3 1.4 3.4 1.8 0.28 

 Equity 1.3 2.9 0.71 0.98 0.08 0.00 

Source: IMF "World Economic Outlook", December 1998.    

TABLE I.1.6.3  

EXCHANGE RATES IN THE EMERGING MARKETS  

(In terms of US dollars) 

 December 30
th

, 1997 December 30
th

, 1998 

Argentina 1.0 1.0 

Brazil 1.12 1.21 

Chili 440 473 

Mexico 8.06 9.94 

Venezuela 504 565 

Russia 6.01 21.63 

China 8.28 8.28 

Hong Kong 7.75 7.75 

Indonesia 5570 8050 

Malaysia  3.89 3.8 

Philippines 40.5 39.2 

South Korea 1635 1201 

Thailand 47.0 36.7 

                                  Source: The Economist (1999) "Emerging-Market Indicators", January 2
nd

 - 8
th
. 



Loss in the value of the Indonesian rupiah is observed as 44.5 percent. The gains 

after November in the exchange rates of the Southeast Asian countries indicate the 

beginning of the capital inflows and the achievement of stability in financial 

markets (Table I.1.6.3). 

I.1.7. Towards the European Monetary Union 

In Europe, the transition into the last stage of the European Monetary Union began 

in January 1, 1999. 

The European Central Bank began to function in June 1998 and became the only 

institution responsible for implementing the common monetary policy of the 

Union. Maastricht economic convergence criteria, except for the ratio of total 

public debts to the GDP, were achieved by the 11 members of the European Union. 

The exchange rates between the European Union countries, which achieved the 

Maastricht economic convergence criteria and entered the last stage of the 

Monetary Union in January 1, 1999, were irrevocably fixed. Their national 

currencies will continue being legal tender along with the Euro until July 2002. 

The main targets of the European Central Bank that will implement the common 

monetary policy by the European Monetary Union are: achieving and maintaining 

price stability, deciding the value of the Euro, implementing the policies necessary 

for the Euro to keep its value and deciding the medium-term monetary targets. 

The European Central Bank, chose the monetary aggregate as the intermediate 

target and inflation as the final target as a monetary policy strategy. It was decided 

that the annual rise in the harmonized consumer price index would be below 2 

percent in order to maintain price stability. It was established that more than one 

economic indicator would be followed in deciding the monetary policy decisions 

and that the reference band would play an important role in the increase of the 

broad-monetary aggregate. It was also determined that when there were 

divergences from the reference band, there would not be immediate changes in the 

monetary policy, and other economic financial indicators would be taken into 

account. 

TABLE I.1.7.1  

THE SITUATION OF THE EUROPEAN UNION COUNTRIES BY OCTOBER 

1998 RELATED TO THE ACHIEVEMENT OF THE MAASTRICHT TREATY 

ECONOMIC CONVERGENCE CRITERIA 

 Inflation
(2) Long-term 

interest rates
(3) 

Public deficit/GDP
(4) Public debt/GDP

(4) 

   1998 1999 1998 1999 

Germany
 (1) 0.4 5.0 2.5 2.2 61.2 60.7 

Austria
(1) 0.5 5.0 2.3 2.2 64.7 63.6 



Belgium 0.7 5.1 1.7 1.4 118.1 114.2 

Spain 1.4 5.2 2.2 1.9 67.4 65.8 

Finland 0.8 5.1 -0.3 -0.6 53.6 52.3 

France
(1) 0.3 5.0 2.9 2.6 58.1 58.2 

Ireland 2.2 5.2 -1.1 -1.9 59.5 52.6 

Italy 1.7 5.3 2.5 2.0 118.1 114.3 

Luxembourg 0.4 5.1 -1.0 -0.6 7.1 7.6 

The Netherlands 1.5 5.0 1.6 1.2 70.0 67.7 

Portugal 2.8 5.2 2.2 1.9 60.0 58.0 

Euro-11 0.8  2.4 2.0 73.9 72.5 

Denmark 1.1 5.3 -1.1 -1.7 59.5 55.3 

Greece 3.7 8.7 2.2 2.0 107.7 104.5 

UK 1.5 6.1 0.6 0.3 52.3 50.9 

Sweden 0.0 5.4 -0.5 -0.9 74.1 70.0 

European Union 1.0  1.9 1.6 70.5 68.9 

Criteria
(5)   3.0 3.0 60.0 60.0 

Sources: Banque National De Paris; ñWorld Currency Outlookò (Fourth quarter, 1998).  

            Eurostat statistics (February 1999).  

(1) The Countries with the three lowest inflation rates, serving as a basis for estimating the inflation and interest rate criteria.  
(2) The harmonized consumer price index. This index is calculated differently from the national indices. It can be defined as the final 
monetary consumption expenditure of households including all the monetary transactions made by households for goods and services 

directly satisfying consumer needs. It is a comparable index between the Union countries. It shows the annual change by December 1998 

relative to the same month of the previous year.  

(3) 10 year annual average government bond yield by the end of September 1998.  

(4) European commission estimates. A negative figure denotes a budget surplus.  
(5) A high degree of price stability will result from achieving a rate of inflation that does not exceed the average rates of the three best 

performing countries by more than 1.5 percentage points. The sustainable nature of the convergence achieved by member states will be 

measured by the level of their nominal long-term interest rates, which must not exceed the average rate of the three best performing 

countries by more than two points. The Public Deficit/GDP must be less than 3.0 percent and the Public debt/GDP must be less than 60 

percent. 

 

 
 

DEVELOPMENTS AND EXPECTATIONS IN INTERNATIONAL 

MARKETS  

Technological advances in the near past made the international financial 

community highly sophisticated as well as efficient. The efficiency in flow of funds 

provided further growth in the nations. However, as the system evolves within 

itself and is partly affected by globalisation, problems that arise in one part of the 

world or a misjudgment in international investment cause immediate and chain 

responses in the global community. 

Thailand, in 1997, was the initial country to face the problems of insufficient 

infrastructure and operational inefficiency in its economic institutions. Within a 



few weeks, Thailand had transmitted her problems to neighboring countries and 

then in 1998 to Russia, Latin America and most of the emerging economies, 

including Turkey. The intense financial stress preceding the currency and financial 

crisis was the main determinant in the developments of 1998. As a result of the 

default in the emerging financial community, almost all of the emerging markets 

began to be considered as risky due to the increasing uncertainty about the near 

future of the financial markets. 

The fall in the prices of primary goods, however, had a negative effect on the 

current account balances of countries, such as Russia and Venezuela, which depend 

on the exports of such commodities. In this respect, international investors became 

more cautious in their investment in the emerging markets and became even more 

reluctant to provide credit to these markets. The financial distress faced by Russia, 

due in part to the financing of the Treasury through the Central Bank in May of 

1998, led her to declare a moratorium in August. Furthermore, the excess demand 

in the currency markets created pressures on the exchange rate, which resulted in 

the extension of the floating band of the Russian ruble against the US dollar. The 

parity was 6 prior to the crisis but increased to 22 afterwards. 

The uncertainty that accumulated after the Russian crisis accelerated the capital 

outflows from the emerging markets, so Latin American countries, especially 

Brazil, faced serious losses due to the situation. Because of the increased costs of 

the foreign financing, Brazil was headed towards domestic financing that created 

congestion in the money markets, which in turn led to increased interest rates. 

The 20 percent annual interest rate that was achieved in the money markets before 

the Russian crisis increased to 40 percent levels after the crisis and reached the 50 

percent level at the end of the year, so Brazil was transmitted from a fixed to a 

flexible exchange rate regime. In addition, "the Brazilian real" which was 1.2 

against the US dollar in December 1998, depreciated to 1.9 in January 1999. 

Furthermore, it is expected that through fall in the commodity prices, the decrease 

in exports would cause in Brazil's economic growth to slowdown to 1 percent in 

1998. 

At the International Monetary Fund-World Bank annual meeting in September 

1998, there was a consensus to help the crisis countries by forming a fund of 90 

billion US dollars to be forwarded to Latin American countries, especially to 

Brazil. In this way, the crisis countries began to take measures to decrease their 

budget deficits and overcome the structural problems in the banking sector in order 

to restore investors' confidence. However, these measures only prevented short 

term capital flows. 

As a result, international investors forwarded their funds to the "developed 

markets", which are considered safe havens. Eventually, the high demand for bonds 

in these economies began to push the yields down, which resulted in gains in the 



bond markets. The rise in the spreads in the emerging markets and the lack of 

foreign borrowing resulted in the necessity to finance the debt through domestic 

borrowing, which increased the pressure for further depreciation of the domestic 

currencies. However, one consequence of the financial crisis was the decline in the 

growth rate of world output, so that the IMF revised its figures from 3 percent to 2 

percent in September 1998. 

Within the context of the measures taken, the aim was to halt capital outflows from 

the emerging markets in 1998 so that economic recovery would take place in 1999. 

The G7 countries got together for further adjustments in the capital flows, such as 

diverting funds to the crisis countries to provide short term relief to halt the capital 

outflow and supporting discussions on the issues of strengthening international 

financial system through closed banking supervision, inspection, increasing 

transparency, accountability, and credibility. 

 
 

  

 
 

EFFECTS OF THE EURO ON THE TURKISH FINANCIAL SYSTEM  

The use of the Euro as bank money during the period from January 1, 1999 to 

December 31, 2002 and its going into circulation after 2002 is expected to affect 

the financial system in the European Union, especially the banks. Turkey is 

expected to be affected by this transition more than other countries because it has 

close trade and financial relations with the Union. 

Half of Turkey's trade volume of is with Union countries, a large share of the 

workersô remittances, about 40 percent of the foreign exchange reserves and 60 

percent of the Central Bankôs reserves are in the Union countriesô currencies. In 

addition, a great share of the external debts are in the currencies of the Union 

countries. For these reasons, the developments in the Euro in the medium and long-

term are expected to affect the volume and distribution of Turkish trade, external 

debt strategy, reserve management and other macroeconomic aggregates. 

Following the adoption of the Euro in 1999, the value of the exchange rate and the 

trend of the interest rates will become important in terms of their effects on Turkish 

economy. There is a great volume of trade between Turkey and the European 

Union. In January-September 1998, 52 percent of Turkey's total imports and 49 

percent of its total exports were with the Union countries. In other words, about 40 

billion US dollar worth of trade occurs between Turkey and the European Union 

countries in annual terms and Turkey is the 8th greatest trade partner of the 

European Union countries. In addition to this considerable trade volume, another 

reason which makes the Economic and Monetary Union important for Turkey is the 

Customs Union period. Within this period, Turkey has abolished the tariffs and 



quotas for industrial commodities produced in the European Union countries and 

the transition to the use of common custom tariffs has occurred. This development 

is also valid for other countries that are not members of the European Union which 

share the same trade market. 

Another development expected to result from the use of common currency is the 

rise in intra-trade in Europe. This may result in a decrease of Turkish imports to 

Europe. Moreover, the expected convergence in tax rates of the member countries 

is expected to decrease the general price level in Europe. Such a development will 

cause the competitiveness of the Turkish commodities to decrease both in the 

Union countries and in other countries which are not members of the European 

Union. Mergers of companies following the Monetary Union may also affect the 

competitiveness of Turkey adversely. 

When the foreign exchange composition of Turkey's external debts of is examined, 

by the end of the second quarter, 35 percent of the 98.2 billion US dollar external 

debt stock was in Union currencies, 50 percent was in US dollars, 9 percent of it 

was in Japanese yen. Turkey's external debts which are in Union currencies will be 

converted into the Euro with the adoption of the Euro by the 11 members of the 

European Union by July 1, 2002 latest. The value of the Euro and interest rates are 

expected to affect the Turkish external debt composition. As the integration of 

financial markets in the European Union and the decrease in transaction and 

borrowing costs are brought about by the use of the Euro, the debt and the liquidity 

of the financial markets will increase. Countries like Turkey will be able to borrow 

easily from the European financial markets with lower interest rates. But what has 

to be taken into account here is the high risk premium implemented on Turkey in 

the international markets. In order to ease the entry of Turkey into the Euro 

markets, serious measures should be taken within a short period of time to correct 

the macroeconomic balances in Turkey. 

The value of the Euro in the international financial markets and the effects of the 

international crisis on the European Union countries will depend on the policy of 

the European Central Bank, the strategies implemented by the USA and the attitute 

of international markets towards the Euro.  

 
  



    II  

 

 

DEVELOPMENTS IN THE TURKISH ECONOMY   

AND MONETARY POLICY   

   
 

INTRODUCTI ON 

The rapid growth cycle in the Turkish economy, which began in 1995, continued until April 

1998. The main factors that terminated this trend are as follows; 

¶ Measures were taken in the framework of targeting 50 percent inflation 
¶ The effect of capital outflow on the real sector, which occurred due mainly to the 

belief that Turkey might be influenced by the Russian Crisis starting in August. 
¶ The contraction of world demand, which started with the capital outflow in almost all 

of the developing countries following the 1997 Southeast Asian Crisis. 
¶ In the real sector, excess capacity was established due to the heavy investments after 

the Customs Union agreement. This excess capacity led to financial problems 

stemming from the contraction of domestic and foreign demand. 

As a result of these developments, the growth rate of the gross national product 

(GNP), which was 8.7 percent in 1997, eased to 4.4 percent at the end of the third 

quarter of 1998. 

The primary objective of the fiscal policies, which were applied in the direction of foreseen 

inflation, was the increase in the ratio of primary surplus to the GNP to 3.9 percent. This ratio 

increased to 4.1 percent after the Staff Monitoring Agreement with the IMF. At the end of 

1998, the target ratio was exceeded due to the increase in tax revenues and decrease in budget 

expenditures. In addition, the ratio of the budget deficit to the GNP improved relatively. In 

1998, Turkey realized net foreign debt repayments. The Treasury used short term advances 

each month, which were repaid at the end of the month in compliance with the protocol 

signed with the Central Bank in 1997. For this reason, at the end of the year, total short term 

advances used by the Treasury realized as zero. The financing of the consolidated budget 

deficit continued mostly by bond weighted domestic borrowing. The term structure of 

borrowing realized at less than one year. However, public banks faced liquidity shortages due 

mainly to agricultural support purchases made by the government via public banks. 

During 1998, in which domestic and foreign demands contracted, the growth rates of exports 

as well as imports slowed down. For this reason, the export/import coverage ratio increased 

and the growth rate of the trade deficit eased. The trade deficit was financed by the revenues 

obtained from the invisible items and a current account surplus was observed. The continuity 

of the reduction in export volume, despite the real depreciation of the Turkish lira, indicates 

that export revenues are not sensitive to changes in the real value of the Turkish lira but rather 



the determining factor is foreign demand. During the first 10-months, a 6.4 billion US dollar 

capital outflow was observed in the portfolio investment item as a result of the Russian Crisis. 

The outflow limited the borrowing amount of the Treasury. In this period, the total amount of 

credit inflow was 3.9 billion US dollars. 

The Central Bank tried to reach the low inflation and sustainable growth targets with its 1998 

monetary program. However, the differences in domestic and foreign conjuncture in the first 

and second halves of the year led to a change in the targets and the priorities. In the first half 

of the year, reserve money was targeted by the announced monetary program. To accomplish 

this aim, the monetary aggregates were brought under control and an attempt was made to 

lower the inflation rate. In the second half of the year, the target was changed and the net 

domestic assets was chosen as the new target aggregate. The foreseen target for the net 

domestic assets was revized in the last months of the year. The change in the application led 

to stabilization policies taking first priority in order to neutralize the negative effects of the 

Russian Crisis. In both halves of the year, the realized values of the target aggregates were 

below the maximum limits. 

In 1998, the Central Bank tried to apply a consistent foreign exchange policy with the 

predicted inflation rate. During the year, Central Bank applied a successful fine tuning policy 

in the foreign exchange market due to the high reserves and the low foreign exchange demand 

of the real sector. In the same period, the cumulative growth rate of the foreign exchange 

basket was 58.5 percent and the growth rate of the wholesale price index (WPI) was 54.3 

percent. 

In 1998, all the money supplies expanded in real terms. The smallest expansion was recorded 

in M1 and it was followed by expansions in M2X and M2. The capital outflow, which was 

observed in the second half of the year, created an upword pressure in Turkish lira interest 

rates. This situation caused money supplies to rise in real terms. 

The Treasury auction rates, which were eased in the first half of the year stemming mainly 

from the decrease in inflationary expectations, the Staff Monitoring Agreement signed with 

the IMF and privatization revenues, rose sharply in the second half of July. Treasury auction 

rates continued to rise in the second half of the year, due mainly to uncertainty concerning the 

determination of civil servantsô salaries in the second half of July, the capital outflow after the 

Russian Crisis in August, the depreciation of the Japanese yen against the US dollar, the 

possibility of devaluation in China and uncertainties in the markets arising from the new tax 

regulations for the banking sector regarding revenues obtained from securities. The effect on 

the deposit rates of these developments in the markets were felt later compared to repo and 

Treasury auction rates. Moreover, the high level in the interest rates became evident in the 

second half of the year. 

The growth rate of the WPI realized at 54.3 percent, which is 4.3 percent above the 

governmentôs target rate of 50 percent. This rate also expresses a 36.7 percentage point 

reduction in the WPI inflation compared to the previous year. The main factors that cause the 

inflation rate to decrease are: the target of the primary surplus was exceeded, the prices of the 

goods produced by the public sector were controlled, the capital outflow after the Russian 

Crisis squeezed the financial system and then affected the real sector, foreign exchange rates 

were stabilized, petroleum prices continued to be low in the world markets and the 

inflationary expectations decreased. It is also important to note that in this period foreign 



exchange rates were not used as a nominal anchor and the current account was not allowed to 

worsen. 

The growth rate of the consumer price index (CPI) realized at 69.7 percent, a 29.4 percentage 

point decrease compared to the previous year. The imperfect competition in some sectors, 

indexation and supply side problems led to downword rigidity in the CPI. 

The ratio of the total assets of the banking sector to the GNP, which was 65 percent at the end 

of 1997, reached 87.5 percent at the end of September 1998. The rapid increase in this ratio 

can also be interpreted as an indicator of financial deepening. 

The real rate of growth in the banking sector credits eased in 1998, whereas the securities 

portfolio sharply increased. It can also be seen that the slow down of the banking sector credit 

is related to the ease of the growth rate of the economy, which started in the second quarter of 

1998. 

The rise in the deposit rates, which began in the second half of the year, caused an increase in 

the deposit flows to the banking system. Another important factor to raise the total deposits in 

1998 is the reduction in repos, which were a very important alternative to deposits in previous 

years. 

II.1. GENERAL EQUILIBRIUM  

The high growth cycle, which began in the second half of 1995 depending mainly on 

domestic demand, continued in 1997 and in the first quarter of 1998. Despite the reduction in 

agricultural product, the rapid growth of the value added in industry and domestic trade 

sectors caused the GNP to rise 8.7 percent in 1997. On the demand side, both in private 

consumption and investment expenditures, high growth rates were recorded in 1997 (Table 

II.1.1). 

TABLE II.1.1  
MAIN ECONOMIC INDICATORS 

 1996 1997 1998 
GNP (Trillion TL., Current Prices) 14978.1 29393.3 36864.3

(6) 

GROWTH RATE, GDP (Percent) 7.0 7.5 3.6
(6) 

GROWTH RATE, GNP (Percent) 7.1 8.3 4.4
(6) 

POPULATION (Million) 62.7 62.9 63.5 

EMPLOYMENT
(1)

 (Million)  21.7 20.8 22.0 

EXPORT (Billion US Dollar, FOB) 23.1 32.6 23.8
(7) 

IMPORT (Billion US Dollar, CIF) 42.7 48.7 41.7
(7) 

CURRENT ACCOUNT BALANCE
(2)

 (Billion US Dollar) -2.4 -2.8 1.8
(7) 

EXTERNAL DEBT STOCK/GNP
(3)

 (Percent) 45.4 46.8 49.5
(8) 

PUBLIC SECTOR BORROWING REQ./GNP(Percent) 8.8 7.6 8.7
(8) 

DOMESTIC DEBT STOCK/GNP (Percent) 21.0 21.4 17.8
(9) 

TOTAL PUBLIC DEBT STOCK/GNP
(4)

 (Percent) 48.7 47.0 40.8
(8) 

PRIMARY BALANCE/GNP (Percent) 1.7 0.1 4.6
(8) 



TAX REVENUES/GNP (Percent) 14.9 16.1 17.6
(8) 

WHOLESALE PRICE INDEX
(5)

 (An. Av. Percentage Change) 76.0 81.8 71.8 
CONSUMER PRICE INDEX

(5)
 (An. Av. Percentage Change) 80.4 85.7 84.6 

Source: State Institute of Statistics (SIS), State Planning Organization, Undersecreteriat of Treasury, Central Bank.  

(1) SIS, September.  

(2) Including shuttle trade.  

(3) The annual average exchange rate was used in converting US dollar based foreign debt stock into Turkish lira.  

(4) Total public debt stock includes the domestic and external debt stock. Short term external debts are not covered in the calculation.  

(5) 1994=100, twelve month averages.  

(6) First nine months of 1998.  

(7) January-November provisional data.  

(8) End of year projection.  
(9) As of September. 

The growth rate of the GNP was 9 percent in the first quarter of 1998 compared to the same 

period of the previous year. In this period agricultural value added increased by a limited 

amount. However, the high growth rate of the transportation and telecomunicaton sectors and 

depending on the buoyant domestic demand the rapid growth in industry and domestic trade 

sectors caused the GNP to increase more than expected in the first quarter of 1998 (Table 

II.1.2). 

The buoyant domestic demand in the same period caused the private and public consumption 

and total investment expenditures to rise. The external factors,-e.g. the economic crisis 

observed in the Southeast Asian countries in 1997 and the problems that occurred in Iraq in 

February 1998- did not affect the economic growth negatively, contrary to expectations. In the 

first quarter of 1998, the exports and imports of goods and services grew considerably 

compared to the same period of the previous year. In other words, exports of goods and 

services played an important role together with the buoyant domestic demand in the high 

growth rate of the GNP in the first quarter of 1998 (Table II.1.2 and Table II.1.4). 

TABLE II.1.2  

GROSS DOMESTIC PRODUCT AND ANNUAL GROWTH IN MAIN SECTORS 
(1)  

(Percentage Change With Respect to Previous Year) 

 1996 1997     1998    

 Total I II III  IV Total I II III  Total
(2) 

GNP 7.1 6.5 9.1 8.5 8.7 8.3 9.0 4.0 1.9 4.4 

GDP 7.0 6.9 8.5 7.0 7.8 7.5 8.3 2.6 1.6 3.6 

Agriculture 4.4 -6.9 -0.8 0.8 -10.3 -2.3 0.2 1.6 5.7 4.4 

Industry 7.1 9.5 10.6 11.5 9.9 10.4 7.9 2.7 1.1 3.7 

Manufacturing In. 7.1 10.0 12.3 12.8 10.5 11.4 8.4 2.0 0.0 3.2 

Services 6.6 6.2 8.4 6.9 9.7 7.8 8.7 2.4 0.6 3.4 

Commerce 8.9 9.9 13.5 12.8 9.8 11.7 10.2 2.4 -0.9 2.9 

Construction 5.8 3.2 5.8 2.2 9.3 5.0 4.7 -3.2 -3.5 -1.3 
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7.4 

Import Taxes 21.3 12.2 15.9 23.7 20.9 18.3 13.2 6.2 -6.9 3.4 

Source: State Institute of Statistics  

(1) At 1987 producer prices, value added increases in the main sectors.  
(2) First nine months of 1998. 

TABLE II.1.3  

PRICES  
(Percentage Change, Annual Average 1994=100

(1)
) 

 1993 1994 1995 1996 1997 1998 

Wholesale Price Index 58.4 120.7 86.0 75.9 81.8 71.8 

Agriculture Price Index 62.2 97.8 107.8 86.5 86.9 86.8 

Manufacturing Price Index 66.6 129.4 81.0 70.4 80.6 66.7 

Farmerôs Net Price Index 75.8 88.2 88.2 83.2 88.8 90.7 

Source: State Institute of Statistics  
(1) Base year is 1987 for period prior to 1995. 

Total industrial production increased 9.7 percent in the first quarter of 1998 compared to the 

same period of the previous year. The rapid growth in metal products and machinary-

equipment industries indicates that growth in the GNP is highly dependent on the continuity 

of consumption and investment expenditures, supported by domestic and foreign demand 

(Table II.1.5). 

Despite the contractionary fiscal policies, public consumption expenditures continued to rise 

in 1998. The capital inflow, especially after February 1998, facilitated the financing of 

imports and public expenditures and contributed to the increase in consumption and 

investment expenditures. These factors became effective in the buoyancy of the domestic 

demand. The rise in public expenditures stemmed mainly from the increase in ñother current 

expendituresò, which are defined as the administrative expenses other than personnel, rather 

than the expenditures for salaries and wages. The decrease in input costs resulting from the 

decline in import prices and a limited increase in publicly produced goods within the 

framework of the government program were the main reasons for the reduction in inflation. 

Especially in March, the growth rate of prices slowed down stemming mainly from the ease 

of petroleum prices and publicly produced goods. This situation created a rise in real income 

and caused a buoyancy in domestic demand. The reduction in inflation caused a decline in 

inflation expectations. However, since the high inflationary expectations were not totally 

removed, it could not be hindered to postpone the consumption expenditures. 

In the second quarter of 1998, the GNP growth rate slowed down and was realized as 4 

percent compared to the same period of the previous year, so the economy entered into a slow 

growth cycle. This growth was the lowest rate since the first quarter of 1995. Consequently, 



the high growth rate, which had been observed for three years, terminated at the end of the 

first quarter. 

TABLE II.1.4  

INVESTMENT AND CONSUMPTION  
(1987=100, Percentage Change) 

 1996 1997 1998    

   I II III  Total
(1) 

Consumption Expenditures       
Public 8.6 4.1 8.4 10.5 -5.5 3.5 

Private 9.3 8.4 8.0 -0.3 0.7 2.5 

       
Fixed Capital Investments       
Public  24.4 28.4 30 -2.5 5.1 6.1 

Private 11.4 11.9 5.7 -2.3 -7.7 -2.1 

       

Exports of Goods and Services. 22.0 19.1 18.0 5.9 -3.1 5.6 

Imports of Goods and Services. 20.5 22.4 12.4 6.7 -4.8 4.2 

Source: State Institute of Statistics  

(1) First nine months of 1998.  

  

When the GNP is examined from the production side, it can be observed that the slow down 

in the growth rate of value addeds of industry and commerce sectors and the reduction in the 

value added of the construction sector reduced the growth rate of the GNP in the second 

quarter of 1998. The agricultural value added grew 1.6 percent in the first quarter and 1.1 

percent in the first half of 1998. The decline in private and public sector investments caused 

the construction sector to decrease, in the second quarter. The transportation sector, which 

recorded a high growth rate, could not maintain this high rate and realized at 5.2 percent 

(Table II.1.2). 

When the GNP is examined from the expenditure side, despite the increase in public 

consumption expenditures, the decline in private consumption expenditures, which have a 

greater share in total consumption expenditures, caused the total consumption expenditures to 

squeeze. The decrease in public and private investment expenditures led to a reduction in the 

total investment expenditures (Table I.1.4).  

  

 

 

 



 
GROWTH CYCLES IN TURKEY  

Cyclical movements, in general, are the fluctuations of a series around the long-term trend. 

Business cycles are defined as the cyclical movements of a reference series, eg. industrial 

production index or non-agricultural production etc. These cyclical fluctuations can also be 

referred to as the growth cycles, keeping in mind that economies are generally growing. 

However, the main problem here is the determination of the long term trend because the 

sustainable growth hypotheses are generally argued by using cycles which were constructed 

by taking these trends into consideration. 

The graph below shows the growth cycles, which were constructed by using the Industrial 

Production Index of the State Institute of Statistics (SIS). In the calculation of the growth 

cycles, the Index is seasonally adjusted by using the X11- Bureau of Census method. The long 

term trends of the SIS Industrial Production Index are determined by using the Bry-Boschan 

Phase Average Trend. As can be seen in the graph, Turkey overcame the effects of the 1994 

crisis by mid-1995 and performed a growth reflecting the long-term trend in 1996. After a 

high growth period during 1996-1997, the growth slowed down after the first quarter of 1998. 

The slow down of the Turkish economy in mid-1998 followed a pro-cyclical movement with 

the world economic contraction. The main global crisis after the 1980ôs, started with the 1997 

Southeast Asian crisis and continued with the Russian crisis in mid-1998 and the Brazilian 

crisis at the beginning of 1999. In other words, new growth cycles were begun in 1998 for 

Turkish economy as well as for the world economy. 

  

 

The contraction in domestic markets underlies the slow down of the economy. The monetary 

and fiscal policies, which had been applied by the government since the beginning of 1998, 

started to show their effects after the first quarter of the year. The results of the fiscal policies, 

mainly the sharp increase in the tax revenues and the primary surplus realizing over target 

value, led to a drop in disposable income and indirectly in consumption and investment 

expenditures. 

The negative effects of the Southeast Asian crisis started to be observed in this period. The 

decrease in export prices due to the Southeast Asian crisis caused a reduction in export 



revenues and created a negative effect on demand, and thus became a factor in slowing down 

the economic growth. However, the rise in the export volume of the manufacturing industry 

sector, despite the decline in export prices in the second quarter of 1998, indicates that the 

Turkish economy turned up to a positive level in terms of competition in the world markets. 

Moreover, in the squeeze of the private investment expenditues, the decrease not only in 

domestic demand in the second quarter of 1998 but especially in the textile sector during the 

1995-1997 period, the high level of investment and excess capacity played an important role. 

In the third quarter of 1998, the growth rate of the GNP slowed down compared to the same 

period of the previous quarter and previous year, and realized at 1.9 percent. The reduction in 

the domestic demand and imports of goods after April 1998, caused the value added of 

commerce to drop compared to the same period of the previous year. The decline in the public 

and private investment expenditues led the value added of the construction sector to decrease 

compared to the same period of the previous year. The growth rate of industrial production, 

which slowed down due mainly to the ease of the domestic demand, increased by 1.1 percent. 

However, agricultural production rose by 5.7 percent in the third quarter of 1998 compared to 

the same period of the previous year, stemming from the good weather conditions (Table 

II.1.2). 

When the GNP growth is examined from the expenditures side, it can be observed that the 

private final consumption rose by 0.7 percent in the third quarter of 1998. The tax returns due 

to a new tax law, passed in July 1998, led the private final consumption to increase by a 

limited amount in this period. In addition, the agricultural support purchases became effective 

in the rise of private consumption expenditures. Contrary to the contractionary fiscal policy, 

which started to be applied by the governent in January 1998, the public final consumption 

rose in the first half of 1998 and declined in the third quarter compared to the same period of 

the previous year. The main factor in the drop of the public final consumption expenditures 

was the sharp decline in the ñother current expendituresò item in the third quarter of 1998, 

which rose in the first half of the year. Personnel expenditures, which have a 60 percent share 

in the public final consumption expenditures, increased by an insignificant amount in this 

period, compared to the same period of 1997. In the third quarter of 1998, the decline in total 

investment expenditures accelerated and both exports and imports of goods and services 

decreased. 

The contractionary fiscal policies, which had been applied since January, started to show their 

effects by an increasing rate and the slow down in the economy, dependent on the ease of 

domestic demand, accelerated (Table II.1.2 and Table II.1.4). 

After the Southeast Asian crisis, the occurrance of the Russian crisis qualified as a global 

crisis and affected the Turkish economy in a negative way and the contraction of the domestic 

demand coincided with a negative external economic conditions. In the third quarter of 1998, 

exports to the Southeast Asian countries and to the Russian Federation decreased by a 

significant amount. The Russian crisis caused a net capital outflow in most of the developing 

countries, including Turkey. The short term capital outflow resulting from this situation led to 

not only the contraction of the financial system but also the rise in real interest rates stemming 

from the high public sector borrowing requirements. In other words, the public sector was 

obliged to get its cash requirements from the domestic markets, resulting in both an increase 

in the real interest rates and a reduction in the amount of credit used by the private sector. Due 

to these factors, both domestic and external financing possibilities for the investments 

squeezed and financing costs rose as of August 1998. 



The decline in imports of consumption, intermediate and investment goods, after the first half 

of 1998, reflected the contraction in domestic demand and led to the expectation of a decrease 

in investment expenditures while industrial production would continue in the last quarter of 

1998 and first quarter of 1999. The reduction in the production of the machinery-equipment 

industry, which is composed of durable consumer goods and investment goods, was the main 

force of rapid growth during 1995-1997, in the third quarter of 1998 and also the continuation 

of this trend in November and December, indicating the serious shrinkage in domestic 

demand. However, in spite of this fact, in the first nine-months of 1998, the production of the 

machinery-equipment industry increased 10.7 percent relative to the same period of the 

previous year and became the fastest growing sector. The food sector followed this sector 

with a 4.4 percent growth rate. The increase in agricultural production affects the increase in 

the food sector, which has a close relationship with agriculture (Table II.1.5). 

Another factor that indicates shrinkage in domestic demand is the shrinkage in the 

construction sector. According to the results of the construction statistics announced by SIS, 

in the first nine-months of 1998, construction licences and construction usage licences 

decreased in terms of both the number of apartments and the area. However, this reduction in 

construction licences and construction usage licences was not only for residence construction 

but also for commercial and industrial construction. Therefore, this development in the 

construction sector, which has close relationships with many other sectors and especially with 

basic metal and non-metallic mineral products industries, is another indicator of economic 

recession.  

   

   

TABLE II.1.5  

INDUSTRIAL PRODUCTION  
(Annual Percentage Change

(1)
) 

 1998     

 I II III  Jan-Sept
(2) December

(3) 

TOTAL INDUSTRY 9.7 3.5 0.1 4.3 -9.1 

MINING  18.5 15.2 -2.9 8.0 4.5 

MANUFACTURING INDUSTRY 9.3 2.8 -0.9 3.3 -11.8 

Food Industry 15.3 -5.2 6.5 4.4 -1.3 

Textile Industry -2.8 0.4 -8.0 -3.2 -36.1 

Chemical Industry 5.1 1.9 -1.1 2.1 -0.2 

Manufacture of non-metalic  
mineral products. 
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Basic Metal Industry 2.5 1.0 5.7 3.2 -11.7 

Machinery-Equipment Ind. 24.8 12.1 -2.6 10.7 -20.2 

ENERGY 10.1 5.4 9.6 10.3 5.4 

Source: State Institute of Statistics , Monthly and Quarterly Industrial Production Indices which were based on 1992.  
(1) It shows the increase in the industrial production. The figures in Table II.1.2 were calculated according to the value addeds; therefore, differences 

can be observed in the figures in Table II.1.2 and Table II.1.5.  



(2) Quarterly Industrial Production Index is comprehensive and includes 1051 industrial goods.  
(3) The increase in the industrial production with respect to the same month of the previous year. Monthly Industrial Production Index is less 

comprehensive and includes 112 industry goods.  

   

   

 
 

METAL PRODUCTS, MACHINERY -EQUIPMENT INDUSTRY  

Metal products and machinery-equipment have got a special importance in the manufacturing 

industry. The share of the machinery-equipment in the total industry is increasing in all the 

countries, particularly in developed countries. Metal goods and machinery equipment, which 

consist mainly of durable consumer and investment goods have been the fastest developing 

sector in Turkey. The annual rate of the increase in the production of this sector is above the 

annual rate of the increases in both the total industry and the manufacturing industry (Figure 

II.1.1). This situation shows that the increase in the machinery-equipment industry has been 

the main impulse of the economic growth. 

The dynamism of the sector is predominantly created by domestic demand. Exports of this 

sector have not yet reached outstanding proportions. However, the improving trend of such 

exports in the last few years makes expectations for the future optimistic. The biggest share of 

exports and imports is directed to the countries of the European Community. The shares of 

exports and imports in the total export and import in 1997 was realized as 5 percent and 19 

percent, respectively. 

There has been a slight decrease in employment over the last few years. This situation reflects 

an inrease in labour productivity. However, the sector still maintains its labour intensive 

structure. This structure is also valid for developed countries. The low cost of engineering 

services as well as low labour cost increases competitiveness in the sector. The capacity 

utilization rate was around 80 percent and the increase in production was due to this high rate 

of capacity utilization in existing plants. 

The most striking problem of the sector is the export of cheap and poor quality goods. 

Moreover, there are other problems arising from the need for skilled labour and marketing. 

This situation results in a loss of prestige. Research and development, which are supposed to 

be very important in this sector, have not received enough attention. The production of high 

quality goods and the use of high technology are going to be extremely important for the 

export performance of the sector in the future.  

 
 

   

   

  



 
 

FIGURE II.1.1  

TOTAL INDUSTRY, MANUFACTURING AND  

MACHINERY-EQUIPMENT INDUSTRIES  

(Annual Percentage Changes)
(1)  

 

Source: State Institute of Statistics  
(1) It is calculated by using SIS quarterly industrial production index data, with respect to twelve-month averages. Nine-month averages are used for 

1998.  

  

The inventories of the firms active in industry are higher in January, February, July and 

December than in the remaining months of the year. This is the result of both domestic 

demand and the attempt to deliver prior orders on time. According to the CBRT Business 

Survey, inventories were above the average level during December 1997 and every month of 

1998. This shows that, at the end of 1997 and the beginning of 1998, firms were expecting the 

rapid growth period of 1995-1997 to continue in 1998. In other words, they were expecting 

that the buoyancy in domestic and foreign demand would continue. The good performance of 

domestic and foreign demand in the first quarter of 1998 strengthened their positive 

expectations. In spite of the shrinkage in domestic demand that appeared in the second quarter 

of 1998, the inventories above the average show that the firms did not change their 

expectations. As a result, firms started the second half of the year with high inventories. 

However, they responded to these high levels of inventories not by increasing sales through 

production and price reductions or with special sales campaigns, but by slowing down 

production. Hence, inventories were above the average level in July. This also shows that the 

firms were still expecting that the domestic demand would recover in the third quarter. 

Contrary to these expectations, inventories rose rapidly in September and October when the 

volume of sales to the domestic market is highest and thus the inventories at their lowest. As a 

result of this development, firms realized the dimensions of the recession in domestic demand. 

In November, for the first time in 1998, industrial production decreased. After that, firms gave 

priority to measures like price reductions, special sale campaigns in order to increase sales. 

Very high levels of inventories indicate that the slow-down of the industrial production will 

continue at the beginning of the 1999. Moreover, firms make use of every export opportunuty 

in order to decrease their inventories. 



Therefore, it is clear that the shrinkage in domestic demand is the main reason for the process 

that began as a production slow down in the second half of 1998 and turned into a repression. 

The global crisis did not affect industrial production directly, but, through export price and 

revenue reductions, it affected economic growth negatively. 

As a result of the tightening fiscal policy, the reduction in industrial production, the decrease 

in imports of raw materials and investment goods, the uncertainity caused by government and 

election discussions, the cessation of capital inflow due to the global crisis and the increase in 

real interest rates, it is expected that the growth rate of the GNP will reach a stopping-point in 

the fourth quarter and that this recessionary trend will continue in 1999. 

II.1.1. Supply Side of the Economy: Production in the Sectors and Imports 

II.1.1.A. Production Performance in Sectors 

         a. Agriculture  

While agricultural value added decreased 2.3 percent in 1997, it grew 4.4 percent in 

the first nine months of 1998. The increase in the agricultural value added in this 

period stemmed from the increase in farming and livestock value added. The 

production increase in fruits and cereals played an important role in the production 

increase in farming and livestock. The contribution of livestock to agriculture 

production is decelerating. The main reasons behind this situation are the decrease in 

the number of animals, the decrease in the land area of pasture and grassland and 

especially the low level of productivity per animal due to the lack of technology. 

The value added in the forestry sector increased marginally while the fishing sector 

grew by 10.6 percent. Quality forests cover a small area in Turkey. Despite measures 

taken for the protection and development of forests in 1998, 6743 hectares of forest 

were destroyed due to forest fires and 9701 hectares of forest were removed from the 

forest regime through various laws. Fish production has increased in the last few 

years. Although Turkey has rich sea and water resources, the fish production made 

through hunting decreased due to excess hunting and environmental pollution. 

b. Industry  

The growth rate of industrial production slowed down in the first nine months of 1998 

and realized at 4.3 percent in the first nine months of the year relative to the same 

period in 1997. When examined by sub-sectors, in the January-September period, 

mining sector production increased by 8 percent and energy sector production 

increased by 10.3 percent. The manufacturing sector, which has a 85 percent share in 

the total industrial production, increased by 3.3 percent and stayed behind last yearôs 

growth rate in the same period (Table II.1.5.). The main determinant of the slow-down 

in manufacturing industry production was the contraction in the domestic demand. 

The textile industry, which is one of the sub-sectors of manufacturing industrial 

production, decreased significantly; however, machinery-equipment industry 

increased by 10.7 percent and became the main source of increase in the 

manufacturing and total industrial production. Metal products, and machinery-

equipment industrial production, which are composed of durable consumer and 



investment goods, showed fast growth rate in the 1995-1997 period, decelerated in the 

second quarter of 1998, and decreased in the third quarter of 1998 as compared with 

the same periods of 1997. Food production, which has a close relationship with 

agricultural production, increased by 4.4 percent due to the increase in agricultural 

production during this period. 

Textile production decreased by 3.2 percent in the first nine months of the year due to 

negative export performance as a result of economic crises in the Southeast Asian 

countries. 

According to the December 1998 monthly industrial production index figures 

announced by SIS, the negative trend in the industry sector is increasing (Table 

II.1.5.). 

c. Services 

Value added in the services sector increased by 3.4 percent in the first nine months 

in 1998. Due to the contraction in the domestic demand after April, the growth rate 

of value added in services sector slowed down considerably. In respect to the 

contraction in the domestic demand in April, sectoral value addedôs growth rate 

decelerated significantly. The slow-down and/or decrease in the second and third 

quarters of 1998 in the value added of the construction and trade sectors resulted in 

a slow-down in the growth of the services sector 1998 (Table II.1.2.). 

II.1.1.B. Imports 

Imports, which with the contraction of domestic demand had declined by 20.9 percent in 

1994, increased by 53.5 and 22.2 percent in 1995 and 1996, respectively as a result of the 

expansion in the domestic demand after 1995. The increase in imports in 1996 was due to 

strong domestic demand and the liberalization of trade with the European Union as a result of 

the customs union agreement with European Union. However, the demand for additional 

imports that occurred after Turkey entered the customs union diminished in 1997 and imports 

grew by 11.5 percent. In the January-November 1998 period, contracting domestic demand 

caused imports to decrease by 4.5 percent as compared to the same period of the previous year 

and reached 41.7 billion US dollars. 

Among the main goods groups, imports of intermediate goods imports had the highest share 

with 65.1 percent in 1998, as in previous years. The share of investment and consumer goods 

realized at 22.5 percent and 11.6 percent, respectively. 

Among the main sectors, imports for manufacturing industry, which constituted 86.9 percent 

of the total imports, declined 1 percent in the first eleven months of 1998 relative to the same 

period of the previous year. In this period, agriculture, forestry and fishing imports decreased 

14.5 percent and mining imports decreased 26.9 percent with respect to the previous year. 

The slow-down trend in the growth rate of the imports continued in 1998. The contraction in 

domestic demand became the main determinant of this process in the second half of the year. 

The growth rate of imports realized at zero in July and declined significantly in the following 

months. 



II.1.2 Demand Side of the Economy: Domestic Demand and Exports 

II.1.2.A. Domestic Demand: Investment and Consumption 

Due to the expansion in domestic demand during the first quarter of 1998, consumption and 

investment expenditures increased at high rates compared to the same period of 1997. 

However, consumption and investment expenditures could not maintain their increasing rates 

in the second and the third quarters of the year due to the contraction in domestic demand in 

the second quarter of 1998. During these periods, the main reason behind the contraction in 

the domestic demand is the contractionary fiscal policy that went into effect in January. 

Public sector consumption expenditures increased by 9.6 percent in the first half of the year 

relative to the same period of 1997 in spite of the contractionary fiscal policy. The increase in 

public sector consumption expenditures stemmed from the increase in the purchases of goods 

and services rather than compensation given to employees. This situation is in contradiction 

of the contractionary fiscal policy. Public sector consumption expenditures decreased in the 

third quarter of the year relative to the same period of 1997 due to the decrease in the 

purchase of goods and services. Consequently, public sector consumption expenditures 

increased by 3.5 percent in the first nine months of the year (Table II.1.4). 

The contraction in domestic demand after April caused a decrease in private consumption 

expenditures in the second quarter and an increase in an insignificant rate in the private 

consumption expenditures in the third quarter of the year. Tax rebates which were made due 

to tax reforms and the agricultural support which was realized in the third quarter, particularly 

in August, resulted in an increase in the private consumption expenditures. Consequently, 

private consumption expenditures increased by 2.5 in the first nine months of the year. 

Total investment expenditures, which increased at a rapid rate in the first quarter of the year 

due to expansion in domestic demand, declined rapidly as a result of contraction in the 

domestic demand in the second and third quarters of the year. In Turkish economy since 1993 

the investment expenditures have shown a trend to increase when the consumption 

expenditures are at a high level and so is the domestic demand buoyancy,where as investment 

expenditures show a decreasing trend when the consumption expenditures are at a low level. 

In other words, except for the fourth quarter of 1995 and the third quarters of 1993 and 1996, 

the investment expenditures behaved in a manner parallel to consumption expenditures. Total 

investment expenditures decreased by 0.8 in the first nine months of 1998 relative to the same 

period of the previous year and the decrease in the consumption expenditures that occurred 

after April is one of the important factors that caused a decrease in investment expenditures. 

II.1.2.B. Exports 

Exports increased by 7.3 percent in 1996 and by 13 percent because in 1997 foreign demand 

increased in spite of the Asian crisis. The affects of the Southeast Asian crisis continued in 

1998 and with the Russia economic crisis that occurred in mid-1998 deepened the global 

crises that had negative impacts on the export revenues at the beginning of April. Total 

exports decreased by 0.4 percent in the January-November period of 1998 relative to the same 

period of 1997 and realized at 23.8 billion US dollars. 

The decrease in export revenue stemmed from the decrease in export prices rather than the 

difficulties encountered in the export markets. When the foreign trade price and quantity 



indices that were announced by SIS examined an increase in the quantity indices have 

occurred while there has been a significant decline in the price indices. In the second half of 

the year, it was observed that the final goods stocks in the industrial sector had reached high 

levels due to the contraction in the domestic demand. This situation leads to the expectation 

that in 1999 firms may enter into price competition in the foreign markets to eliminate their 

high levels of stocks and to increase the quantities of export goods in spite of the decline in 

their export revenues. 

II.1.3. Employment 

The total employment was 20.8 million people in October, 1997 and increased to 22 milion 

people in October, 1998 according to the Survey of Households Labor Force, which was 

conducted by the SIS. The share of urban and rural areas in total employment were 45 percent 

and 55 percent respectively and the share of urban areas in total employment decreased in 

1998 relative to 1997. In October 1998, the civilian labor force and unemployment increased 

by 1 million 56 thousand persons and 1 million 143 thousand, respectively, compared to the 

same month of 1997. Since the increase in employment was faster than the increase in the 

labor force supply, the unemployment rate declined from 6.9 percent in October 1997 to 6.2 

percent in October 1998 (Table II.1.6.). 

While the unemployment rate in rural areas was 9.7 percent in October, this rate rose to10 

percent in the same month of 1998. The urban area unemployment rate declined from 4.2 

percent in October of 1997 to 2.8 percent in October of 1998. The migration from rural areas 

to urban areas caused the unemployment rate to decrease in urban areas and increase in rural 

areas. However, an increase in production in the agriculture sector was the most important 

factor that caused the unemployment rate to decrease in urban areas. While the share of urban 

areas in the total employment increased, the share of rural areas in the total unemployment 

decreased in 1998 due to the production increases in the agriculture sector and a production 

slow-down in industry and services sectors. While the underemployment rate was 6.1 percent 

in October of 1997 it realized at 5.7 percent in the same month of 1998 (Table II.1.6). The 

inactive labor force, which is the sum of the underemployment rate and the unemployment 

rate, declined in October of 1998 relative to the same month of the previous year. Labor force 

participation rate, which is another important indicator of labour force, realized at 48.5 

percent in October, 1998. Compared to the same month of the previous year, while the 

participation rate of males in the labour force declined, that of females increased. Therefore 

the share of female labour force in the total labour force increased in October, 1998 relative to 

the same month of the previous year.  

   

 

  



TABLE II.1.6  

LABOR FORCE AND EMPLOYMENT  
(Out of 1000, aged 12+) 

 1996 1997 1998 

Labor 23030 22359 23415 

 
Famale L.F./Labor Force (%) 

  

 
29.6 

  

 
26.8 

  

 
29.0 

Employment 21698 20815 21958 

Unemployed Persons 1332 1545 1457 

Unemployment Rate(%) 5.8 6.9 6.2 

Urban 9.3 9.7 10.0 

Rural 2.9 4.2 2.8 

Underemployment(%) 6.2 6.1 5.7 

Inactive Labor (%) 12.0 13.0 11.9 

       

Source: State Institute of Statistics, October. 

When the sectoral breakdown of employment is taken into consideration, the agricultural 

sector leads all of the other sectors in total employment (Table II.1.7). When compared to the 

same month of the previous year, it can be observed that the share of the agriculture sector 

increased and that of services and industry sectors decreased. The slow-down in industrial 

production and services sectors caused a decrease in these sectorsô employment.  

   

   

TABLE II.1.7  

EMPLOYMENT BY SECTORS  
(Percent) 

 1996 1997 1998 

Agriculture 45.9 39.5 43.4 

Industry 21.8 25.0 22.4 

Services 32.3 35.5 34.2 

Source: State Institute of Statistics, October. 

Almost 9.5 million people are employed in the agriculture sector and 55 percent of these 

people are unpaid family laborers. 73 percent of unpaid family laborers in the agriculture 

sector is female. Although the share of the agriculture sector in total employment decreased, it 

kept its high level. This situation stemmed from the fact that non-agricultural sectors, 

especially industry, failed to provide sufficient employment opportunities. In other words, the 



growth rate in total employment remained considerably behind the economic growth rate of 

Turkey. 

II.1.4. Wages and Salaries 

The government tried to employ a monthly echelle mobille system in the public sector 

collective bargaining procedure in 1997. Therefore, wages increased by the realized inflation 

in the second half of 1997. The Echelle mobille system continued in 1998. According to the 

calculations of the SPO, while the real wages of workers who work in the public sector and 

are included in the collective bargaining procedure increased by 19.2 percent, the real wages 

of the workers who work in the private sector and are included in the collective bargaining 

procedure decreased by 3 percent in 1997. It is estimated that the real wage earnings of those 

who are included in the collective bargaining procedure decreased by 0.4 percent in the public 

sector and increased by 9.6 percent in the private sector (Table II.1.8). 

Civil servants salaries increased by 30 percent in the first half of 1998. In this period, teachers 

were given an 18 percent additional pay rise while the members of the police force were given 

overtime and special duty increases. In the second half of the year, civil servantsô salaries 

increased by 20 percent and by 10 percent in the 1 July-31 September period and in the  
1 October-31 December period, respectively. While the net real civil servantsô salaries 

increased by 16.5 in 1997 according to the estimates of the SPO and declined by 1.3 percent 

in 1998. It is estimated that the annual average minumum wage and all pensions declined in 

1998. 

When the net real wages of the 1988-1998 period are examined, both civil servant salaries and 

labor wages in the public and private sectors increased steadily during this period. However, 

civil servant salaries and labor wages declined significantly in 1994. While the civil servant 

salaries increased in 1996 and the following years labor wages did not change. Consequently, 

after 1994, salaries and wages stayed below the 1993 levels and the greatest real loss was seen 

in wages of laborers. 

When the 1990ôs are examined, it can be observed that labor productivity increased in 

general. Despite economic growth, there was no increase in employment significantly. This 

situation caused productivity to rise. For instance, while the annual growth rate of the GNP 

was 6 percent in the 1996-1998 period, employment increased by 2.7 percent in average terms 

during this period.  

   

   

TABLE II.1.8  

DEVELOPMENTS IN REAL WAGES  
(Annual Percentage Change) 

 1992 1993 1994 1995 1996 1997 1998
(1) 

Labor Cost
(2)        

Public 9.6 12.8 -11.2 -22.7 -20.9 30.1 0.5 
Private 6.0 5.3 -28.0 -14.4 6.0 3.4 10.4 
Net Labor Wage

(3)        

Public 6.0 8.0 0.0 -17.1 -25.0 19.2 -0.4 
Private 6.0 1.7 -18.2 -8.3 1.9 -3.0 9.6 



Civil Servant Monthly Cost 12.3 5.5 -30.6 -2.9 14.9 16.3 3.4 
Net Salary of Civil Servants 13.8 2.1 -21.9 -4.7 7.6 16.5 -1.3 
Annual Average Minimum Wage

(4) 9.1 5.8 -16.0 -6.6 18.5 9.7 -7.8 
Pension

(5)        

The Pension Fund 1.6 -1.7 -22.2 -10.5 22.4 7.6 -6.4 
The Social Security Institution  -1.1 -4.5 -22.0 -4.7 20.2 13.2 -7.3 
Baĵ-Kur 

(6) 45.3 -3.3 -21.6 -1.4 58.0 27.1 -7.3 

Source: State Planning Organization (SPO).  

(1) SPO estimation.  
(2) The calculations are carried out by SPO by using the data of Turkish Employer Union and Public Sector Employer Union. The SIS Wholesale 

Price Index, which was based on 1987, was used in calculating real changes.  
(3) The calculations are carried out by SPO by using the data of Turkish Employer Union and Public Sector Employer Union. The SIS Urban Area 

Consumer price Index, which was based on 1987, was used in calculating real changes.  

(4) Annual average minimum wage for workers aged 16 and over in industry and services sectors.  
(5) Average pension for retired civil servants at third degree level one, for retired workers at first degree level three, for retired persons from Baĵ-Kur 

at sixth degree.  

(6) The Social Security Organization of craftsmen and other self-employed people.  

  

II.2. PUBLIC FINANCE AND DOMESTIC BORROWING  

II.2.1. Public Finance 

The public sector in Turkey consists of consolidated budget, financial and non-financial State 

Economic Enterprises (SEEs), local administrations, social security organisations, revolving 

funds and extra-budgetary funds. The share of the public sector borrowing requirement 

(PSBR) in GNP is expected to reach 8.8 percent in 1998, reflecting a 1.2 percent increase with 

respect to the previous year (Table II.2.1, Figure II.2.1). PSBR is calculated by taking into 

account total public sector revenues and expenditures. The increase in the public sector cash 

financing requirement stems mainly from the consolidated budget and SEEsô deficits. 

The share of total public expenditures in the GNP in 1996 increased 4.7 percentage points, in 

1997 remained almost the same with the previous year at 30.9 percent level. In 1998, this ratio 

is expected to reach 34.2 percent. The share of non-interest expenditures in the GNP has been 

increasing for the last two years. However, this trend came to an end in 1998. This ratio is 

expected to decrease by 0.6 percent with respect to 1997. As a result of the drop in non-

interest expenditures, the primary surplus in the total public sector balance is expected to rise 

rapidly with respect to 1997 and to reach 3 percent. 

It is expected that the share of public sector revenues in GNP will increase by 2.2 percentage 

points relative to 1997 and reach 25.5 percent in 1998. Tax revenues, which have the greatest 

part in public sector revenues, are expected to rise by 1.5 percentage points with respect to 

1997 to 21.1 percent in 1998 due to factors such as the realisation of the tax reform and 

expansion of the tax base. Another factor that increases the public sector revenues is the 

privatization revenue. While in 1997 the privatization revenue was 0.3 percent of the GNP, 

this ratio is estimated to reach 1.3 percent in 1998. 

The ratio of the cash financing requirement of the consolidated budget to the GNP is 

estimated to be 7.2 percent with an 0.4 percentage point reduction compared to 1997. While 

the share in the GNP of the financing requirement of the other public items, which includes 



the financial SEEs, local administrations, social security organizations and revolving funds, is 

estimated to result in a 0.3 percent deficit, this is estimated as 1.2 percent for non-financial 

SEEs and the ones that are subject to privatization as a result of deficits in the finance balance 

of these organizations. 

The share of cash financing requirement of the funds in the GNP is expected to result in a 0.1 

percent deficit in 1998 (Table II.2.1). 

To conclude, the public sector financing requirement is expected to rise by 108.6 percent 

relative to the previous year to TL 4.6 quatrillion in 1998, which implies a real increase in the 

end.  

   

   

TABLE II.2.1  

THE RATIO OF THE PUBLIC SECTOR CASH FINANCING TO  

 THE GROSS NATIONAL PRODUCT
(1)  

(Percent) 

     Program  

 1994 1995 1996 1997 1998 1998 

Consolidated Budget 3.9 3.7 8.5 7.6 8.1 7.2 

SEE's(2) 1.9 -0.7 0.1 0.7 0.6 1.2 

Funds 0.9 0.6 0.1 -0.1 -0.2 0.1 

Other Public(3) 1.2 1.5 0.3 -0.6 0.1 0.3 

Total Cash Financing Requirement 7.9 5.1 9.0 7.6 8.6 8.8 

Source: State Planning Organization, Undersecretariat of the Treasury.  

(1) Minus sign (-) indicates surplus.  

(2) Enterprises subject to privatization are included.  

(3) Financial SEEôs, local administrations, revolving funds and social security organizations are included.  

   

   



FIGURE II.2.1  

PUBLIC SECTOR BORROWING REQUIREMENT / GNP  

 

Source: State Planning Organization, Undersecretariat of the Treasury.  

   

   

TABLE II.2.2  

PUBLIC SECTOR DEFICIT AND FINANCING  
(at current prices, TL trillion) 

  1993 1994 1995 1996 1997 
Program  

1998 

1998
(3) 

Cash Balance -239.8 -306.9 -407.6 -1321.4 -2235.7 -4231.1 -4662.7 

Financing 239.8 306.9 407.6 1321.4 2235.7 4231.1 4662.7 

Foreign Borrowing (net) 27.7 -65.0 -87.5 -192.7 -305.4 -201.6 -623.7 

Consolidated Budget 21.1 -67.2 -79.6 -134.0 -447.1 -57.2 -1035.6 

SEEôs
(1) -1.3 -4.8 -13.5 -58.9 26.5 25.2 140.3 

Funds -0.9 3.1 13.7 18.8 91.5 96.0 126.9 

Other Public
(2) 8.8 3.9 -8.1 -18.6 23.7 137.6 144.7 

Domestic Borrowing (net) 212.1 371.9 495.1 1514.0 2541.1 4432.6 5286.4 

Consolidated Budget 104.9 219.2 374.1 1402.2 2664.4 4650.7 4845.1 

Central Bank Advances 53.0 51.9 94.7 229.0 0 0 0 

Bonds 30.1 -70.3 85.7 274.0 1481,8 5657.7 1297.0 

T-Bills 22.2 244.2 197.2 792.2 1020.7 -1007.0 3293.2 

ñOtherò Financing -0.4 -6.6 -3.5 107.0 161.9 0 254.9 

SEEôs
(1) 79.8 111.6 51.7 215.4 486.1 551.5 850.7 

Central Bank 8.4 -11.8 0.2 0 0 0 0 



Commercial Banks 19.5 -7.2 7.8 -35.3 195.1 153.70 302.7 

Eximbank -0.1 1.2 -0.5 0 0 0 0 

Bonds 14.7 13.9 6.2 19.9 0 0 0 

Net Deferred Payments 37.2 115.5 38.0 230.8 291.0 397.8 548.0 

Funds 22.9 28.4 41.2 39.7 62.4 -190.7 9.1 

Other Public
(2) 4.5 12.7 28.1 -143.2 -671.8 -337.3 -418.5 

Source: State Planning Organization, Undersecretariat of the Treasury.  

(1) Enterprises subject to privatization are included.  

(2) Financial SEEôs, local administrations, revolving funds and social security organizations are included.  

(3) Estimate.  

  

According to the Budget Program, the ratio of the consolidated budget deficit and the primary 

surplus to the GNP was planned to be 8.1 and 3.9 percent, respectively. However, as a result 

of the close monitoring agreement signed with IMF at the end of June, public finance 

indicators were revised. According to this agreement, a reduction of the ratio of the budget 

deficit to the GNP to the 7.6 percent level and an increase in the primary surplus to 4.1 

percent were targeted. However, because the consolidated budget revenues realized above 

expectations and due to controlled increase in non-interest expenditures, the budget deficit 

was realized as TL 3.7 quatrillion and the primary surplus was realized as TL 2.5 quatrillion 

at the end of the year. Their ratio to the GNP is expected to be 7.0 percent and 4.7 percent, 

respectively. 

In 1998, there was no supplementary budget. ñComplementary appropriationò was realized 

with the help of tax revenues, which realized above expectations. For the expenditures with 

no remaining appropriation, the summation of deferred payments and advances accounts was 

TL 112 trillion at the end of the year. Thus, the share of cash financing requirement became 

7.2 percent with the 0.4 percentage point reduction relative to the previous year.  

   

   

FIGURE II.2.2  
BUDGET BALANCES / GNP 



  

Source: State  Planning Organization, Undersecretariat of the Treasury.  

   

   

 
 

TABLE II.2.3  

CONSOLIDATED BUDGET REVENUES  
(Percent) 

  1994 1995 1996 1997 1998 

Total Revenues/GNP
(1) 

Tax Revenues /GNP
(1) 

19.2 

15,1 

17.7 

13.8 

18.0 

15.0 

19.6 

16.1 

22.4 

17.4 

Direct Taxes/GNP
(1) 7.8 7.9 9.1 9.6 9.3 

Indirect Taxes/GNP
(1) 7.3 5.9 5.9 6.6 8.1 

Tax Revenues/ Total Expenditures 

Total Revenues/ Total Expenditures  

65.5 

83.0 

63.4 

81.4 

57.0 

68.6 

59.4 

72.0 

59.2 

76.3 

Tax Revenues/ Primary Expenditures 98.1 95.6 91.9 83.1 98.1 

Indirect Taxes/ Total Tax Revenues 51.7 57.5 60.6 59.3 53.4 

Direct Taxes/ Total Tax Revenues 48.3 42.5 39.4 40.7 46.6 

Source: Undersecretariat of the Treasury.  
(1) GNP is the 1998 estimation of State Planning Organization. 

 
Consolidated budget revenues were realized above the program foresight in 1998. The main 

reason for this development is the increase in tax and privatization revenues. The ratio of tax 

revenues to the GNP increased by 1.3 percent with respect to 1997 and became 17.4 percent 

(TableII.2.3). With the tax reforms, the coverage of the taxable income was expanded and 

some new applications, such as tax identification. were started for the purpose of widening the 



tax base. With the help of an increase in penalties for tax evasion and other measures, tax 

revenues increased significantly. 

While the share of indirect taxes in tax revenues decreased by 5.9 percentage points with 

respect to the previous year, the share of direct taxes increased. This rapid increase in direct 

taxes stems from the increase in tax revenues as a result of the expansion of the taxable 

income definition and the tax base. On the other hand, corporate taxes decreased in real terms. 

While the share of direct taxes in the GNP increased by 1.5 percentage points relative to 1997 

and reached 8.1 percent, the share of indirect taxes in the GNP decreased 3 percentage points 

and became 9.3 percent. 

While in 1997 tax revenues covered 83.1 percent of non-interest expenditures, in 1998, this 

ratio increased to 98.1 percent. A limited increase in non-interest expenditures, together with 

the increase in tax revenues contributed to this development. The coverage of total revenues 

in total expenditures of the consolidated budget rose to 76.3 percent in 1998, compared to 

72.0 percent in 1997 (Table II.2.3).  

   
   

 
 

PRINCIPLES OF THE TAX  REFORM AND SOME IMPORTANT ISSUES  

The principles of tax reform are summarised as follows; 

¶ Expanding the tax base, 
¶ Recording the unrecorded part of the economy and taxing unrecorded income, 
¶ Simplicity, clarity and equality in taxation, 
¶ Raising tax revenues without increasing the tax burden, 
¶ Preventing tax evasion by forming efficient control and penalty mechanisms. 

Some important points related to tax reforms can be summarized as follows; 

¶ In order to record the unrecorded part of the economy, a tax identification number is given upon the 

purchase or sale of real estate and vehicles and for banking activities. 
¶ To expand the tax base, the definition of income is extended so that all types of income are covered 

under law. 
¶ The rates on income tax, corporate tax, inheritance and real estate taxes and fees for land registration 

are lowered and to avoid an unexpected decline in tax revenues, adjustments are applied gradually in 

1998 and 1999. 
¶ Income tax on undistributed profits of corporations were abolished and corporate taxes are now subject 

to witholding tax if profits are distributed. 
¶ Taxation on unearned income was abolished. Thus, the tax system has been modified by shifting from 

the standard of living procedure to taxation on real income. With the introduction of transitory taxes on 

a quarterly basis, tax payments will be realized after income is earned. 
¶ Taxation based on lump-sums has been abolished. 
¶ Some tax exemptions were restricted. 
¶ The penalty system has been simplified to prevent tax evasion. 
¶ Financial Milenium: The application of not asking the source of and not taxing the funds that are 

outside the financial system upon their transferal into the banking sector - a once only practice. 
¶ The application of ñStock Dischargeò. 



 
 

  

 

TAX BURDEN IN TURKEY  

 1988 1990 1992 1994 1996 1997 1998 

(Trillion TL) (1)               

Consolidated Budget Tax Revenues (A)  14.3 45.4 141.8 588.1 2245.3 4748.1 9232.9 

Local Administration Taxes and Shares 

(B)  
2.4 7.4 22.0 86.1 367.3 773.9 1290.1 

I=A+B 16.6 52.9 163.8 674.1 2612.6 5522.0 10523.0 

Tax-like Income from Funds (C) 3.3 11.3 33.9 71.0 223.2 555.5 932.4 

II=A+B+C 20.0 64.1 197.7 745.1 2835.8 6077.5 11455.4 

Parafiscal Revenues (D) (2) 3.4 16.2 51.1 116.1 458.2 1065.6 2153.7 

III=A+B+C+D 23.3 80.4 248.8 861.2 3294.0 7143.1 13609.1 

(Percent)               

TAX BURDEN- I 12.87 13.45 14.98 17.43 17.69 18.95 19.86 

TAX BURDEN- II 15.46 16.33 18.08 19.26 19.20 20.86 21.62 

TAX BURDEN- III  18.06 20.46 22.75 22.26 22.30 24.52 25.68 

Source: Ministry of Finance. State Planning Organization  

(1) 1997 value is transistory. 1998 value is estimation.  

(2) The value for 1998 consists of Pension Fund. Baĵ-Kur ve SSEôs premiums.  

  

Total tax revenues can be defined in 3 ways: the first, is the additon of the local 

administrations income to the consolidated budget tax revenues; the second is the addition of 

tax-like income from funds to the first definition; and the third is the addition of parafiscal 

revenues to the second definition. 

The share of direct and indirect tax revenues constitutes the greatest part of the funds income. 

Therefore, it is an important item to consider in the calculation of the tax burden. Parafiscal 

revenues, on the other hand, are not real tax revenues. Nevertheless, they are calculated in the 

same manner. They may also be included in the tax burden calculation. This revenue item 

includes the Pension Fund participation discounts, SSEôs premiums (total of employee and 

employer premiums), Bag-Kur premiums, Oyak discounts, Ķlksan monthly discounts, saving 

promotion discounts and housing subsidies. 



Tax burden is the ratio of the three definitions of tax revenue to GDP. All three calculations 

show that the tax burden has increased in the 1988-1998 period. Although both fundsô tax-like 

income and parafiscal revenues increased the tax burden by 2.6 percentage points in 1988, the 

latterôs influence increased later on. Both itemsô effects reached their highest level in 1992. 

The effect of the fundsô tax-like income decreased to 1.8 percentage points, while parafiscal 

revenues realized at 4.1 percentage points. As a result, the source of the increase in tax burden 

came from parafiscal revenues rather than the fundsô tax-like income. 

 
 

  

TABLE II.2.4  

CONSOLIDATED BUDGET EXPENDITURES  
(Percent) 

  1994 1995 1996 1997 1998 

Total Expenditures/GNP
(1) 23.1 21.8 26.3 27.2 29.4 

Primary Expenditures/GNP
(1) 15.4 14.4 16.3 19.4 17.8 

Interest Payments on Dom. Debt/GNP
(1) 

Personel Harcamalarē/GSMH
(1) 

Diĵer Transferler/GSMH
(1) 

6.0 

7.6 

4.1 

6.1 

6.4 

4.5 

8.9 

6.5 

5.7 

6.7 

7.1 

7.6 

10.6 

Primary Expenditures/Total Expenditures 66.8 66.3 62.0 71.5 60.4 

Interest Payments on Dom. Debt / Total Expenditures 

Personel Harcamalarē/Toplam malar 

26.0 

30.4 

27.8 

29.4 

33.7 

24.6 

24.8 

25.8 

36.1 

Other Transfers/ Total Expenditures 17.7 20.6 22.1 27.8 19.7 

      

Source: Undersecretariat of the Treasury.  
(1) GNP is the 1998 estimation of the State Planning Organization. 

 
The ratio of the consolidated budget expenditure to the GNP continued to increase in 1998 

and realized at 29.4 percent. The reason for such a high increase in consolidated expenditures 

was the interest payments on domestic debts. The share of the total interest payments and 

domestic debt's interest payments in the total expenditures reached 39.6 and 36.1 percent, 

respectively. Since the financing of the budget was carried out through domestic borrowing, 

the ratio of interest payments on the domestic debt to the GNP increased to 10.6 percent. 

The share of non-interest payments in the total expenditures declined significantly from 71.5 

percent in 1997 to 60.4 percent in 1998 (Table II.2.4). This development resulted from a 

decrease in the share of current expenditures, investments and other transfers expenditures 

and the increase in the interest payments in the total expenditures compared to 1997. The ratio 



of non-interest payments expenditures to the GNP increased in 1996-1997 and decreased in 

1998. 

While the share of the personnel expenditures, which is one of the sub-items of the current 

expenditures in total expenditure, increased 1.1 percent compared to 1997, the share of other 

expenditures decreased 0.4 percent. However, as a share of the GNP, these two items 

increased compared to 1997. 

In the consolidated budget transfers, the transfers to social security organizations had the 

highest share after interest payments. In 1997 the share of transfers to social security 

organizations in the total expenditures was 9.5, shrinking by 0.3 percent. However, the ratio to 

the GNP rose 2.7 percent in 1998 from 2.5 in 1997. 

The share in the GNP of transfers from the consolidated budget to the SEEsô decreased by 0.1 

percent compared to 1997. Although in 1998 agricultural support continued, the source of 

such support was made through public banks rather than through the budget. Therefore, both 

its share in the budget expenditures and the GNP decreased. 

The share of investment expenditures to the GNP decreased and was realized as 1.9 percent in 

1998. 

Along with the cash requirement of the consolidated budget, TL 3.8 quatrillion, a financial 

requirement of TL 1 quatrilion for repayment of the foreign debt arose. A total of TL 4.6 

quatrillion was met through domestic borrowing and TL 254.9 trillion through other 

financing. (Table II.2.6 Figure II. 2.3) 

During 1998, the financing of the consolidated budget was realized through domestic 

borrowing. Contrary to the Budget Programe, in which governments bonds had been forseen 

as the main source of borrowing, net borrowing with treassury bills exceeded net borrowing 

with governments bonds. In addition to discounted bonds and consumer price-indexed bonds 

domestic borrowing was realized through public sales. In 1998, TL 2.8 quatrillion of domestic 

borrowing was met through government bonds, repayments being 1.5 quatrillion. Therefore, 

the overall net domestic borrowing through government bonds was 1.3 quatrillion. The share 

of government bonds in the GNP declined to 2.5 percent compared to 5.1 percent in 1997 ( 

Table II.2.6).  

   

   

TABLE II.2.5  
QUARTERLY REALIZATION OF THE CONSOLIDATED BUDGET CASH 

FINANCING REQUIREMENT AND FINANCING IN 1998   
(TL trillion cumulative) 

  1998 

  Program I II III  IV 

Budget Deficit -3 993.5 -961.3 -1 885.7 -3 032.9 -3697.8 

Deferred payments and Advances - 600.0 -143.9 -135.9 -89.3 -111.6 



Cash Deficit -4 593.5 -1 105.2 -2 021.6 -3 122.2 -3 809.5 

Financing 4 593.5 1 105.2 2 021.6 3 122.2 3 809.5 

    Foreign Borrowing (net) -57.2 -44.3 -94.3 -666.8 -1035.6 

    Bonds (net) 5 657.7 -226.7 417.8 1 147.0 1297.0 

    T-Bills (net) -1 007.0 1 396.6 1 499.5 2 130.2 3293.2 

    CB Advances (net) 0.0 0.0 0.0 0.0 0.0 

    Other
(1) 0.0 -20.4 198.6 511.8 254.9 

Source: Undersecretariat of the Treasury.  
(1) The deferred payments, bank accounts etc. are the net changes. A negative sign (-) indicates a net positive increase. a positive sign (+) indicates a 

net decrease in assets. 

In 1998 net domestic borrowing through treasury bills was realized as TL 3.3 quatrillion. The 

domestic borrowing through treasury bills was realized as TL 9.2 quatrillion with repayments 

amounting to TL 5.9 quatrillion ( Table II.2.5 and Figure II.2.3). In 1998, domestic borrowing 

was realized mainly by treasury bills and its share in the GNP rose to 6.2 compared to 3.5 in 

1997. 

Although in 1997 short-term advances to the treasury were determined as 6 percent of the 

difference between the 'common' appropriations of the previous and current years, this ratio 

declined to 3 percent in 1998. Consistent with the Protocol signed between the Treasury and 

the Central Bank in July 1997, the Treasury did not use short-term advances after the second 

half of 1997 and repayed accumulated accounts. Although the Treasury had the right to use 

TL 200 trillion from the Central Bank, it did not use this for purpose of budget financing in 

1998. The Treasury used short-term advances in October, September and December in 1998 

in order to make wage payments, but each of these accounts were repaid totally within the 

month it was borrowed ( Table II.2.6). 

Foreign debt was in the form of TL 723 trillion for use and 79.5 trillion in revolving loans. As 

in the last three years, net repayment of the foreign debt was made in 1998. The amount was 

TL 1 quatrillion, which constitutes 2 percent of the GNP. (Table II. 2.6 and Figure II.2.3). 

FIGURE II.2.3  

THE CONSOLIDATED BUDGET FINANCING  



(cumulative)  

 

Source: Undersecretariat of the Treasury.  

   

   

TABLE II.2.6  

THE CONSOLIDATED BUDGET BALANCE AND FINANCING  
INDICATORS 

     Program  

 1994 1995 1996 1997 1998 1998 

(TL Trillion)  

Budget Balance(1) -152.2 -316.6 -1 238.1 -2 240.7 -3 993.5 -3 697.8 

Cash Balance(1) -151.9 -294.5 -1 267.7 -2 220.4 3 993.5 -3 809.5 

Primary Balance(1) 146.1 259.5 259.3 37.3 1 907.0 2 478.8 

Primary Cash Balance(1) 146.4 281.7 229.7 57.5 1 907.0 2 367.1 

Operational Budget Balance (1) 106.0 160.6 -258.8 -756.9  666.4 

(Percent)(2) 

Budget Balance/GNP -3.9 -4.0 -8.3 -7.6 -8.1 -7.0 

Cash Balance/GNP -3.9 -3.7 -8.5 -7.6 -8.1 -7.2 

Primary Balance./GNP 3.8 3.3 1.7 0.1 3.9 4.7 

Primary Cash Balance/GNP 3.8 3.6 1.5 0.2 3.9 4.5 

Operational Budget Balance/GNP 2.7 2.0 -1.7 -2.6  1.3 

Foreign Borrowing (net)/GNP -1.7 -1.0 -0.9 -1.5 -0.9 -2.0 

Bonds (net)/GNP -1.8 1.1 1.8 5.1 11.2 2.5 



T-Bills (net)/GNP 6.3 2.5 5.3 3.5 -2.6 6.2 

ST. Adv. To Treasury (net)/GNP 1.3 1.2 1.5 0 0 0 

Other Financing /GNP -0.2 -0.03 0.6 0.5 0 0.5 

(1) A negative sign (-) indicates deficit, a positive sign (+) indicates surplus. Operational budget balance is calculated through the addition of real 

interest payments to the primary balance.  

(2) GNP is the 1998 estimation of the State Planning Organization.  

   

   

TABLE II.2.7  

FINANCIAL INDICATORS OF SPO, TSF AND TEKEL
(1)  

(Percent) 

 1996 1997 1998
(2) 

Operational SEEôs share in PSBR 0.9 8.7 13.9 

Cash Financing Requirement of SPO, TSF and TEKEL / Cash Financing Requirement of 

Operational SEEôs
(3) 

7.3 1.9 1.1 

The share of SPO, TSF and TEKEL in PSBR 6.7 -16.1 -15.9 

Ratios to GNP        

Cash Financing Requirement of SEEôs/GNP 0.1 0.7 1.2 

Cash Financing Requirement of SPO. TSF and TEKEL/GNP 0.6 -1.2 -1.4 

Budget Transfers to SPO, TSF and TEKEL/GNP  0.03 0.07 0.06 

(1) Soil Products Office (SPO), Turkish Sugar Factories (TSF), State Monopolies of Tobacco and Alcoholic Beverages (TEKEL).  

(2) State Planning Organization estimates.  
(3) Enterprises subject to privatization are included. 

Since 1995, the surplus of the SSE's in the GNP has varied between 0.2 and 0.5 percent. In 

1998, this trend was reversed and the SEEsô deficit to the GNP was realized as 1.3 percent. 

The operational SEEs were the source of the deficit in the SEEs financial balance. In 1997, 

the financing requirement of the operational SEEs, except for those not included in the 

privatization program, was 0.6 percent of the GNP, but this ratio is expected to increase to 1.3 

percent of the GNP. The main reason for the increase in the financing requirement of the 

operational SEEsô was the agricultural support that was carried out by some of these 

enterprises. Other factors leading to an increase in the financing requirement of both 

operational SEEs and those subject to privatization were personnel expenditures, functioning 

and operating losses. 

The financing requirements of the SEEs as a share in the GNP are expected to be met: 1.5 

percent through net domestic borrowing and 0.2 percent through foreign loans. The SEEs 

subject to privatization are expected to give a surplus of 0.1 percent of the GNP in 1998. 



The financial and operational SEEs were privatized by block sales, public sales, international 

public sales, asset sales or by turnover of licence. The total proceedings from privatization, 

including the turnover of the GSM licence, were US Dollar 3.1 million in 1998. 

The share in the GNP of the transfers from the consolidated budget to operational SEEs was 

realized as 0.3 percent. When budget transfers are included, the financial deficit of the 

operational SEEs was 1.3 percent, whereas excluding budget transfers made the ratio rise to 

1.7 percent of the GNP. 

The financing requirement of Funds had a TL 76 trillion surplus in 1998, and the ratio of this 

requirement to the GNP is expected to be 0.1 percent. 

The ratio of Social Security Organizationsô income-expenditure difference to the GNP rose, 

the transfers from the budget to these organizations as a share in the GNP is expected to 

increase by 2.2 percent in 1998. The deficits of SII, Baĵ-Kur and Pension Funds were met by 

transfers of 0.9. 0.8 and 0.5 percent respectively, from the consolidated budget. 

Local administrations include municipalities, the administration of provinces, the 

administration of water and sewer systems and Ķller Bank. The financing deficit of local 

administrations remained same as in 1997 and was realized as 0.3 percent of the GNP. 

II.2.2. Agricultural Support  

In 1998, with the exception of cereals, sugar beats and tobacco, agricultural products were not 

subject to state support purchases and their financial requirement was financed from the 

Support Price Stabilization Fund. It is expected that the amount paid to producers within the 

support purchase program, will increase by 146 percent and reach TL 785 trillion in 1998. 

Taking into account the purchases made by The Union of Agriculture Sales Cooperatives, the 

payments to the producers are estimated to reach TL 1.2 quatrillion. The share in the GNP of 

the payments that are made for support purchases increased from 1 percent in 1997 to 1.4 

percent in 1998. This ratio reached 2.3 percent of the GNP with the purchases of The Union 

of Agriculture Sale Cooperatives. 

Agricultural support prices increased on the average as much as the inflation rate. Agricultural 

support purchases were realized above the program level due to the increase in agricultural 

production. This led to a rise in the stock of operational SEEs that made support purchases. 

While there were no budget transfers to Soil Products Office (SPO) and TEKEL, 31 trillion 

TL was transferred to Turkish Sugar Factories (TSF). It is expected that the total budget 

transfers for the purpose of agricultural support will reach TL 193 trillion. In 1998, 

agricultural support purchase payments came from the public banks instead of from budget 

transfers. 

In 1998, the financial requirement of operational SEEs is expected to reach TL 713 trillion, 

whereas the total financial requirement of SPO, TSF, TEKEL is expected to be TL 736 

trillion. Therefore, the ratio of the total financing requirement of these three SEEs to the 

financial requirement of operational SEEs is expected to be 1.1 (Table II.2.7). In 1998, among 

the operational SEEs, the share in the GNP of the financing requirement of those SSEs 

responsible for agricultural support, in particular, tended to increase.  



   

   

TABLE II.2.8  

THE AGRICULTURAL CREDIT OF THE CENTRAL BANK  
(TL billion)  

  1996 % change 1997 % change 1998 % change 

Public Sector             

SPO 0.0 - 0.0 - 0.0 - 

TSF 0.0 - 0.0 - 0.0 - 

Share of Public Sector Credit - - - - - - 

Private sector             

Agricul. Credit Cooperatives 7 147.6 -38.6 7 147.6 0.0 7 147.6 0.0 

Other 55.0 0.0 55.0 0.0 55.0 0.0 

Share of Private Sector 93.7 0.0 93.8 0.0 95.5 0.0 

Grand Total 7 202.6 -38.5 7 202.6 0.0 7 202.6 0.0 

Share of Central Bank Credit 1.9 - 2.1 - 95.5 - 

Source: Central Bank. 

The ratio of the agricultural credit provided by the Central Bank as total domestic credit were 

realized as 1.9 percent and 2.1 percent respectively in 1996 and 1997. In 1998 the Central 

Bank did not extend agricultural credit to the public. The extended agricultural credit was 

limited by the Central Bank to the private sector via Agriculture Credit Cooperatives as TL 

7.1 trillion in 1998, remaining constant with respect to 1997. The Central Bank did not extend 

agricultural credit to SPO and TSF. At the end of 1998, the credit extended to the private 

sector by the Central Bank via Sekerbank remained the same as in 1997, TL 55 billion. ( 

Table II.2.8) 

II.2.3. Domestic Borrowing 

The total stock of the domestic debt, whose share in the GNP has increased by 0.2 percentage 

points to 21.5 percent, increased by 84.8 percent compared to 1997 and reached TL 11.6 

quatrillion. 

Excluding consolidated securities, principal and interest payment stock reached TL 15.9 

quadrillion in 1998, while it was TL 10.5 quadrillion in 1997. The ratio of the principal and 

interest payment stock to the GNP was 35.7 percent in 1997. In 1998, interest payments of 

indexed government securities were excluded from the calculations and the ratio fell to 30 

percent. 



The share of the principal stock of treasury cash bills and government cash bonds in the total 

stock of the domestic debt increased 8 percentage points with respect to the previous year and 

reached 81.9 percent in 1998. However, the share of the principal stock of non-cash treasury 

bills and government bonds in the total stock of domestic debt declined to 18.1 percent in 

1998 from 20.7 percent in 1997. When the cash debt of the treasury is analyzed in US Dollars, 

it can be seen that this amount has increased from US dollars 22.7 billion in 1997 to US 

dollars 30.4 billion in 1998. 

The share of the principal stock of treasury bills in the total stock of domestic debt increased 

by 12.5 percentage points with respect to 1997, reaching 50.3 percent in 1998 while the share 

of the government bonds in the total stock declined form 56.8 percent in 1997 to 49.7 percent 

in 1998 (Table II.2.9). 86.8 percent of the treasury bills and bonds issued in 1998 were sold to 

the banking sector. 8 percent to public institutions and 3.9 percent to the private sector. 

  

TABLE II.2.9  

THE MATURITY COMPOSITION OF BONDS AND BILLS  
(TL trillion)  

    Percentage   Percentage 

  1997 Distribution 1998 Distribution 

Total Bills 2375.0 39.9 5695.9 49.0 

3 Month 0.0 0.0 0.0 0.0 

6 Month 237.0 4.0 1642.6 14.1 

9 Month  171.0 2.9 1711.3 14.7 

Public Sales 0.0 0.0 0.0 0.0 

(3.6 ve 9 Month)         

Irregular Maturity 1966.0 33.1 2342.2 20.2 

Bonds 2267.9 38.1 3815.8 32.9 

1 Year
(1) 298.0 5.0 2447.4 21.1 

Irregular Maturity 748.0 12.6 95.7 0.8 

1.5-5 Year 1382.0 19.5 1362.2 9.9 

Total Stock
(2) 5945.8 100.0 11612.9 100.0 

Source: Undersecretariat of the Treasury.  

(1) The bonds sold to the public with 1 year maturity are included.  
(2) Total stock includes; bill, bond, consignment, special issue bonds, loan bonds, account bonds and account of foreign exchange offices. 

By the beginning of 1998, the Treasury had started to announce domestic borrowing programs 

and quarterly cash programs. These announcements revealed the market and played an active 

role in reducing the uncertainty in the market. In general, the Treasury kept to its targeted 



levels of quantity and maturity except for the one on 18
th
 August, 1998. It coincides with the 

days when the domestic market was facing the effect of the global crisis. Because of the 

demand for high interest rates, the Treasury sold less than the pre-announced level and 

shortened the maturity of the 18
th
 August auction from 1 year to 3 months. 

The average compound borrowing rates, which are weighted by the amount of net sales in the 

auctions and exclude the withholding tax, had started a declining trend by the beginning of 

January 1998. In May, deceleration was continued and in July the rates were realized as 77 

percent, the lowest value of 1998. By August, the interest rates started to increase, being 

influenced by capital outflow following the global crisis, increase in uncertainty because of 

the tax reforms and political ambiguity raised by the general elections. 

A withholding tax of 12 percent was imposed on the treasury bills and government bonds in 

November 1996. It was reduced to 6 percent and went into effect on January 1, 1998, when a 

withholding tax of 12 percent was imposed on repo income. However, the witholding tax 

imposed on the government securities was removed by October 1, 1998. In addition, the 

ñmultiple priceò system was amended as a ñsingle priceò system. The Treasury also sold 

securities with declining maturity and same reimbursement date. 

The maturity of domestic borrowing was approximately 5.5 months in the first quarter of 

1998. A slow-down in inflation, in line with the pre-announced domestic borrowing program 

of the Treasury and the preparations of the agreement with the IMF led to a lengthening of the 

maturity by almost 10 months. Risk premium of the CPI indexed government securities 

decreased and realized between 19 and 25 percent. By August, the Russian crisis, which led to 

the global crisis, increased the liquidity demand and maturities started to shorten. In August 

and September, the average maturity declined to 6.3 months and the risk premium of the WPI 

indexed securities increased to 30 percent. Domestic borrowing maturity started to lengthen 

from October onwards and was 8.9 months in December. 

The Treasury also used public sales and direct sales in 1998 as methods of domestic 

borrowing. Direct sales included CPI and foreign exchange indexed borrowing, while public 

sales included CPI indexed (CPIX 20 percent), quarterly coupon payment of 21 percent 

interest and in terms of the US Dollar 1 year maturity at 3 percent interest. 

The ratio of the outstanding debt stock to the GNP, which is an indicator of the size of 

domestic borrowing in the economy, increased 2 percentage points from 1997 to 1998 and 

reached 19.3 percent. The ratios of the debt stock to various money definitions and total 

liabilities of the banks excluding their shareholdersô equities rose in 1998 relative to 1997. 

This shows that there was a repression on financial markets (Table II.2.10).  

   

   

TABLE II.2.10  

THE PRINCIPAL STOCK OF BONDS AND BILLS
(1)

 IN COMPARISON TO  

THE GNP AND MONETARY AGGREGATES  
(percent) 

 1994 1995 1996 1997 1998 



Principal/GNP
(2) 14.0 14.6 18.5 17.3 19.3 

Principal /M2 84.6 90.0 99.2 89.3 94.2 

Principal /M2Y 42.8 43.5 50.5 47.4 52.6 

Principal /TL Liabilities
(3) 60.1 64.5 71.5 54.9

(4) 56.7
(5) 

Principal /Total Liabilities
(3) 29.4 30.3 34.1 25.5

(4) 30.8
(5) 

Principal +interest/GNP
(2) 22.2 23.7 32.8 35.7 30.0 

Principal +interest/M2 134.6 146.6 175.6 185.3 146.4 

Principal +interest /M2Y 68.0 70.9 89.4 98.3 81.8 

Principal +interest/TL Liabilities
(3) 95.6 105.0 126.5 106.5

(4) 87.1
(5) 

Principal +interest /Total Liabilities
(3) 46.7 49.8 60.3 49.4

(4) 47.3
(5) 

Source: Undersecretariat of the Treasury, Central Bank.(1) Excluding consolidated securities. The interests of indexed domestic borrowing securities 

are not included.  

(2) GNP is the forecast of the State Planning Organization.  

(3)TL and total liabilities are the liabilities other than the banking sector equity capital.  

(4) Calculated using the liability values of October. 1997.  

(5) Calculated using the liability values of October. 1998  

  

 

TREASURY AUCTION PROGRAMS AND REALIZATIONS OF THE 

DISCOUNTED GOVERNMENT DOMESTIC BORROWING SECURITIES  

    PROGRAMED   REALIZED   

  DATE MATURITY  AMOUNT SALE(1) SALE(2) 

JANUARY 13.01.1998 6 months 280-340 298.6 370.9 

  20.01.1998     Not realized   

FEBRUARY 10.02.1998 98 days 370-420 411.7 413.7 

  17.02.1998 182 days 340-370 366.2 374.7 

  20.02.1998 364 days 120-160 Not realized   

MARCH 03.03.1998 182 days 310-360 272.0 419.7 

  10.03.1998 238 days 180-230 191.0 245.4 

  17.03.1998 91 days 480-530 512.4 533.8 

  20.03.1998 1 year 0-100 Not realized   

APRIL 31.03.1998 6 months 220-280 255.5 311.4 



  17.04.1998 1 year 0-160 Not realized   

  28.04.1998 9 months 340-410 352.1 363.2 

MMONTH 12.05.1998 1 year 180-250 198.0 244.5 

  10.11.1998 9 months 420-490 435.3 435.3 

  22.05.1998 1 year 0-300 Not realized   

JUNE 02.06.1998 6 months 360-440 422.1 444.9 

  09.06.1998 9 months 260-350 303.5 403.7 

  16.06.1998 1 year 500-600 233.8 277.2 

JULY 07.07.1998 6 months 150-300 239.9 273.4 

  14.07.1998 9 months 200-350 251.6 355.6 

  28.07.1998 1 year 250-400 125.1 291.2 

AUĴUST 04.08.1998 6 months 200-400 352.4 394.1 

  11.08.1998 9 months 200-350 29.6 29.6 

  18.08.1998 Changed as 3 months. 200-450 260.6 260.6 

SEPTEMBER 01.09.1998 4 months 250-450 179.7 424.5 

  15.09.1998 6 months 250-400 377.8 377.8 

  29.09.1998 7 months 250-400 396.4 396.4 

OCTOBER 06.10.1998 7 months 0-100 33.1 71.5 

  20.10.1998 9 months 0-100 98.3 98.3 

NOVEMBER 03.11.1998 6 months 370-470 375.4 505.9 

  10.11.1998 10 months 0-100 78.3 84.7 

  17.11.1998 8 months 330-430 325.7 332.6 

DECEMBER 01.12.1998 308 days 400-550 461.9 544.6 

  08.12.1998 224 days 250-400 313.2 313.2 

  15.12.1998 420 days 0-100 92.3 95.7 

  22.12.1998 133 days 100-200 174.0 174.7 

(1) Net Sale. TL trillions. 

(2) Sales from average value are included. TL trillions. 



The Undersecretariat of the Treasury started to announce monthly auction programs in 1998. 

In the first five months, five planned auctions were cancelled. The Treasury was in line with 

the targetted quantities overall (quantities sold at the average value are excluded). 

The effects of the global crisis are seen on the auction held on 11
th
 August, 1998. Increasing 

risk premium and capital outflow brought about the high levels of interest rates. Therefore, 

the Treasury had to cut the quantity, realized in the auction, below the targetted level. 

Repression caused by the tax reforms on the financial markets, together with the effects of the 

global crisis, increased the domestic borrowing interest rates to about 140 percent from the 

August level of 80 percent. After August, domestic borrowing was in line with the targeted 

levels, except for the higher realized levels of interest rates.  

 
 

  

I I.3. THE BALANCE OF PAYMENTS AND EXTERNAL DEBT  

II.3.1. Balance of Payments 
(*) 

The GNP recorded a growth rate above the potential output level between 1995 and 1997, 

which expanded investment rapidly. This trend continued in the first quarter of 1998. 

However, because of the negative influence of the Asian crisis at the end of 1997, export 

performance had started to decline by April. As a result of the economic policies 

implementated at the beginning of the year, tax receipts increased, diminishing the disposable 

income and limiting expenditures on private consumption and investment. During this period, 

the high public sector borrowing requirement with the capital outflows that emerged as a 

result of the Russian crisis in August led to an increase in interest rates, which in turn resulted 

in a declining trend in private sector investment. 

The growth rates of imports and exports were slowed down by the restrained domestic and 

foreign demand. Nevertheless, the realized foreign trade deficit was mostly compensated for 

by the net revenues from invisibles. The current account deficit realized at an inflow of 1.8 

billion US dollars in January-November 1998. During this period, capital inflow was 925 

million US dollars and the increase in official reserves amounted to 811 million US dollars 

(Table II.3.1).  

   

   

TABLE II.3.1  

THE BALANCE OF PAYMENTS  
(US $ Million) 

  1996 1997
(1) 1998

(1) 

Current Account Balance  -2 437 -1 919 1 844 

   Foreign Trade Balance  -10 582 -13 563 -13 516 



   (Shuttle Trade) (8 842) (5 358) (3 517) 

   Invisible Items and   
   Unrequitted Transfers 

  

 
8 145 

 

  
11 644 

 

  
15 360 

Capital Account    

   (Excluding Reserves) 8 763 8 935 925 

Net Errors and Omissions -1 781 -2 779 -1 958 

Official Reserves (Change) -4 545 -4 237 -811 

                         Source: Central Bank  
                         (1) January-November 

 
 

(*) Analysis is based on the balance of payments table covering the January-November period.  

  

II.3.1.A. The Current Account 

Import expenditures (CIF) decreased by 4.5 percent in the January-November 1998 compared 

to the same period of the previous year and realized at 41.7 billion US dollars. Meanwhile, 

export revenues declined by 6.5 percent due to the contraction in shuttle trade and realized at 

27.8 billion US dollars. As a result of developments in foreign trade, the foreign trade deficit 

sustained its 1997 level. 

The slow down in production and reduced investment activity related to the declining GNP 

growth rate in the second quarter of the year are the major causes of the contraction in 

nominal import expenditures. An examination of the distribution of imports according to main 

product groups shows that imports of capital and intermediate goods declined by 3.1 percent 

and 6.2 percent, respectively while those of consumer goods increased by 1.8 percent. Import 

expenditures had contracted considerably by August (Table II.3.2). 

The trade with the European Union countries determines the trend in the total trade volume 

since almost half of the volume of Turkish trade is with these countries. In the January-

November 1998 period, exports to EU countries expanded by 6.3 percent while imports from 

these countries declined by 2.1 percent. Moreover, the financial crises in Asia and Russia led 

to a contraction in exports to these countries. In the same period, exports to non-OECD Asian 

countries declined by 48.7 percent while exports to the Russian Federation declined by 35.3 

percent. Likewise, exports to the Commonwealth of Independent States decreased by 26.6 

percent. The slow-down in export volume against the real depreciation of the Turkish lira in 

1998 resulted in exports being insensitive to the real exchange rate changes while 

developments in foreign demand had a determining character (Table II.3.3 and Table II.3.4).  

   

   



TABLE II.3.2  

THE DISTRIBUTION OF IMPORTS ACCORDING TO MAIN PRODUCT  

GROUPS  
(US $ Million) 

    %   % % 

  1997
(1) Share 1998

(1) Share Change 

Total Imports (CIF) 43 618 100.0 41 660 100.0 -4.5 

Capital Goods 9 697 22.2 9 392 22.5 -3.1 

Intermediate Goods 28 888 66.2 27 105 65.1 -6.2 

Consumer Goods 4 742 10.9 4 826 11.6 1.8 

Others 291 0.7 337 0.8 15.8 

Source: State Institute of Statistics  
(1) January-November. 

TABLE II.3.3  
REAL EFFECTIVE EXCHANGE RATE INDEX

(1) 

 (1987=100) (1990=100) 

1987 97.8 118.2 

1988 105.6 127.4 

1989 86.8 104.6 

1990 80.4 97.1 

1991 86.9 105.1 

1992 89.4 108.0 

1993 90.9 109.7 

1994 103.1 124.5 

1995 100.9 122.0 

1996 99.8 120.5 

1997Q1 96.7 116.6 

Q2 97.1 117.1 

Q3 95.1 114.6 

Q4 93.6 112.9 

1998Q1 94.2 113.6 



Q2 96.7 116.6 

Q3 94.3 113.7 

Q4 (estimation) 96.4 116.4 

Source: Central Bank, State Institute of Statistics and International Financial Statistics  
(1) The figures are end-of-period. Calculations are based on the monthly average figures for the Central Bank's buying rates for US dollars and 

German marks, and wholesale prices in Turkey and in foreign countries. The weights in the calculation of the index are 1 for the US dollar, and 1.5 for 

the German mark. The decline in the index value indicates the real appreciation of the Turkish lira against related currencies.  

  

Shuttle trade is one of the main sub-items of export revenues in Turkey. Shuttle trade, defined 

as the purchase of Turkish goods by foreigners with the aim of selling them abroad, started to 

develop after the collapse of the Soviet Union and has shown a declining trend in the last two 

years. As a result of the survey study conducted to determine the magnitude of this trade, the 

revenues of the shuttle trade are estimated to be 5.4 billion US dollars in January-November 

1997 and 3.5 billion US dollars in the same period of 1998. 

The foreign trade deficit including the shuttle trade was 13.5 billion US dollars in January-

November 1998. The net revenues from invisible items and unrequited transfers amounted to 

15.4 billion US dollars, and the capital account had a surplus of 1.8 billion US dollars. The 

travel account under invisible revenues sustained a level of 7 billion US dollars in January-

November 1998. In this period, expenditure per capita increased while the number of tourist 

arrivals decreased. Interest income expanded by 30.2 percent and the "other" item, consisting 

of revenues from freight, transportation, construction services, increased by 33.7 percent. 

Among the expenditures, interest payments on the external debt expanded by 8.7 percent, 

tourism expenditures increased by 3.1 percent while the "other" item including freight, 

transportation, profit transfers, along with other private and official services increased by 16.4 

percent. 

Net revenues from unrequited transfers increased by 18.8 percent in January-November 1998 

compared to the same period in 1997. The main source of this increase is the expansion in 

workers' remittances by 28.9 percent, realizing at 4.9 US billion.  

   

   

TABLE II.3.4  

THE DISTRIBUTION OF IMPORTS AND EXPORTS ACCORDING TO  

COUNTRY GROUPS  
(US $ Million) 

    %   % % 

  1997
(1) Share 1998

(1) Share Change 

Total Imports 43 618 100.0 41 660 100.0 -4.5 

OECD Countries 31 180 71.5 30 241 72.6 -3.0 

(EU Countries) (22 204) (50.9) (21 746) (52.2) (-2.1) 



European and CIS Count. 4 220 9.7 4 249 10.2 0.7 

African Countries 1 922 4.4 1 623 3.9 -15.6 

American Countries 728 1.6 683 1.6 -6.2 

Middle Eastern Countries 2 447 5.6 1 778 4.3 -27.3 

Other Asian Countries 2 297 5.3 2 416 5.8 5.2 

Other Countries 824 1.9 670 1.6 -18.7 

            

Total Exports 23 852 100.0 23 754 100.0 -0.4 

OECD Countries 14 216 59.6 15 010 63.2 5.6 

(EU Countries) (11 173) (46.8) (11 873) (50.0) (6.3) 

European and CIS Count. 4 270 17.9 3 477 14.6 -18.6 

African Countries 

American Countries 

1 110 

188 

4.6 

0.8 

1 570 

203 

6.6 

0.9 

41.5 

8.0 

Middle Eastern Countries 2 077 8.7 1 948 8.2 -6.2 

Other Asian Countries 1 062 4.5 544 2.3 -48.7 

Other Countries 929 3.9 1 002 4.2 7.9 

Source: State Institute of Statistics  

(1) January-November.  

   
   

 
 

IMPACT OF THE SOUTHEAST ASIAN AND RUSSIAN CRISES ON   
TURKISH FOREIGN TRADE  

The financial crisis that emerged in the Southeast Asian countries in the second half of 1997 

was globalized by the emergence of the Russian crisis in August 1998, having a negative 

impact on Turkey. 

The influence of the Southeast Asian crisis on third countries can be analysed in two 

categories: as direct and indirect effects. The expansion in exports of the Asian countries due 

to the competitive advantage that they had after devaluation is defined as the direct effect 

while the slow-down in exports of the third countries which are their trade competitors can be 

seen as the indirect effect. In this context, trade developments in 1998 showed that the 

devaluations in Southeast Asian countries led to a decrease in Turkish exports to these 

countries while expanding their exports to Turkey. In January-November 1998, Turkish 

exports to non-OECD Asian countries decreased by 48.7 percent while imports from this area 

increased by 5.2 percent. On the other hand, when the indirect effect of the Southeast Asian 

crisis is considered, it is observed that Turkish foreign trade was not adversely influenced. 



Hence, Turkish exports to OECD countries, the major trade market of both the Asian 

countries and Turkey, increased by 5.6 percent in the first eleven months of 1998. 

The financial crisis that emerged in Russia in August 1998 is the second significant event 

having an adverse impact on Turkish foreign trade. In 1997, the Russian Federation had been 

the second importing country after Germany. In January-November 1998, exports to the 

Russian Federation decreased by 35.3 percent. The composition of exports to these countries 

shows that Turkey exported predominantly consumer goods, among which semi-durable, non-

durable and processed food were the main items. Turkish imports from the Russian 

Federation sustained the 1997 level in the January-November 1998 period. Imported items 

from the Russian Federation were mainly composed of intermediate goods. 

The financial crisis that emerged in Russia influenced shuttle trade. The financial crisis had 

income and substitution effects on exports. The devalution in Russia decreased the purchasing 

power of the public while shifting consumption to relatively cheap products. The results of the 

survey indicate that the revenues from shuttle trade declined by 34.4 percent in January-

November 1998, suggesting that the income effect is predominant over the substitution 

effect.  

 

II.3.1.B. Capital Account 

The declining trend in inflation and the stability in the movements of the real exchange rate 

led to positive expectations which induced capital inflows in the first half of 1998. 

Nevertheless, with the emergence of the Russian financial crisis at the beginning of August, 

foreign investors started to withdraw from the emerging markets, which had a further impact 

on capital inflows to Turkey. In the first six months, there had been a net capital inflow of 7.8 

billion US dollars, while in the July-November period, the capital outflow was 6.9 billion US 

dollars. 

Net capital inflows amounted to 925 million US dollars and official reserves increased by 811 

million US dollars in the first eleven months of 1998. Short-term capital flows realized at a 

net inflow of 2.9 billion US dollars. Meanwhile, direct investment, portfolio investment and 

long-term capital flows resulted in an outflow of 1.9 billion US dollars. 

The main source of long-term capital inflows was long-term credit drawings. Direct 

investment amounted to a net inflow of 442 million US dollars, while through portfolio 

investment there was a net outflow of capital amounting to 6.2 billion US dollars. The 

essentials of that outflow in portfolio investment were the Treasury's limited facility in bond 

issues abroad and the withdrawal of the foreign invesment in the securities market after the 

emergence of the financial crisis in Russia in the second half of the year. Long-term credit 

drawings amounted to 3.8 billion US dollars. 

Net short-term capital inflows increased by 2.9 billion US dollars in the first eleven months of 

1998. During this period, short-term assets expanded by 682 million US dollars. The 

implementation of the policy named "financial millenium" in September had a considerable 

impact on deposit money banks' foreign exchange holdings, which is a sub-item of short-term 

capital assets. This implementation resulted in an expansion of the foreign exchange reserves 

of the deposit money banks and was recorded as an expansion of the foreign assets of the 



banks in the balance of payments accounts. Hence, as the dominant source of the expansion 

was residentsô deposits, the increase in short-term assets was reflected as a positive balance in 

net errors and omissions. Due to the reduction in foreign exchange reserves in October, the 

foreign assets of deposit money banks decreased to the previous level, which had been 

reflected as a negative balance in net errors and omissions. On the short-term liabilities side, 

credit drawings declined to 2.1 billion US dollars from the 1997 level of 3.2 billion US dollars 

and deposits expanded considerably. The Dresdner account sustained its 1997 level while 

other foreign exchange deposit accounts, including deposits of deposit money banks and 

residents, increased by 1.6 billion US dollars. 

II.3.2. External Debts 

During 1998, the Undersecretariat of the Treasury started publishing new external debt stock 

series for 1996 and onwards. 

The external debt stock had increased by 10.9 percent to 101 billion US dollars in September 

1998, compared to the end of 1997. Short-term external debt stock had expanded by 20.1 

percent to 27.2 billion US dollars while medium and long-term external debt stock had 

increased by 7.9 percent to 73.8 billion US dollars. In this period, the share of short-term debt 

stock had risen to 26.9 percent. 

The developments in the cross exchange rates during the first nine months of 1998 had an 

increasing effect on the external debt stock. The US dollar, having a significant share in the 

external debt stock, depreciated against the other foreign currencies led to an increasing cross 

exchange rate effect of 2.4 billion US dollars on the external debt stock (Table II.3.5). 

It can be observed that the US dollar, which makes up approximately half of the external debt, 

has the largest share in external debt stock. The German mark, with 34.2 percent, is the 

second most important foreign currency following US dollars. The third largest share belongs 

to the Japanese yen, which showed a declining trend in the last period. In September 1998, the 

share of the Japanese yen was 8.7 percent of the external debt (Table II.3.5).  

   

   



FIGURE II.3.1  

EXTERNAL DEBT STOCK AND DIVISION BY MATURITY COMPONENTS  

 

Source: Central Bank  
(1) September 1998. 

TABLE II.3.5  
THE IMPACT OF EXCHANGE RATES ON THE EXTERNAL DEBT STOCK IN 

TERMS OF YEAR-END FIGURES
(1)  

(US $ Million) 

  EXTERNAL DEBT STOCK
(3)       

  End of Year Previous Yearôs Exch. Rate 

Differential 
Nominal Movement Real Movement 

  Exc. Rate Exc. Rate (A) (B) (C) 

1996
(2) 83 996 - - - - 

1997 91 002 97 389 -6 387 7 006 13 393 

1998Q1 93 159 - - - - 

1998Q2 96 658 - - - - 

1998Q3 100 954 98 563 2 391 9 952 7 561 

Source: Central Bank, Undersecretariat of the Treasury  
(1) (A) The difference between the debt stock calculated according to the exchange rate at the end of the specified period and the previous yearôs end-

of-year exchange rate, (B) The difference between the debt stock figures of the previous year and the specified period, (C) Nominal movement ï 

exchange rate differential.  

(2) The calculation of new external debt stock series started in 1996, nominal and real movements of external debt for 1996 is not calculated.  
(3) Provisional. 

TABLE II.3.6  
THE IMPACT OF EXCHANGE RATE FLUCTUATIONS ON THE VALUE OF THE 



EXTERNAL DEBT STOCK
(1)  

(US $ Million) 

  1997 1998Q3
(2)       

  End of 

Year Exch. 
Rate(A) 

Previous 

Yearôs Exch. 
Rate(B) 

End of Period 

Exch. Rate(C) 
Exch. Rate 

Diff.   
(C-B=D) 

Nominal 

Movement  
(C-A=E) 

Real 

Movement  
(E-D=F) 

US dollars 42 728 48 635 48 635 0 5 906 5 906 

German marks 29 538 32 265 34 554 2 289 5 016 2 727 

S. D. Rights 603 457 466 9 -137 -146 

Swiss francs 1 347 1 299 1 361 63 14 -49 

Pounds sterling 1 000 1 063 1 098 35 98 63 

Japanese yen 10 189 9 093 8 775 -318 -1 414 -1 096 

French franc 1 337 1 403 1 499 96 162 66 

Neth. florins 883 938 1 004 66 121 55 

Other(US dollars) 3 377 3 411 3 563 152 186 34 

TOTAL 91 002 98 563 100 954 2 391 9 952 7 561 

Source: Central Bank, Undersecretariat of the Treasury  
(1) (A) End of 1997 external debt stock calculated using the 1997 end-of-year exchange rates; (B) External debt stock of Sept. 1998 calculated using 

the 1997 end-of-year exchange rates; (C) External debt stock of Sept. 1998 calculated using the Sept. 1998 end of period exchange rates;  

(D) The difference between the debt stock calculated by the Sept. 1998 exchange rates and the previous yearôs end-of-year exchange rates;  

(E) The difference between the debt stock of 1997 and that of Sept. 1998; (F) Nominal movement ï exchange rate differential.  
(2) Provisional. 

In the first eleven months of 1998, the debt service ratio, which is the ratio of the extenal debt 

principal and interest payments to foreign exchange revenues, increased to 25 percent rising 

by four points from the same period of the previous year. Despite the rise in foreign exchange 

revenues to 56.5 billion US dollars, an increase in external debt principal and interest 

payments to 10 billion US dollars, raised the debt service ratio (Table II.3.7).  

   

   

TABLE II.3.7  
DEBT SERVICE RATIO 

  1997
(1)  1998

(1) 

 Principal Repayments  7 085 9 956 
 Interest Payments  4 026 4 375 
Total Debt Service  11 111 14 331 
Exports

(2)   29 685 27 767 
Other Service Revenues 19 329 23 675 
Unrequited Transfers (private)  4 103 5 050 



Total Revenues  53 117 56 492 
Debt Service Ratio  21 25 

  

Source: Central Bank  

(1) January-November (Provisional).  
(2) Including shuttle trade. 

 
II.3.2.A. Medium and Long-Term Debts 

Medium and long-term debts consist of General Government, State Economic Enterprises, 

Central Bank and private sector debts. According to the creditors, the distribution of external 

debt stock includes official financial institutions, international institutions and private 

creditors. 

The growth rate of medium and long-term external debt stock in the first nine months of 1998 

with respect to the end of 1997 was realised as 7.9 percent. It is understood that the short-term 

external debt stock has grown faster than the medium and long-term external debt stock 

during the first nine months of 1998, and so this reduced the share of medium and long-term 

external debts in the total to 73.1 percent. 

While there was not any significant difference from 1997 in the public sector medium and 

long-term external debt stock in September 1998, the external debt of State Economic 

Enterprises had declined by 14 percent in the same period. The medium and long-term 

external debts of the Central Bank, of which almost all are Dresdner Bank Accounts, had 

increased by 12.5 percent in the same period. The private sector medium and long-term 

external debt stock increased by 22.1 percent during this period, mostly due to the non-

financial borrowing of the private sector. 

II.3.2.B. Short-Term Debts 

The short-term debt stock consists of the debts of commercial banks, private and public 

institutions and the Central Bank. The Central Bankôs external debt consists of Foreign 

Exchange Deposits with Letters of Credit and overdrafts. Short-term borrowing by 

commercial banks includes foreign exchange credit, foreign exchange deposits and 

corresponding accounts. Other sector debts consist mainly of trade credit for financing foreign 

trade. 

The short-term external debts had increased by 20.1 percent from the end of 1997 to 

September of 1998 and reached 27.2 billion US dollars. A rise in commercial banksô debts 

from 2.5 billion US dollars to 11 billion US dollars was effective in this increase. 

In this period, there were important increases in the short-term debt which the other sectors 

used for import financing. Short-term import loans reached 11.1 billion US dollars, increasing 

1.5 billion US dollars in the same period. 

FIGURE II.3.2  
THE SURPLUS OF GROSS FOREIGN EXCHANGE RESERVES OVER SHORT-TERM 



DEBT STOCK  

 

Source: Central Bank  
(1) As of November, 1998. 

 

  FIGURE II.3.3  

THE SURPLUS OF GROSS RESERVES OVER SHORT-TERM  
DEBT STOCK 

  

Source: Central Bank  
(1) As of November, 1998. 

 
The surplus of gross foreign exchange reserves over short-term debt stock declined in the first 

eleven months of 1998. The Central Bank surplus of gross foreign exchange reserves over 

short-term debts increased from 17.5 billion US dollars in 1997 to 18.9 billion US dollars in 

November 1998. In 1997, the short-term debts of commercial banks was 0.9 billion US 

dollars more than their gross foreign exchange reserves. In the first eleven months of 1998, 

the surplus of gross foreign exchange reserves over short-term debt stock became -2.8 billion 

US dollars. In the same period, the surplus of gross foreign exchange reserves over short-term 

debts, including the Central Bank, commercial banks and other sectors was 2.2 billion US 

dollars. The stock value of gold reserves was recalculated as 1.1 billion US dollars at the 

beginning of 1998 (Table II.3.8). 

 



TABLE II.3.8  

THE SURPLUS OF GROSS RESERVES OVER SHORT-TERM  

DEBT STOCK (STD)
(1)  

(US $ Million) 

 1993 1994 1995 1996 1997 1998
(2) 

Gross FX Reserves - STD -2 259 3 799 6 253 3 108 3 410 1 037 

Central Bank 5 546 6 284 11 398 15 289 17 530 18 914 

Banks -1 066 3 313 2 904 -1 067 -878 -2 775 

Other
(3) -6 739 -5 798 -8 049 -11 114 -13 242 -15 102 

Gross Reserves
(4)- STD -771 5 209 7 636 4 491 4 534 2 162 

Source: Central Bank  

(1) (-) indicates a deficit.  

(2) November 1998 (Provisional)  
(3) Figures indicate the sectorôs short-term external debt because the foreign currency reserves and the claims of this sector are not 

available.  
(4) Gross reserves are the sum of gold and foreign exchange reserves. 

II.4 MONETARY POLICY  

Through the monetary policy implemented over the last two years, the Central Bank has 

aimed at ensuring stability in the financial markets. During this implementation, no noticeable 

fluctuations in the markets were observed although a downturn in the economical and political 

situation was observed. As in previous years, in addition to ensuring stability in the markets, 

the monetary policy formulation of the Central Bank for 1998 was based on the challenge to 

decrease the high inflation rates. 

Another feature of 1998 was the change in the implementation of the fiscal policy. In this 

context, the budget prepared for 1998 was designed to have a primary surplus. The effects of 

this improvement in the primary surplus are expected to be reflected positively on the 

implementation of the monetary policy and the slow-down in the inflation rates as well. 

The Central Bank announced three monetary program for the first quarter, the second quarter 

and the second half of the year in the light of the 1998 monetary policy, which aimed at 

ensuring stability in the financial markets and challenging inflation. In the implementation 

stages of the program, the developments in the endogenous and exogenous variables were 

monitored to design the priorities and targets for the next program. Therefore, the priorities 

and targets were changed as the new monetary program was put into effect. 

The monetary program announced at the beginning of January targeted the reserve money. To 

this end, a band was formulated for the increase in the reserve money, which was supposed to 

increase in the 18-20 percent band at the end of March compared to the end-of-1997 figure. In 

the calculation of this band, the inflation target and the growth rate of the economy had been 

taken into account to ensure consistency. At the same time, the increase in foreign assets was 

designated to be the source of the increase in the reserve money according to this program. At 

the end of the period covered by the program, the reserve money had increased by 17.3 

percent on 31 March 1998 compared to the end of 1997, thus staying under the targeted 

increase. The source of the increase in the reserve money on the supply side had been the 



increase in foreign assets. In the same period, the net domestic assets, which are calculated by 

subtracting the total of the items in the analitical balance sheet of the Central Bank from the 

domestic assets, continued to decrease. These items consist of the deposits of the non-bank 

sector, the FX deposits, the open market operations (OMO) and the budgetary funds. The 

factors that caused the decrease in the net domestic assets were the restriction on the Treasury 

for not using the short term cash credit as well as the abandoned credit to the other public 

sector enterprises and the decline in the liquidity given to the markets via OMO by the Central 

Bank. 

The monetary program announced at the beginning of April for the second quarter of the year 

looked similar in the main points to the previous one, announced in January. The target for the 

percentage increase in the reserve money was under the target band of the program for the 

first quarter and formulated to be 14-16 percent. Similarly, the increase in the foreign assets of 

the Central Bank was designated to be the source of the increase in the reserve money. The 

increase in the reserve money was 13.1 percent on 30 June 1998 compared to the end of 

March. This was again under the targeted rate. The source of the increase in the reserve 

money had been the foreign assets of the Central Bank as projected. The decreasing trend in 

the net domestic assets continued for the period of March-June. The factors behind the 

decreasing trend were the relationship between the Treasury and the Central Bank continuing 

as in the previous period, the increase in the revaluation account due to the increase in the net 

foreign assets and the implemention of an effective sterilization via OMO. 

An agreement with the International Monetary Fund (IMF) was signed on 26 June 1998 for 

monitoring the targeted variables set by the government to challenge the high inflation rates. 

Within this framework, the Central Bank announced a monetary program on 2 July 1998 for 

the second half of the year. In this program, the targeted variable of the previous programes 

was changed and the net domestic assests were selected to be the new target. However, this 

variable was revised in October. The reason for the replacement of the targeted variable was 

the possible unpredictable shifts in the money demand due to the decreasing trend in inflation. 

In other words, under the process in which inflation is declining from high levels, the 

prediction of the amount of the reserve money, which is considered to be the requirement of 

the economical activities, grows difficult due to the changing relationships in the demand for 

money function. Therefore, the Central Bank aimed at overcoming this difficulty in the 

prediction of the size of the reserve money by changing the targeted variable itself, which 

gave the Central Bank the flexibility to fund the economy as required by its economic 

activities. At the same time, the Central Bank kept up its determination to fight inflation by 

controlling the net domestic assets, thus adhering to the announced target level for this item. 

In this context, the targeted size of the net domestic assets in the monetary program for the 

end of the year was minus 1514 trillion Turkish lira. However, the Russian crisis observed in 

mid-August limited the Treasuryôs chances of finding loans in the international markets. This 

development restricted the Treasury to the domestic market and brought about an increasing 

demand for the Turkish lira. Therefore, in October the Central Bank changed its end-of-the-

year target level for net domestic assests to 700 trillion Turkish lira. The realization of the net 

domestic assets at the end of December 1998 was 579.4 trillion Turkish lira, staying under the 

target level.  

  

 

 



 
MONETARY POLICY IN 1998  

The Central Bank aimed at fighting inflation and ensuring stability in 1998. The announced 

targets and figures employed to achieve the above aims were changed and new monetary 

programs were announced due to the decreasing trend of inflation and outside crises that had 

started to affect the economy during the second half of the year. While the fight with inflation 

was the main aim in the first half of the year, the stability policy gained importance in the 

second half of the year. Moreover, the monetary policy in 1998 was formulated to support the 

fiscal policy, whose main role was to diminish the high rate of inflation. 

The Central Bank restrained itself from any process which might be inflationary. In this way, 

the Central Bank aimed at protecting the reliability of the anti-inflationary policy which it had 

tried to create over recent years. Moreover, the monetary policy implemented in 1998 enabled 

the Central Bank to provide the markets with the confidence which is essential to break 

inflationary expectations. Therefore, they accepted no concessions regarding the foreign 

exchange policy and made sure that the rate of increase in the currency basket was consistent 

with inflation. In addition, interest rates were used as a policy variable to curb the effects of 

the foreign crises on the economy. As a result of this policy, the nominal and real interest 

rates rose in the second half of the year following the Russian crisis.  

  

 THE TARGETS OF THE MONETARY PROGRAM  

AND REALIZATION FIGURES 

 

  31 March  
(The rate of increase) 

30 June  
(The rate of increase) 

31 December 
(1)  

(Trillion Turkish Lira) 
 

  Target Realization Target Realization Target Realization  

 Reserve Money 18-20 17.3 14-16 13.1 - -  

 Net Domestic Assets - - - - 700 579.4  

 (1) The targeted value revised in October.  

         

         

         

 

FIGURE II.4.1  

NET DOMESTIC AND NET FOREIGN ASSETS  



(Trillion Turkish Lira)   

 

Source: Cenral Bank. 

The Central Bank tried to conduct its foreign exchange policy in 1998 to ensure consistency 

with the inflation target. When the developments in the currency basket for the first half of the 

year are examined, it can be observed that the cumulative rate of increase in the currency 

basket was 30.2 percent, which can be compared with the 26.3 percent cumulative increase in 

the WPI for the same period. The above currency policy supported the current account 

balance in spite of the global crisis and the declining trend in the inflation rates for that 

period. Due to the negative effects of the outside crises on the Turkish economy, the Central 

Bank interfered in the foreign exchange market by selling foreign currency. Both the high 

level of the reserves of the Central Bank and the weak demand for currency by the real sector 

of the economy enabled the Central Bank to keep control over the exchange rates. The 

cumulative increase in the currency basket for the whole year is 58.5 percent, while the WPI 

increased 54.3 percent in 1998. 

The secondary market interest rates on the State Domestic Borrowing Bills (SDBB) started to 

decrease for the first half of the year due to the improvement in the primary surplus, the 

declining trend of the expected inflation and the excess of the payments over new debts by the 

Treasury. However, the capital outflow caused by the Russian crisis and unforeseen 

developments in the international financial markets working against developing countries 

made the Treasury less likely to borrow from international markets in the second half of the 

year. Additionally, the increasing uncertanities in the political agenda of Turkey towards the 

end of the year caused the nominal and real interest rates to rise in the markets where 

Treasury bonds and bills are transacted. To ensure consistency between the interbank interest 

rates and the interest rates on the secondary markets, those in the interbank market were 

increased by the Central Bank in parallel to the increasing interest rates on the secondary 

markets for the second half of the year.  

   
   

 
 

MEMORANDUM OF ECONOMIC POLICIES AND STAFF MONITORING 

PROGRAME  



The chronic high inflation which has been on the agenda of Turkey for the last twenty years 

kept the economy on an unstable equilbrium, distorted the income distribution, increased 

social tension and delayed investment plans. Therefore, the fight with inflation became the 

priority at the beginning of 1998. For this reason, a three year program was put into effect to 

reensure the balance in the economy and to curb the high inflation rate by stabilizing at low 

rates. The way in which budget deficits are financed is a main source of inflation, which is 

affected by the adjustment of economic variables and increasing inflationary expectations. In 

order to turn the above program into a non-inflationary one, some new methods for financing 

the budget deficit were proposed. According to this program, the inflation rate was targeted to 

be 50 percent in 1998, 20 percent in 1999 and single digit numbers for the year 2000. As the 

targeted figures announced for the first half of the year were reached, this was perceived as a 

hopeful development in the implementation of the program and it was decided to take this 

process a step further by signing an agreement with the International Monetary Fund. Called 

ñThe Staff Monitoring Programò, this aggreement comprises the plans for reaching the 

targeted inflation rates for the coming years. 

The main points of the agreement signed with the International Monetary Fund are as follows; 

¶ The primary surplus is designed to be 4 percent in 1998 by ensuring some increases in 

tax revenues. 
¶ Part of the revenues from privatization is to be used in stemming inflation. 
¶ In order to eliminate the deficits of the social security system, which creates a heavy 

burden on the budget, an increase in retirement ages is planned. 
¶ In order to improve the supervision of the banking sector, greater importance has been 

placed on enacting legal means for enforcing more stringent capital adequacy 

requirements and putting a ceiling on the banksô net open foreign exchange position. 
¶ Public sector salaries and agricultural support prices will be adjusted in line with the 

targeted inflation, not the realized inflation. 
¶ The monetary program took on the role of maintaining the fight against inflation. In 

this context, the exchange rate policy must be consistent with the targeted inflation, 

and a careful watch of the net domestic assets of the Central Bank will be kept to 

prevent credit access to the public sector. The target of net domestic assets is minus 

1514 trillion Turkish lira for the end of the year. (However, this target was revised as 

700 trillion Turkish lira in October due to the unforeseen developments in 

international markets.) 

 

II.4.1 Analytical Balance Sheet of the Central Bank 

A look at the foreign and domestic assets in the analitical balance sheet of the Central Bank 

presented in the table II.4.1 will show that the foreign assets item had an increasing trend for 

the first half of the year although for the second half of the year this was reversed. The 

domestic assets item, however, had a decreasing trend for the whole year. Moreover, the 

balance sheet of the Central Bank increased 45.2 percent in size in terms of Turkish lira and 

contracted 5 percent in terms of US dollars, compared to 1997. 

                                                 FIGURE II.4.1.1  

            EVELOPMENTS IN DOMESTIC AND FOREIGN ASSETS  

                                           (Trillion Turkish Lira)   



  
Source: Central Bank. 

The foreign assets of the Central Bank increased 77.2 percent reaching 7999 trillion Turkish 

lira at the end of June compared to the end of the previous year. This increase could be 

computed in terms of the US dollar as 36.4 percent. In spite of the ongoing crises in 

developing markets, Turkey had experienced a net capital inflow in the first half of the year as 

a result of improvement in the current account balances and the fact that the global crises did 

not reflect negatively on the Turkish financial markets. This net capital inflow was the main 

source of the increase in foreign assets for that period. The decreasing trend in the inflation 

expectations had a supportive effect on the capital inflow. In the second half of the year, 

however, the negative effects of the Russian crisis were beginning to be felt in the financial 

and real sectors, thus a reverse in this positive trend was observed in July. The result of the 

intensified pessimistic view was a 3.8 billion US dollar loss in the reserve of the Central 

Bank. For this reason, the net reserve of the Central Bank declined to 21.5 billion US dollar at 

the end of August. 

TABLE II.4.1.1  

CENTRAL BANK ANALYTICAL BALANCE SHEET  
(As of last Friday of month Trillion Turkish Lira) 

 1997 
1998  
March 

1998  
June 

1998  
Sept. 

1998  
Dec. 

ASSETS 4.737.7 5.903.2 7.999.3 6.763.1 6.880.3 

1-Foreign Assets 4.407.5 5.716.3 7.813.9 6.730.8 7.173.0 

2-Domestic Assets 330.2 186.8 185.5 32.3 -292.7 

   a-Cash Operations 572.0 188.3 364.4 323.8 119.1 

      aa- Cash Credit to the Public Sector 814.6 654.1 691.5 776.6 753.7 

      ab- Cash Credit to the Banking Sec. 7.6 7.6 7.6 7.6 7.6 

      ac- Other ētems -250.2 -473.5 -334.8 -460.4 -642.3 

   b- Evaluation Account -241.8 -1.4 -178.9 -291.6 -411.8 



LIABILITIES  4.737.7 5.903.2 7.999.3 6.763.1 6.880.3 

1- Total FX Liabilities 4.087.9 4.479.6 5.126.7 5.441.8 6.289.1 

   a- Foreign Liabilities 2.592.6 2.992.2 3.389.6 3.758.1 4.267.0 

   b- Domestic Liabilities 1.495.3 1.487.5 1.737.0 1.683.8 2.022.1 

ba- FX Deposits Of Non-Banks 701.1 528.1 651.0 463.7 662.2 

      bb- FX Dep. of the Banking Sector 794.2 959.4 1.086.0 1.220.1 1.359.8 

2- Central Bank Money 649.8 1.423.5 2.872.6 1.321.1 591.2 

   A- Reserve Money 1.142.1 1.325.0 1.575.7 1.896.8 2.040.9 

      a- Currency Issued 719.3 844.7 981.2 1.215.6 1.232.3 

      b- Banking Sector Deposits 379.3 419.2 556.1 654.7 741.0 

ba- Required 

Reserves 
336.5 390.4 526.3 599.8 691.7 

          bb- Free Deposits 42.8 28.9 29.7 54.9 49.2 

      c-Deposits of Public Funds 38.4 55.1 28.7 16.4 48.9 

      d- Dep. of Non-Bank Private Sec. 5.1 6.0 9.7 10.1 18.7 

   B- Other Central Bank Money -492.3 98.5 1.296.9 -575.7 -1.449.7 

      a- Open Market Operations ( Net) -741.3 -178.2 1.104.2 -815.7 -1.846.3 

      b- Public Sector Deposits 248.9 276.7 192.7 240.0 396.6 

TOTAL DOMESTIC LIABILITIES  
(Central Bank Money + Domestic FX Liabilities) 

2.145.1 2.911 4.609.6 3.004.9 2.613.3 

Source:Cenral Bank. 

The expectation concerning the ability of the Central Bank to conduct its exchange rate policy 

was strengthened through the help of the high level of the reserves, despite this reserve loss. 

Therefore, the Central Bank kept control over the exchange rates without experiencing any 

noticeable fluctuations in the reserve for the rest of the year. In 1998, the foreign assets 

increased by 62.7 percent reaching 6888 trillion Turkish lira while the total FX liabilities rose 

53.8 percent to 6289 trillion Turkish lira. A look at the exchange rate risk, which is 

determined by dividing the foreign assets by the total FX liabilities, shows that this rate rose 

5.8 percent points, reaching 113.6 percent compared to the 1997 figure. 



The domestic assets continued in a declining trend, turning into negative values in 1998 after 

the nominal decrease in 1997. Domestic assets in 1998 came to minus 293 trillion Turkish lira 

less than the previous yearôs figure of 330 trillion Turkish lira. 

A comparison of the end of 1998 with the end of 1997 reveals that there were no important 

differences in the domestic assets except for the other and the revaluation accounts. The most 

important reason is that the Treasury adhered to the agreement signed with the Central Bank 

in 1997 by not using its short-term cash credit as well as not giving other public enterprises 

permission to use credit from the Central Bank. 

The negative decrease in the revaluation account observed in 1997 was reversed in the first 

half of 1998, but then turned into a decrease again in the second half of the year. The 

revaluation account shows a minus sign on the asset side of the analitical balance sheet of the 

Central Bank if its foreign exchange position is in the positive. The revaluation account 

decreased by 70.3 percent in 1998 compared to the previous year. 

The ñotherò account appearing under the domestic assets is the other item that shows a 

declining trend in 1998. The profit-loss sub item of this account constitutes the most 

important part of the ñotherò account. The profit of the Central Bank increased as a result of 

the fund given by the Central Bank to the market via OMO in 1998. Therefore, the ñotherò 

account decreased in the negative direction by 156.7 percent in 1998 compared to the end of 

1997. 

The foreign liabilities shown on the liabilities side of the Central Bank balance sheet 

increased 64.6 percent in 1998. Because the majority of the foreign liabilities is made up of 

accounts opened by citizens of the Turkish Republic working abroad and recorded under the 

foreign exchange credit letters account in DM, the computed increase in DM is only 1.5 

percent. On the other hand, domestic liabilities, which is the other main item of liabilities, 

rose 35.2 percent in terms of Turkish lira in 1998. If computed in terms of US dollars, the 

domestic liabilities decreased 11.8 percent. The source of this decrease in the domestic 

liabilities was the FX deposits, mainly those of the non-public sector. The FX deposits of the 

non-bank public sector accounts declined 38.4 percent in US dollars in 1998. The main reason 

for the decrease in the FX deposits of the public sector was the ongoing crisis in Russia which 

limited the opportunities of the Treasury to find loans from international markets. A look at 

the FX deposits of the banking sector will show that this item increased by 11.7 percent in 

terms of US dollars. 

The reserve money increased 33.1 percent in the first half of the year in accordiance with the 

inflation target. The currency issued, which is a sub-item of the reserve money, rose 36.4 

percent in the same period. This increase in the currency issued backed by the foreign assets is 

the main reason for the increase in the reserve money. Moreover, when the Central Bank 

money for that period is examined, it can be seen that the stock of OMO is 1104 trillion 

Turkish lira for the end of June and the Central Bank had gone into a debt position on the 

open market. Thus, this development positively reflected the balance sheet and the Central 

Bank money showed an increasing trend for the first half of the year. In fact, the Central Bank 

money rose 342.1 percent at the end of June compared to the end of 1997. However, the 

deepening economic crisis in Russia affected the Turkish financial markets in the second half 

of the year. Consequently, the increasing demand for Turkish lira was met via OMO by the 

Central Bank. This development was the source of the increasing currency in the second half 

of the year and the debt of the system to the Central Bank rose to 1846 trillion Turkish lira, 



reflected as a minus sign in the balance sheet for the end of the year. In detail, the Central 

Bank money decreased 79.4 percent at the end of the year compared to the end of the sixth 

month, while the currency issued increased 25.6 percent for the same period. Moreover, 

compared to the end of 1997, the Central Bank money decreased 9 percent and the currency 

issued increased 71.3 percent in 1998. Finally, the reserve money increased 72.3 percent in 

1998 compared to 1997. 

The developments above are reflected on the analytical balance sheet in a form which gives 

the proportion of the item to the size of the balance sheet as shown in Table II.4.1.2. While 

the foreign assets constituted 93 percent of the balance sheet in 1997, this ratio rose to 104.3 

percent in 1998, exceeding 100 percent due to the domestic assets which turned into negative 

values. On the liabilities side of the balance sheet, the total foreign exchange liabilities rose to 

91.4 percent in 1998 compared to 86.3 percent in 1997. In addition, the proportion of the 

Central Bank money declined to 8.6 percent in 1998 due to the increase of OMO in the 

negative direction towards the end of the year. The proportion of the reserve money to the size 

of the balance sheet increased from 24.1 percent at the end of 1997 to the 29.7 percent for the 

end of 1998 in response to the rising proportion of the currency issued and the deposits of the 

banks. 

 

TABLO II.4.1.2  

CENTRAL BANK ANALYTICAL BALANCE SHEET  
(The Shares in Total) 

 1997 
1998  
March 

1998  
June 

1998  
Sept. 

1998  
Dec. 

ASSETS 100.0 100.0 100.0 100.0 100.0 

1-Foreign Assets 93.0 96.8 97.7 99.5 104.3 

2-Domestic Assets 7.0 3.2 2.3 0.5 -4.3 

   a-Cash Operations 12.1 3.2 4.6 4.8 1.7 

      aa- Cash Credit to the Public Sector 17.2 11.1 8.6 11.5 11.0 

      ab- Cash Credit to the Banking Sec. 0.2 0.1 0.1 0.1 0.1 

      ac- Other Items -5.3 -8.0 -4.2 -6.8 -9.3 

   b- Evaluation Account -5.1 -0.1 -2.2 -4.3 -6.0 

LIABILITIES  100.0 100.0 100.0 100.0 100.0 

1- Total FX Liabilities 86.3 75.9 64.1 80.5 91.4 

   a- Foreign Liabilities 54.7 50.7 42.4 55.6 62.0 



   b- Domestic Liabilities 31.6 25.2 21.7 24.9 29.4 

ba- FX Deposits Of Non-Banks 14.8 9.0 8.1 6.9 9.6 

      bb- FX Dep. of the Banking Sector 16.8 16.3 13.6 18.0 19.8 

2- Central Bank Money 13.7 24.1 35.9 19.5 8.6 

   A- Reserve Money 24.1 22.5 19.7 28.1 29.7 

      a- Currency Issued 15.2 14.3 12.3 18.0 17.9 

      b- Banking Sector Deposits 8.0 7.1 7.0 9.7 10.8 

ba- Required 

Reserves 
7.1 6.6 6.6 8.9 10.1 

         bb- Free Deposits 0.9 0.5 0.4 0.8 0.7 

      c-Deposits of Public Funds 0.8 0.9 0.4 0.2 0.7 

      d- Dep. of Non-Bank Private Sec. 0.1 1.1 1.5 2.2 2.8 

B- Other Central Bank Money -10.4 1.7 16.2 -8.5 -21.1 

   a- Open Market Operations ( Net) -15.7 -3.0 13.8 -12.1 -26.8 

   b- Public Sector Deposits 5.3 4.7 2.4 3.6 5.8 

TOTAL DOMESTIC LIABILITIES  
(Central Bank Money + Domestic FX Liabilities) 

45.3 49.3 57.6 44.4 38.0 

Source:Central Bank.  

  

 

 
 

A NEW PERSPECTIVE FOR THE ANALITICAL BALANCE SHEET   
OF THE CENTRAL BANK  

The Central Bank started to use a new analitical balance sheet derived from the former one. 

The most important feature of this type of the balance sheet is that it shows the net figures of 

the foreign and domestic assets which constitute the size of the assets. This format, which 

shows the net figures in the assets side, enables the Central Bank to follow easily the 

relationship with the financial sector. 

The chart below shows how to derive the items of the new analitical balance sheet by using 

the items of the former analitical balance sheet. The net foreign assets can be found by 



subtracting the foreign liabilities from the foreign assets of the analitical balance sheet. 

Moreover, the net domestic asssets can be calculated by subtracting the total of the non-bank 

deposits, FX deposits of the non-bank sector, open market operations and the budgetary funds 

from the domestic assets. The liabilities side of the new analitical balance sheet consists of the 

reserve money (X), which is the total of the currency issued, the required reserves, the free 

deposits of the banking sector and the FX deposits of the banking sector. 

CENTRAL BANK ANALYTICAL BALANCE SHEET 

  December-97 December-98 

End-of-period data (Trillion TL.)   

ASSETS (1+2) 1.934 3.486 

1..Net Foreign Assets (a-b) 1.791 2.907 

a.Foreign Assets 4.337 7.204.1 

b.Foreign Liabilities 2.546 4.297.1 

2.Net Domestic Assets (a+b+c+d-e+f+g) 143 579.4 

a.Net Cash Credit to Public Sector (aa+ab+ac) 6 -108.5 

aa.Cash Credit to Public Sector 892 771.9 

ab.Deposits of Public Sector -182 -212.2 

ac.FX deposits of Non-Bank Sector -704 -668.3 

b.Extra Budgetary Funds -50 -16.7 

c.Deposits of Non-Bank Sector -7 -17.9 

d.Cash Credit to Banking Sector 8 7.5 

e.Open Market Operations 720 1.830.6 

f.Other Items -342 -698.8 

g.FX Revaluation Account -190 -416.8 

LIABILITIES(1)  1.934 3.486.4 

1.Reserve Money (x) (a+b+c+d) 1.934 3.486.4 

a.Currency Issued 759 1.328.5 

b.Required Reserves of Banking Sector 336 694.3 

c.Free Deposits of Banking Sector 34 88.3 

d.FX Deposits of Banking Sector 804 1.375.3 

 



II.4.2. Money-Credit Stock 

In 1998, there was an expansion in all definitions of money supply in real terms. The lowest 

expansion rate was observed in the narrow definition of money supply M1, with 7.4 percent, 

while the highest rate of growth was observed in the broader definition of money supply, 

namely M2, in real terms. The growth rate of M2Y which includes foreign exchange 

denominated deposit, was lower than that of M2 whereas the opposite had been realized in 

1997. The reason for this may be the increase in time deposits that was seen especially in the 

second half of 1998. While M1 contracted in the first half 1998 due to the real decrease in 

demand deposits, in the second half of the year this trend was reversed and by the end of 1998 

there had been an increase in demand deposits in real terms (Figure II.4.2) and (Table II.4.2). 

As a result of the slowdown in economic activity, especially due to the decrease in demand in 

domestic and the foreign markets, the increase in economic uncertainty that stemmed from 

economic developments in international markets and an additional decrease in the credit 

supply and demand, the rate growth of total credit in 1998 was lower than that in 1997 (Table 

II.4.2). 

FIGURE II.4.2  

REAL MONEY SUPPLIES  

(Annual Percentage Change)  

 

Source: Central Bank. 

The main objective of the Central Bank in 1998 was the realization of the inflation and 

stabilization objectives. However, as a result of developments in the world economy, there 

were differences between the first and second halves of the year; hence, there were changes in 

the target variables of the monetary policy as well. In the first half of the year, the target 

variable of the monetary policy was the reserve money and the rate of change in this variable 

was realized within the targeted range. In the second half of the year, net domestic assets were 

chosen as the target variable. Especially from the beginning of August, after the Russian 

crisis, as a result of the liquidity squeeze due to the inability of the Treasury to borrow from 

international markets and due to the continuously expanding capital outflows, the Central 

Bank provided the market with liquidity through open market operations (OMO) and this had 

increased the volume of OMO by the end of the year. As a consequence of this, the monetary 

base, which is equal to the sum of the reserve money and open market operations, contracted 

by 51.4 percent in nominal terms. The annual rate of growth of Central Bank Money (CBM), 



which is calculated as the sum of the monetary base and public deposits and also the indicator 

total Turkish lira liabilities of the Central Bank, was -9 percent (Table II.4.2). 

TABLE II.4.2  

BASIC MONETARY INDICATORS(1)  
(Percentage Change)(2) 

  1994 1995 1996 1997 1998(3) 

Reserve Money 82.6 84.9 80.0 84.7 78.7 

Monetary Base 51.2 92.3 72.8 -35.4 -51.4 

Central Bank Money 50.8 93.0 72.2 1.2 -9.0 

Total Domestic Liabilites (TDL) 73.4 113.1 94.5 70.9 21.8 

Balance Sheet 142.5 105.1 88.5 76.9 45.2 

M1 80.6 65.7 109.9 65.8 65.7 

M2 120.0 97.7 120.5 87.9 106.2 

M2Y 120.6 101.7 109.6 99.3 91.8 

M3Y 120.8 102.9 111.2 107.7 87.0 

Deposits 122.0 100..9 132.7 97.6 101.4 

Credit 85.3 149.9 114.0 130.0 62.7 

TDL/GNP(2) 0.078 0.082 0.084 0.074 0.083 

TDL/M2Y(2) 0.25 0.27 0.25 0.21 0.18 

Net Domestic Assets(2) 302.7 377.2 343.3 798.1 614.1 

Net Foreign Assets(2) -213.8 136.1 625.3 215.7 290.7 

Wholesale Price Index(4) 149.5
(5) 65.6 84.9 91.0 54.3 

Source: Central Bank. Last Friday of month data have been used.  

(1) Reserve Money = Currency Issued + Required Reserves + Free Deposits of Banks + Fund Account + Deposits of Non-Bank Sector  

Monetary Base = Reserve Money + Debts Arising From Open Market Operations  

Central Bank Money = Monetary Base + Public Sector Deposits  

Total Domestic Liabilities = Central Bank Money + Deposits in Terms of Foreign Currency + Foreign Exchange Deposits of Banks  

M1 = Currency Issued+ Sights Deposits with the Banks + Deposits with the Central Bank  

M2 = M1 + Time Deposits with the Banks  

M2Y = M2 +Foreign Exchange Deposits (TL)  

M3Y = M2 + Official Deposits + Other Deposits with the Central Bank + Foreign Exchange Deposits (TL).  
(2) Ratio. TDL/GNP ratio is for the end of September. Net domestic assets and net foreign assets are in terms of trillion Turkish lira and based on 

previous definition.  

(3) 26 December 1997-25 December 1998; provisional.  

(4) State Institute of Statistics. Wholesale Price Index (1994 = 100) end of year.  
(5) State Institute of Statistics. Wholesale Price Index (1987 = 100) end of year. 



Whereas there had not been a significant increase in the currency in circulation in the first half 

of the year, in the second half of the year the rate of increase in currency in circulation rose 

and by the end of the year this rate was above the inflation rate. The demand deposits, which 

showed a declining trend in real terms in the first half of the year, increased in the second half 

of the year. The real rate of change in time deposits increased in the second half of the year. 

The main factor behind this may be the increase in the real rate of return of time deposits due 

to the fall in the inflation rate and the so-called ñfinancial milleniumò that occurred on the 

30
th
 of September. By the end of the year, the annual rate of increase of time deposits was 

120.6 percent which was much higher than the annual inflation rate. The increase in the time 

deposits and the increase in the securities portfolios of the commercial banks were the source 

of the increase in the money supply. 

The rate of growth of the foreign exchange denominated deposits, which was 12.3 percent in 

US dollar terms in 1997, was 14.9 percent in 1998. Having shown a rate of increase parallel to 

the inflation rate, the controlled rate of increase in the exchange rate might have led to the 

limited rate of growth of foreign exchange denominated deposits. Additionally, the higher rate 

of return in Turkish lira denominated instruments can be stated as another reason why the 

volume of foreign exchange denominated deposits did not increase substantially. 

 

TABLE II.4.3.  

MONTHLY DEVELOPMENTS OF MAIN MONETARY AGGREGATES  
(Cumulative percentage change) 

 28 27 27 24 29 26 31 28 25 30 27 25 

 Jan. Feb. Marc Apr. May June July Aug. Sept. Oct. Nov. Dec. 

 1998 1998 1998 1998 1998 1998 1998 1998 1998 1998 1998 1998 

M1 20.5 13.8 6.8 16.4 24.2 28.5 59.7 57.0 61.5 70.3 58.3 65.7 

Currency in             

Circulation 28.9 5.8 17.4 26.1 23.4 36.7 49.1 64.5 71.7 70.1 65.5 72.4 

Demand             

Deposits 13.1 20.8 -2.4 7.7 25.0 21.4 68.9 50.5 52.6 70.5 51.9 59.9 

M2 12.4 10.1 13.7 22.3 35.2 47.8 64.7 62.8 71.2 84.2 93.0 106.2 

Time Deposits 9.6 8.8 16.1 24.4 39.2 54.6 66.4 64.9 74.7 89.2 105.4 120.6 

M2Y 10.2 13.2 17.9 24.4 33.4 42.3 54.5 56.9 65.9 75.1 81.8 91.7 

For.Ex.Dep.(TL) 7.7 16.5 22.3 26.7 31.5 36.3 43.5 50.5 60.2 65.2 69.7 76.2 

M3 6.6 4.6 11.1 15.8 28.1 39.6 55.7 53.4 60.8 69.8 80.7 95.7 

M3Y 7.1 9.9 16.1 20.6 29.6 38.1 50.3 52.1 60.5 67.8 75.8 87.0 

Source: Central Bank. 



The reserve money multiplier, defined as the ratio of M2 to reserve money, showed a 

tendency to rise between November 1995 and January 1996, with changes parallel to those in 

the currency issued, and showed a fluctuating behaviour in the rest of 1996. The reserve 

money multiplier remained stable around 4 due to the fact that the rate of increase of reserve 

money had been controlled and there had not been a significant increase in the volume of time 

deposits. The tendency of the multiplier did not alter too much in 1998 and because of the 

high rate of increase in M2, the multiplier reached 5.3 by the end of 1998 (Figure II.4.3) and 

(Figure II.4.4). 

FIGURE II.4.3  

THE MONEY MULTIPLIER   

 

Source: Central Bank. 

The CBM multiplier, which shows the contribution of total Turkish lira created by the Central 

Bank to the money expansion measured by M2 and is defined as M2/CBM, showed a 

fluctuating behaviour in the first half of 1998 due to changes in the open market operations. 

Because of the increase in time deposits, the multiplier had risen in the first eight months of 

1997, and in September and October there was a decline in the multiplier. In the last two 

months of the year, the Central Bankôs attempt to fund the market with OMO, shrank the 

CBM and increased the multiplier. In the context of the monetary policy implemented by the 

Central Bank in the first half of the 1998, the effective sterilization, which the Central Bank 

had realized through the OMO, led to an increase in the CBM and a relevant decline in the 

multiplier. In the second half of the year, especially for eliminating the excess demand for 

liquidity that occurred after August the funding of the market through the OMO decreased the 

CBM and led to a sharp increase in the CBM multiplier (Figure II.4.3). 



FIGURE II.4.4  

COMPONENTS OF THE RESERVE MONEY MULTIPLIER  

 

Source: Central Bank. 

II.4.3. Interest Rates 

Due to the Treasury's policies that aimed at borrowing intensively from the domestic money 

market in 1997, the interest rates showed an increasing trend in 1997 and reached the highest 

levels of that year in August and December. In the first half of 1998, a declining trend was 

observed in the interest rates on the government securities. The drop in the expected inflation 

rate, the high level of capital inflows, the stand-by agreement between the government and the 

International Monetary Fund, and revenues from the privatization can be given as the main 

factors behind the decline in interest rates. After July, the uncertainty about the rate of 

increase in the salaries of civil servants and the early election debates caused interest rates to 

rise. Moreover, the Russian economic crisis, the possibility that China would make a 

devaluation as a result of the appreciation of Japanese Yen against the dollar and the 

uncertainity that arose due to the new legislation concerning taxes on commercial banksô 

revenues from securities contributed to the increasing trend of the interest rates. At the end of 

1998, the interest rates on government securities reached very high levels because of factors 

such as excess liquidity demand and the political uncertainty that started in November. 

In the first half of 1998, there was no significant change in interest rates on time deposits. In 

June, the interest rates on time deposits started to decline due to the drop in inflation rates and 

the optimism in money markets. The negative economic events which began in August did 

not affect interest rates on time deposits until September. The reason for this might be that the 

interest rates on time deposits are not sensitive to economic and political events in the short 

run. The continuation of the excess liquidity demand in the last quarter of 1998 and the high 

levels of interest rates on Treasury bills caused interest rates on time deposits to stay at high 

levels. Between January and June 1998, the margin between the real returns on Treasury bills 

and time deposits closed rapidly and in July the real return on time deposits was higher than 

that on Treasury bills. Also in July, the real return on Treasury bills was negative for the first 

time since March 1995. The most important factor behind this event is that the interest rates 

on Treasury bills had fallen due to the optimism that came about with the declining trend in 

inflation rates, whereas there had not been any change in the interest rates of time deposits. 

After the second half of the June, the real return on Treasury bills started to increase and the 



margin between the real returns on Treasury bills and time deposits had widened against time 

deposits. 

For the interest rates on 3-month repo, which can be taken as an alternative to time deposits, 

there was no significant change in the first two months of the year. Between March and 

August, there was a decline in repo interest rates due to the drop in Treasury bills and the 

optimism in the markets. After the repo interest rates increased substantially because of the 

economic developments in August, they maintained their high levels in September, October 

and November due to the excess liquidity demand prevailing in the market. During this 

period, the real return on repos and Treasury bills showed a parallel behaviour (Figure II.4.5). 

In the first half of the year, the margin between the real returns on Treasury bills and repos 

closed with respect to its level in 1997. After August, the margin between these two 

instruments widened because of the substantial rise in Treasury bill interest rates. The margin 

between the real return on repos and time deposits closed between February and May. In June 

and July, the real return on time deposits was higher than that on repos, whereas the rate of 

real returns on repos was higher after August. 

II.4.4 Foreign Exchange Rates 

In 1997, the Central Bank had carried on an exchange rate policy aiming to minimize 

fluctuations in the real effective exchange rate index and to keep the nominal devalution rate 

close to the inflation rate. The main objective in these policies was the maintenance of 

stability in the financial markets. This objective was the benchmark of the foreign exchange 

rate policies of the Central Bank in 1998. The monthly increase in the foreign exchange 

basket, which was defined as 1 U.S. dollar and 1.5 German marks in the 'stand-by' agreement 

signed with the International Monetary Fund in 1995, was very close to the monthly inflation 

rate. It can be stated that the Central Bank was more successful in 1998 with respect to the 

previous year in realising the target: a parallel between exchange rates and the inflation rate. 

By the end of 1998, the annual nominal depreciation of the Turkish lira against the dollar, the 

German mark and the currency basket was 52.7, 63.9 and 58.6 percent respectively. 

As a result, the narrow fluctuation interval of the exchange rates that were projected to behave 

in a parallel manner with the inflation rate can be interpreted as a sign showing that the 

exchange rate policies of the Central Bank have been evaluated as credible in the financial 

markets.  

   

   



FIGURE II.4.5   

3 MONTH REAL INTEREST RATES   

 

Source: Central Bank, Undersecretariat of the Treasury.  

  

II.5. PRICES 

The increase in the WPI was realized as 4.3 points above the governmentôs target of 50 per 

cent, which was accommodated with its budget goals as 54.3 percent in 1998 (Table II.5.2). 

The rate of increase in the WPI also means a 36.7 percent decrease in the inflation level 

measured by the WPI, compared to the preceding year. 

The main factors providing the decrease in inflation rates are as follows: the primary surplus 

objective aimed at in the budget program was attained and exceeded; public sector prices 

were brought under control; capital outflows first contracted the financial system following 

the Russian financial crisis in August, and afterwards affected the real sector; exchange rates 

were stabilized; import prices and inflation expectations declined. 

The fact that the inflation rate had reached 100 percent level by the end of 1997 decreased the 

credibility of the Governmentôs goal of a 50 percent inflation rate for 1998. In January, the 

monthly inflation rate was more than the preceding year and this negatively affected 

inflationary expectations and therefore inflation expectations were slightly increased in the 

first three months of the year (Figure II.5.2). 

TABLE II.5.1  
THE WEIGHTS OF SUB-ITEMS IN THE WPI AND THE CPI AND THEIR 

CONTRIBUTIONS TO PRICE INCREASES 

    1997   1998   

  Weight (%) (A) Price Increase 

(B) 
Contribution 

(A*B)  
Price Increase 

(B) 
Contribution 

(A*B)  

CPI 100 99.1 -- 69.7 -- 

Food 31.09 117.3 36.5 60.6 18.8 



Clothing 9.71 80.5 7.8 68.7 6.7 

Housing 25.8 88.0 22.7 86.8 22.4 

Furniture 9.35 84.4 7.9 67.8 6.3 

Health 2.76 85.0 2.3 99.6 2.7 

Transportation 9.3 105.3 9.8 53.4 5.0 

Cultural Activities 2.95 107.2 3.1 63.6 1.9 

Education 1.59 99.6 1.5 94.6 1.5 

Hotel Services 3.07 101.2 3.0 79.8 2.3 

Other 4.38 104.3 4.5 49.3 2.1 

      

WPI 100 91.0 -- 54.3 -- 

Agriculture 22.23 96.5 21.5 71.9 16.1 

Mining 2.48 72.6 1.9 34.0 0.9 

Energy 4.19 64.1 2.8 69.9 3.0 

Manufacturing           

Private 54.6 85.4 46.7 53.6 29.3 

Public 16.5 108.5 18.1 29.8 5.0 

Source: State Institute of Statistics. 

 
 

REASONS FOR THE DIFFERENCE BETWEEN THE RATES OF INCREASE IN 

WPI AND CPI  

1998 was a year in which the Government implemented monetary and fiscal programs in 

order to tackle high inflation. The decrease in inflation rates (Table II.5.2) shows the success 

of the program in the struggle with inflation. However, there was an important issue remained 

not to be clear. The difference between the rates of increase in the WPI and the CPI, which 

had been moving similarly since 1996, started to widen when the program to fight inflation 

was put into practice in the second half of 1997. The difference between the rates of increase 

in the CPI and the WPI was 15.4 percent at the end of 1998, whereas it had been 8.1 percent 

at the end of the previous year. The main reason behind this was the rather slow decrease in 

the CPI compared to the WPI due to the fact that sub sectors in the CPI such as housing, 

education and health had some structural problems like backward indexation, oligopolistic 

market structures and insufficient supply. 

One of the main factors creating downward rigidity in the CPI relative to the WPI was the 

housing sub sector. There are two reasons why housing price realised above the general price 

level increases. First, as can be seen easily from the number of houses that were given 

construction licences and building usage licences, the housing investment had lessened 

significantly relative to both the general and the urban population growth stemming from 



domestic immigration. The insufficient amount of the housing investment created a supply-

demand disequilibrium in this sector and this caused the price increases in this sector to rise 

above the general price level increases. Secondly, in this sector, using the past values of the 

general price level increases as a basis for the increase in the current periodôs prices is a 

widespread practice. Therefore, in the housing sector, the decline in prices would most 

probably be lagged (for 1 year or less), and this would cause a downward rigidity in the price 

level in terms of CPI.  

  

  

Years Number of Houses Given 

Construction Licences 
Number of Houses Given Building 

Usage Licences 

1990 381 408 232 018 

1991 392 943 227 471 

1992 467 024 268 804 

1993 548 129 269 695 

1994 523 791 245 610 

1995 518 236 248 946 

1996 454 295 267 306 

1997 464 117 277 056 

1998* 400 000 250 000 

* Estimate     

Source: State Institute of Statistics, State Planning Organization. 

Another sub-sector that creates downward rigidity in the CPI is education. With a 61.1 

percent increase in the month of August, education sector prices increased by 94.6 percent 

over the whole year. Such a drastic increase in this sector stems mainly from the inefficient 

educational services of public schools and the oligopolistic pricing behavior of private schools 

and educational institutions which are accepted as a sure way to succeed in the university 

entrance exams. These structural problems in the educational system allow these private 

schools and institutions with to impose any price and this is an important factor in the 

downward rigidity of price levels. 

Although its contribution to the CPI increase is limited, the health sector is another important 

sector which can exemplify the problems created by a price monopoly and backward 

indexation. In this sector, as is the case in the education sector, the inefficient service in public 

hospitals enables the private sector hospitals to provide these services at their self-determined 

prices. Moreover, the role that the Turkish Doctorsô Association plays in determining price 

increases in this sector makes it difficult to lower prices. 



It must be made clear at this point that some business organizations are the only price 

determiners in their sectors and this creates a minimum level for prices. As is the case in other 

countries, decisions concerning the price increases of those business organizations affect and 

change the relative prices in Turkey as well. As a result of such decisions, the members of 

those organizations who really do have different cost structures are faced with the same prices 

and this prevents the formation of competitive market structures. 

These effects disturb the relative price structures, thus causing prices to increase continuously 

and regularly. Therefore, it causes a downward rigidity in inflation and seems to make it 

difficult to tackle inflation. Moreover, the disturbance in the relative price structure spoils the 

income distribution to the disadvantage of people like wage-earners who can not adjust their 

earnings as frequently. As a result, it must be accepted that taking measures against such 

destructive effects are the necessary conditions of anti-inflationary programs.  

 
 

  

The main reason for the decline in inflation rates being slower than expected was the increase 

in agricultural prices because of either seasonal or other effects. In the first three months of 

1998, agricultural prices increased by 30.6 percent (Table II.5.2). However, the government 

controlled the public prices in accordance with the targeted inflation rate and public sector 

manufacturing prices were increased by only 2.2 percent in this period. Moreover, the private 

sector manufacturing prices, which can be defined as core inflation, were increased seasonally 

in January, but this increase could not be permanent and the price increase in this sector was 

realised as 13.4 percent in the first three months of the year. As a result, by the end of the first 

quarter of 1998, the inflation rate measured by the WPI had declined only 5 percent compared 

to the end of 1997 and was 86 percent. 

The achievement of the goals of the monetary and fiscal programs that were announced at the 

beginning of the year increased the credibility of the 1998 economic program and parallel to 

this, caused the inflationary expectations to take a declining path (Figure II.5.2). The 

achievement of the targeted primary surplus in the budget program caused a decline in private 

disposable income and therefore a decrease in domestic demand. In particular, there was a 

decline in private consumption and investment as compared to the previous yearôs figures. 

The success of monetary and fiscal programs, as well as the decline in domestic demand, 

reduced inflationary expectations and also inflation. Private manufacturing prices decreased 

compared to the first quarter, the rate of increase being 11.6 percent. At the same time, public 

sector prices continued to be kept under control and public sector manufacturing prices 

increased by 7 percent. Agricultural sector price increases also decelerated sharply with 

respect to the previous three months because of seasonal effects, so the rate of increase was 

realized as 5.5 percent. Inflation measured by WPI decreased another 9.3 percent with respect 

to the previous quarter, reaching an annual level of 76.7 percent. 

TABLE II.5.2  

PRICES
(1)  

(Annual Percentage Change) 

 1995 1996 1997 1998 



CPI 76.0 79.8 99.1 69.7 

WPI 65.6 84.9 91.0 54.3 

Private 70.8 80.5 89.0 60.1 

Public 48.6 101.4 97.5 35.6 

Agriculture 86.6 89.9 96.5 71.9 

Mining 75.4 93.7 72.6 34.0 

Energy 40.8 129.9 64.1 69.9 

Manufact. 60.0 80.6 91.2 47.1 

Private 64.2 75.7 85.4 53.6 

Public 47.5 96.7 108.5 29.8 

Source: State Institute of Statistics .  
(1) CPI and WPI based on 1994. 

The government made a Staff Monitoring Program with the International Monetary Fund at 

the beginning of the third quarter of the year. In addition, the decision to have early elections 

and a new tax law brought political uncertainty into the economic arena. Therefore, the 

decrease in inflationary expectations that had started in April reversed slightly in July and 

inflationary expectations remained at the July level in the third quarter. Another important 

event in July was the slow down in the rate of increase in the exchange rates. In the third 

quarter of the year, the rate of increase in exchange rates remained very low with respect to 

the other months. The capital outflow resulting from the expectation that the financial crisis 

that had occurred in Russia would spread to the Turkish economy caused a shortening of 

maturities and a rise in interest rates on securities issued by the Treasury. Because of the 

capital outflow, an excess in foreign exchange demand occurred and this demand was 

satisfied through the Central Bankôs intensive sales of foreign exchange. Immediately after 

this, there was an excessive demand for Turkish lira. Despite the intensive capital outflow, 

there was no fluctuation in exchange rates and devaluation expectations were avoided by 

maintaining exchange rate stability. The withdrawal of credit by banks in order to prevent a 

liquidity squeeze and deceleration in new credit to the real sector further squeezed the 

domestic demand, which had already been constricted. Although there was an increase in 

inflationary expectations, the downward trend in inflation was not affected because of the 

reduced domestic demand. The rate of increase in private manufacturing prices, which had 

been expected to increase because of seasonal effects, decelerated and these prices rose only 

10.3 percent in the third quarter of the year. In this period, public sector manufacturing prices 

rose by 13 percent due to the considerable price increase in public sector products in 

September. This rate of increase was the highest of the year when the quarters are considered. 

Consequently. inflation rate decelerated 10.3 percent in the third quarter of the year and 

realized at 65.9 percent, in spite of all the negative conditions. 

Beginning with the last quarter of the year, inflationary expectations, which had remained 

constant between July and October, declined slightly. However, the political instability and 

government crisis that started in November reversed expectations to the upward trend again. 

The squeeze in the real sector became visible in November and industrial production 

decreased for the first time. High real interest rates and excess stocks in the firms put a 

downward pressure on private manufacturing prices. The clearest evidence of this 

development was that firms in the private manufacturing sector could not respond to the 

acceleration of the increase in the exchange rate basket by increasing their prices. In 

December, private manufacturing prices reached their lowest level since April 1993, with a 



rate of increase of 2.7 percent. In the last three months of the year, the rate of increase in the 

WPI reached 54.3 percent annually with a drop of 11.6 percentage points. 

TABLE II.5.3  

PRICES  
(Annual Average Percentage Change) 

  1993
(1) 1994

(1) 1995
(2) 1996

(2) 1997
(2) 1998

(2) 

CPI 66.1 106.3 89.0 80.4 85.7 84.6 

Food 63.5 110.0 92.3 72.2 92.5 82.3 

Clothing 66.4 104.8 100.7 82.6 74.9 79.6 

Furnishings 66.8 122.2 82.6 65.1 71.8 81.6 

Health 68.4 113.1 75.5 94.0 87.3 102.7 

Transportation 56.8 108.0 84.7 97.2 93.6 76.4 

Cultural Activities 73.5 102.9 86.0 84.5 76.0 93.4 

Housing 71.8 91.0 86.8 85.4 82.2 90.3 

WPI 58.4 120.7 86.0 75.9 81.8 71.8 

Agriculture 62.2 97.8 107.8 86.5 86.9 86.8 

Mining 57.9 132.8 85.6 89.3 76.2 48.6 

Energy 67.8 102.3 56.4 101.7 71.8 71.8 

Manufacturing 56.6 129.4 81.0 70.4 80.6 66.7 

Private 59.3 130.5 81.1 68.2 77.6 70.0 

Public 50.7 126.9 80.7 77.1 89.7 57.2 

Source: State Institute of Statistics.  

(1) CPI and WPI based on 1987 figures.  

(2) CPI and WPI based on 1994 figures.  

   

   

TABLE II.5.4  

PRICES
(1)  

(Annual Percentage Change) 

  1996 1997 1998 

 Annual I II III  IV Annual I II III  IV Ann. 

CPI 79.8 77.3 78.0 89.9 99.1 99.1 97.2 90.6 80.4 69.7 69.7 

WPI 84.9 77.0 75.7 85.5 91.0 91.0 86.0 76.7 65.9 54.3 54.3 

Private 80.5 77.2 76.9 82.5 89.0 89.0 87.9 78.8 71.6 60.1 60.1 



Public 101.4 76.0 71.6 95.0 97.5 97.5 79.4 69.5 48.2 35.6 35.6 

Agricul. 89.9 84.4 86.9 85.3 96.5 96.5 98.6 82.8 85.4 71.9 71.9 

Mining 93.7 82.7 72.9 78.7 72.6 72.6 58.2 54.2 41.0 34.0 34.0 

Energy 129.9 83.8 66.9 63.9 64.1 64.1 68.9 74.7 76.9 69.9 69.9 

Manufac. 80.6 73.3 71.9 87.1 91.2 91.2 82.7 75.1 58.9 47.1 47.1 

Private 75.7 73.2 71.7 81.4 85.4 85.4 81.9 76.5 64.5 53.6 53.6 

Public 96.7 73.6 72.5 103.9 108.5 108.5 84.9 70.9 44.2 29.8 29.8 

Source: State Institute of Statistics.  
(1) CPI and WPI based on 1994 figures. 

The contraction in domestic demand, which stemmed from both the contraction in the 

financial system and the progress in budget performance, as well as the controls on public 

prices and the stability in exchange rates altogether contributed to the decrease in inflation 

from 100 percent to 54.3 percent by the end of 1998. That the exchange rates were not used as 

an anchor to reduce inflation and therefore the foreign trade balance was not permitted to 

worsen gives an idea of how successful the monetary and fiscal programs were in tackling 

inflation (Figure II.5.1). 

The rate of increase in the Consumer Price Index (CPI) was 69.7 percent with a decrease of 

29.4 percentage points with respect to the previous year. Imperfect competition, especially in 

some sectors of the economy, backward indexation and problems in the supply side caused 

price rigidities in the economy. The sub-sectors in the CPI index such as housing, education 

and health are the sectors that were faced the most intensely with these problems. 

 

FIGURE II.5.1  

SIS-WHOLESALE AND PRIVATE MANUFACTURING PRICES  

(1994=100, Annual Percentage Change)  

 

Source: State Institute of Statistics . 



FIGURE II.5.2  

EXPECTED INFLATION   

(Annual Percentage Change)  

 

Source: Central Bank Business Survey.  

  

 

 
 

THE CRITERION THAT ARE CONSIDERED IN CALCULATING REAL 

EFFECTIVE EXCHANGE RATES  

One of the main indicators being closely watched by the public was the real effective 

exchange rate (REER) indices after the implementation of monetary and fiscal programs 

tackling inflation started in 1998. REER indices, which are basically defined as the exchange 

rate indices calculated by taking into account the inflation differentials between countries, are 

a source of debate concerning their definition and calculation. Many different results can be 

reached depending on the variety of the price indices, nominal exchange rates and/or the 

selected base year used in calculations. The importance of these indices increases relatively 

especially in anti-inflationary periods because they are used as an indicator of a countryôs 

competitiveness in foreign trade. Within this framework, which method is used when 

calculating REER indices in monitoring the economy and in the implementation of the 

monetary policy gains importance. 

In calculating REER indices, the CBRT Research Department uses WPI and Private 

Manufacturing Sector Price Indices for domestic prices and takes 1987 as its base year1. The 

main reasons behind using these indices and base year are as follows: 

Many of the sub-items such as housing, education, health, entertainment, and hotel services 

that constitute the CPI index include non-traded goods. Therefore, the REER indices 

calculated with CPI indices are far from being a good indicator of the countryôs 

competitiveness. 



The main goal of using Private Manufacturing Price Indices is to prevent the disturbances 

created by seasonal effects, as in the case of agricultural prices, and the effects of 

administrated prices, as in the case of public sector prices. 

An important hypothesis accepted in the calculation of REER indices in the economics 

literature is that the base year should be the year in which the internal and external balances of 

the economy are provided. In this framework, the year 1987 was a suitable choice when 

compared to other years. 

 

 
1
 Although these indices are monitored, different real effective exchange rate indices used as an indicator are also calculated. 

 

FIGURE II.5.3  
REAL EFFECTIVE EXCHANGE RATE INDICES CALCULATED BY USING WPI 

AND PRIVATE MANUFACTURING PRICE INDICES
(1)  

(1987=100)  

 

Source: Central Bank Research Department.  
(1) Private manufacturing prices and WPI based on 1987. In these calculations, the exchange rate basket consisting 1.5 Deutsche mark and 1 US dollar 

is used. For foreign prices, WPI based on 1990 is used for USA and Germany. The increase in the indices indicates depreciation in real exchange rates. 

FIGURE II.5.4  

SIS-WHOLESALE AND CONSUMER PRICES  



(1994=100, Annual Percentage Change)  

 

Source: State Institute of Statistics . 

TABLE II.5.5  

SECTORAL PRICE INCREASES IN WPI(1)  
(Annual Average Percentage Change) 

  TOTAL PUBLIC PRIVATE 

SECTORS 1996 1997 1998 1996 1997 1998 1996 1997 1998 

GENERAL 75.9 81.8 71.8 81.9 85.5 58.4 74.3 80.7 75.9 

AGRICULTURE 86.5 86.9 86.8 -- -- -- 86.5 86.9 86.8 

Agriculture Hunting 84.5 90.2 87.0 -- -- -- 84.5 90.2 87.0 

Forestry 105.5 52.4 87.2 -- -- -- 105.5 52.4 87.2 

Fishery Products 119.3 47.8 79.0 -- -- -- 119.3 47.8 79.0 

MINING  89.3 76.2 48.6 88.1 77.8 42.2 92.4 72.0 66.5 

Coal Mining 89.2 76.6 54.3 86.9 79.9 52.2 95.6 67.5 60.1 

Crude Petro. Natu. Gas 93.3 67.7 10.7 93.4 68.1 10.7 92.1 63.6 10.6 

Metal Minerals 78.1 88.8 93.5 77.2 84.8 77.5 81.8 105.1 149.2 

Non-Metal Mining 90.1 83.6 66.4 91.3 120.9 65.1 89.8 72.7 66.9 

MANUFACTURING 70.4 80.6 66.7 77.1 89.7 57.2 68.2 77.6 70.0 

Food 81.9 86.6 81.0 96.6 79.7 96.3 79.2 87.0 78.0 

Textiles 53.5 49.9 59.0 52.4 77.6 54.6 53.5 72.4 59.2 

Clothing 69.6 73.2 77.9 56.7 79.1 90.4 70.0 62.3 77.6 

Leather 84.6 81.1 61.1 51.4 64.7 54.0 97.4 85.9 62.9 

Paper Products 28.1 58.0 70.1 38.9 47.6 80.6 24.3 62.1 66.3 



Petroleum Products 96.5 93.8 54.0 92.1 93.5 49.8 95.5 94.6 67.9 

Chemical Products 57.2 78.7 64.1 33.6 75.5 42.3 64.8 79.6 69.7 

Plastic and Rubber 60.9 68.3 58.0 -- -- -- 60.9 68.3 58.0 

Non-Metal Minerals 76.4 87.1 71.0 70.6 84.3 46.3 77.0 82.2 73.6 

Metal Industry 57.8 88.3 52.1 56.5 87.5 49.4 58.9 89.0 54.3 

Metal Products 58.1 73.6 74.2 49.1 89.0 70.9 58.2 73.5 74.3 

Machinery-Vehicles 70.7 71.8 63.4 59.0 62.0 63.4 70.9 72.0 63.4 

Electrical Equipment 55.7 67.6 71.1 78.7 51.6 51.5 55.0 68.1 71.7 

Vehicles 71.5 72.2 70.7 -- -- -- 71.5 72.2 70.7 

ENERGY 101.7 71.8 71.8 101.7 71.8 71.8 -- -- -- 

Electricity 104.0 68.8 69.6 104.1 68.8 69.6 -- -- -- 

Water 90.9 86.2 81.2 91.1 86.2 81.2 -- -- -- 

Source: State Institute of Statistics.  

(1) Based on 1994 figures.  

   

  

  



   

    III  

        FINANCIAL MARKETS   

  

III.1. THE BANKING SECTOR AND CREDIT POLICY  

III.1.1. The Central Bank of the Republic of Turkey 

Total Central Bank loans consist of two main items: loans extended to the public 

sector and loans extended to the banking sector. By the end of 1998, the total 

central Bank loans had decreased to TL 7.5 trillion from its 1997 level of TL 345.2 

trillion. The annual decrease in the total Central Bank loans was 97.8 percent in 

nominal terms. 

The Undersecretariat of the Treasury abided by the terms of the agreement signed 

at the beginning of 1998 between the Central Bank and the Treasury. In line with 

the terms of the agreement, the Treasury did not use short-term advances during the 

first several months of 1998. In later months, the Treasury used short-term 

advances, but repaid its debts to the Central Bank at the end of each month. 

Therefore, the year-end balance of the short-term advance to the Treasury, which 

was TL 337.6 trillion in 1997, balanced in 1998. The Central Bank policy of 

extending no agricultural support credit continued in 1998. During 1998, no 

rediscount credit was extended to the banking sector from the discount window. 

The use of preferential loans extended in previous years through the rediscount 

window was continued within restricted limits. 

Developments in Central Bank Credit in 1998 

Agricultural Loans  

The 1997 year-end balance of the agricultural rediscount loans, which were used by 

the T.C. Ziraat Bankasē under the limit restrictions that had been introduced on 

September 15, 1996 and amounted to TL 7.2 trillion, remained the same in 1998. 

The balance of the loans extended to sugar beet producers via ķekerbank for sugar 

beet purchases, under the restrictions limits introduced on December 19, 1991 and 

amounting to TL 55 billion by the end of 1997, remained the same in 1998. 

Industrial Credits  



a) Artisan and Craftsmen Credits 

The balance of the credit extended to the Halk Bankasē to meet the working capital 

needs of artisans and craftsmen, which was TL 472.5 billion by the end of 1997, 

decreased to TL 336,5 billion by the end of 1998. The decrease in these loans was 

28.8 percent in nominal terms. 

b) Medium Term Credit  

The termination of medium term credit, which had started in the last several years, 

was completed by June 1998 and no medium term credit was extended in 1998. 

c) Commercial Loans 

Credit extended in previous years to meet the liquidity needs of the banking sector 

through the rediscount of short-term commercial bills was terminated in 1995. 

Since then, no such credit has been extended. 

d) Acceptance Loans 

In order to finance the term receivables of the exporting firms, the Central Bank 

extended credit amounting to TL 3.2 trillion, based on the collateral of commercial 

bills, the face value of which was US dollar 11.9 million. The balance of these 

loans was US dollar 3.2 millions by the end of 1998. 

III.1.2 Banks 

III.1.2.A. Developments in the Consolidated Balance Sheet and the Profit and 

Loss Account of the Banking Sector 

a) Developments in the Consolidated Balance Sheet 

The total assets of the banking sector grew by 93.1 percent in nominal and 21.7 

percent in real terms with respect to the end of the previous year, reaching TL 

34452 trillion by November 1998. When the growth in total assets was analyzed in 

terms of US dollars, the total assets of the banking sector, which was US dollar 

92.2 billion at the end of 1997, was observed to have increased to US dollar 113.9 

billion. During the same period, the ratio of the total assets of the banking sector to 

the GNP was estimated to have risen to approximately 87.5 percent, from its 1997 

level of 65 percent. Since the ratio of the banking sector's total assets to the GNP is 

one of the indicators of financial deepening, the rapid increase in this ratio may be 

interpreted to mean that the financial deepening has intensified in recent years. 

The growth in the total assets of the banking sector resulted mainly from growth in 

the four asset items which had the most significant shares in the total assets. These 

items are other assets, loans from other banks, loan portfolios and securities 



portfolios. The real increase of 107.3 percent in the other asset items observed 

between November 1997 and November 1998 was considerably significant. The 

increase in this item stemmed from a change in the accounting records of the Ziraat 

Bankasē in September 1998. With this change in the accounting records, the 

receivables of the Ziraat Bankasē from the Treasury, amounting to approximately 

TL 1.9 quadrillion, was transferred from the credit account to the other assets item 

of the bank(1) 

 
 
(1)

 These receivables are the loans extended in previous years by the T.C. Ziraat Bankasē to the Treasury to finance the buying of some agricultural 

products from producers. The rolling over of the loan caused the loaned amount to grow to TL 1.9 quadrillion. The deduction of this large amount 

from loan portfolio of the T.C. Ziraat Bankasē significantly affected real rate of change of the banking sector's loan portfolio.  

   

  

The securities portfolio of the sector grew substantially in 1998. During the same 

time, a significant reduction in the real rate of increase of the loan portfolio was 

observed. Between November 1997 and November 1998, the real rates of growth 

of the loans and securities portfolios were 9.8 and 41.7 percent, respectively. 

Deceleration in the real rate of growth of the loan portfolio was largely the result of 

the slow-down in economic growth, observed particularly in the second quarter of 

1998. The loan portfolio grew by 8.8 percent in real terms during the first half of 

1998. When the aforementioned reclassification in the accounts of T.C. Ziraat 

Bankasē is considered, the real rate of growth of the loan portfolio of the banking 

sector declined to 0.1 percent for the first three quarters of the year. When all the 

loans of T.C. Ziraat Bankasē are excluded from the sector's loan portfolio, the real 

rate of growth of the sector's total credit rises to 13.6 percent for the first three 

quarters of 1998. Consequently, the annualized real rate of growth of the total 

banking sector credit fell from 11 percent in November 1997 to 9.8 percent in 

November 1998. 

By the end of November 1998, the securities portfolio of the sector grew by 41.7 

percent in real terms. This significant increase in the securities portfolio largely 

resulted from the increase in the government securities portfolio. By November 

1998, the real size of the government securities portfolio had grown by 38.9 percent 

in real terms, with respect to the same month of the previous year. With this 

increase, the share of the government securities portfolio in the total assets of the 

sector rose from 10.2 percent in November 1997 to 11.6 percent in November 

1998. 

During the same period, a substantial real increase was also observed in the FX 

denominated securities holdings of the sector. Despite the significant real increase 

in the FX denominated securities, the share of this item in the balance sheet total 

increased slightly from 1.3 percent in 1997 to 1.7 percent in 1998. 



Various factors underlined the substantial real growth in the government securities 

portfolio of the sector. First of all, growth in non-deposit liabilities, against which 

the banks have to hold eligible securities, forced the banks to increase their eligible 

security portfolios, which are comprised mostly of government securities. Second, 

the financing of public deficits are made mostly from domestic financial markets 

through the issuance of government securities, and the banks are traditionally the 

most important buyers of the government securities. Third, the adverse economic 

conditions arising in the second half of the year forced the banks to cut back on 

loans which were more risky and place their available funds into riskless 

government securities. Fourth, the considerable decrease in the outstanding repo 

volume in 1998 led to a decrease in the off-balance sheet holdings of securities 

used in repo transactions. 

The developments summarized above led the total securities portfolio of the sector, 

including those securities in the collateral and the securities in the non-trading 

portfolio, to grow to TL 4872 trillion by the end of November 1998. The share of 

the securities portfolio in the balance sheet total also rose from 12.7 percent in 1997 

to 14 percent in 1998. 

The item receivable from banks, the share of which was 14 percent in the previous 

year, had increased by 11.2 percent by November 1998, with respect to the same 

month of the previous year. Despite this increase, the share of this item in the 

balance sheet total declined to 12.9 in November 1998, as the real rate of growth of 

the total assets exceeded the growth rate of this item. 

The reserve requirements, which is an other important item in the consolidated 

balance sheet total, increased by 17.8 percent in real terms, with respect to 

November 1997. The increase in the reserve requirements resulted solely from the 

increase in deposits subject to reserve requirements. 

By the end of November 1998, net overdue loans, which is the most important 

indicator of a bank's asset quality, increased sharply by 102.1 percent in real terms, 

with respect to the same month of the previous year. The real increase of 22.4 

percent in loan loss reserves, which is lower than the real increase of 61.6 percent 

in gross overdue loans, contributed significantly to the increase in net overdue 

loans. The new loan loss reserve regulation introduced at the beginning of 1998 

also influenced the banks' decision regarding the amount of loan loss reserves. 

Since the new regulation allowed banks to consider the amount of collateral for the 

overdue loans, banks did not made reserves for those overdue loans whose 

collateral is cash or government security. Therefore, the real increase in loan loss 

reserves was lower than the real increase in the gross overdue loans. 

Although the share of net overdue loans in the balance sheet total is generally 

small, the sharp increase in this item reflects the problems in the repayment of 

loans. The adverse economic conditions in the international markets, which 



intensified particularly in the second half of 1998, may have adversely affected the 

loan repayments to those banks lending heavily to the export firms. Furthermore, 

the slow-down in domestic economic activity may also have created problems in 

loan repayments to those banks lending mostly to non-exporting firms, as the 

deceleration in the overall economic activity led to a considerable decline in the 

sales of these firms. 

Another important item in the consolidated balance sheet, the interest-and-income 

accruals, also decreased in real terms, with respect to November 1997. This item, in 

which income accruals and interest discounts are recorded, comprises basically the 

accruals and rediscounts of loans and securities. The slow-down in the real growth 

rate of the loan portfolio was largely responsible for the decline in this item 

because as the growth in the loan portfolio gets smaller, accruals and rediscounts 

made to loans decrease as well. The reclassification of the receivables of T.C. 

Ziraat Bankasē from the Treasury mentioned in the footnote also contributed a lot to 

the decrease in the interest-and-income accruals item by causing a substantial 

decrease in the total loans. 

Several developments were observed in the liabilities side of the consolidated 

balance sheet. The share of the total deposits in the balance sheet total rose from 

57.3 percent in November 1997 to 58.2 percent in November 1998. The negligible 

change in the balance sheet share of the total deposits indicates, at a first glance, a 

slight change in the total deposits. Nevertheless, between November 1997 and 

November 1998 the total deposits increased by 23.6 percent in real terms. This 

substantial increase in the total deposits indicates that economic developments 

underlying the change in deposits were different from those of the previous year, in 

which no change in the real volume of deposits was observed. 

The global financial crises observed particularly in the second half of 1998 

increased the liquidity needs of banks, due to both capital flight and the difficulties 

in foreign borrowing encountered by the domestic banks, so banks had to finance 

their activities from domestic financial markets. Consequently, banks increased the 

rate of interest that they offered the depositors. The increase in the nominal deposit 

rates, coupled with the gradual decline in the rate of inflation, caused the real 

deposit rates to climb considerably. These developments led to an increase in the 

deposit flow to the banks. When the cumulative change in the real deposit volume 

with respect to the previous year was calculated, the same conclusion was obtained. 

The real deposit volume increased sharply after August 1998, when a sharp 

increase in interest rates was observed. As a result of these developments, the total 

deposits increased by 23.6 percent in real terms by November 1998, with respect to 

November 1997. The FX denominated deposits increased by 16.4 percent in US 

dollar terms. 

There were two more developments underlying the increase in deposit volume. 

Firstly, according to a new tax amnesty regulation, all unrecorded income was to be 



deposited with the banking system by the end of September 1998. Although the 

majority of these unrecorded funds were withdrawn from the banking system after 

the deadline, some of the them remained in bank deposit accounts. Secondly, the 

most important alternative instrument for deposits, repo transactions, decreased 

sharply in 1998. According to the available figures, repo transactions shrunk from 

TL 2740 trillion in November 1997 to TL 2405 trillion in November 1998. This 

decline in repo transactions was equivalent to 44.7 percent in real terms. 

The taxation of the interest income from repo transactions in 1998 and the increase 

in liquidity in the system particularly in the second quarter of 1998 were the 

underlying reasons behind the sharp decline in repo transactions. 

Several developments were observed in the liability side of the consolidated 

balance sheet of the sector. By the end of November 1998, the item payable to 

banks had increased by 14.2 percent in real terms and had a 17.5 percent share in 

the balance sheet total. This item had had a balance sheet share of 18.7 percent in 

1997. Since the real rate of increase in this item was lower than that of the balance 

sheet total, the balance sheet share of this item decreased slightly with respect to 

November 1997. The underlying reason for the decrease in the balance sheet share 

of this item was the decline in FX denominated loans from international financial 

markets. The FX denominated loans obtained by domestic banks from international 

financial markets increased by 19.3 percent in real terms in the second half of 1998, 

during which both the international and domestic financial markets were relatively 

stable. With the beginning of the Russian crisis in the financial markets, a 

significant capital flight was observed, causing the amount of FX denominated 

loans used by the domestic banks to decline. 

By the end of November 1998, the total net worth of the banking sector increased 

by 36.6 percent in real terms. Increases in the items paid up capital, net profit and 

legal reserves contributed to the real increase in the total net worth. 

The net open FX position of banks, which is considered in the nominator of the 

legal ratio of the net FX position to the capital base, rose from US dollar 1.9 billion 

in November 1997 to US dollar 2.7 billion in November 1998. The total net FX 

position of banks, which is calculated as the difference between FX assets and 

liabilities rose from US dollar 4.9 billion in November 1997 to US dollar 7.8 billion 

in November 1998. 

b) Developments in the Consolidated Profit and Loss Accounts 

As of September 1998, the banking sector increased its after-tax profit by 161.1 

percent in nominal and 57.2 percent in real terms and realized an after tax profit of 

TL 1001 trillion. A detailed examination of the profit and loss account reveals that 

the total interest income and total interest expenses increased in real terms by 35.2, 

and 29.8 percent, respectively. Therefore, with respect to the same month of the 



previous year, the most important income of the sector, the net interest income, 

increased by 46.8 in real terms, rising to TL 2546 trillion. After deducting the 

provisions for loans amounting to TL 102.7 trillion, the net interest income of the 

sector was realized as TL 2443.3 trillion. 

The real rate of increase of the interest income from loans declined considerably 

compared to the previous year. A detailed analysis of accounts indicated that the 

reclassification of T.C. Ziraat Bankasē, as mentioned before, caused a significant 

decline in the interest income of the sector. With the reclassification, interest 

accrued to the transferred receivable of T. C Ziraat Bankasē was recorded in the 

other interest and quasi interest income items. Therefore, a significant reduction in 

net interest income and a sharp increase in the other interest and quasi interest 

income items was observed. 

As the securities portfolio gets larger due particularly to the growth in the 

government securities portfolio, interest income from securities increased 

considerably. By November 1998, interest income from the government securities 

portfolio increased by 39.5 percent in real terms, with respect to November 1997, 

and reached TL 1587 trillion. 

The increase in the volume of interbank transactions in 1998 caused the interest 

income from these transactions to increase. During the analyzed period, interest 

income from interbank transactions rose by 20.2 percent in real terms, and 

contributed to the increase in the total interest income. 

Paralleling the real increase in total deposits, the most important component of the 

interest expenses, the interests expenses paid to depositors, had increased by 28.4 

percent by September 1998, with respect to the same month of 1997, reaching TL 

3811.4 trillion. Interest paid to banks was the second largest item in the total 

interest expenses. By September 1998, interest paid to banks had increased by 45.3 

percent in real terms, with respect to the previous year, having risen to TL 814.7 

trillion. 

Non-interest income is another significant source of profit for banks. By September 

1998, the total non-interest expenses of the banking sector reached TL 1153 

trillion, TL 632.1 trillion of this amount being the foreign exchange losses. 

c) Deposits 

The total deposits of the banking sector, excluding interbank deposits, reached TL 

20 quadrillion as of November 1998. This represents an annual increase of 101.5 

percent in nominal and 27 percent in real terms compared to the previous year, the 

growth rate of Turkish lira deposits accelerated in 1998. 



All deposit types, other than official deposits and certificates of deposit, increased 

in real terms. Turkish lira deposits rose to TL 9.8 quadrillion as of November 1998, 

with an annual nominal increase of 104 percent and a real increase of 29 percent. 

During the same period, foreign exchange deposits rose to TL 10.2 quadrillion with 

an annual nominal increase of 99 percent and a real increase of 25.5 percent. The 

growth rate of foreign exchange deposits in terms of US dollars, which had been 7 

percent during the January-October 1997 period, realized at 15 percent during the 

same period of 1998. 

As had been the case in 1997, the breakdown of deposits by maturity reveals the 

fact that savings holders invested for relatively short periods of time in 1998. As of 

November, the share of demand deposits in total deposits was 23 percent, whereas 

the shares of one-month, three-month, six-month and one-year deposits were 18.1 

percent, 35.6 percent, 15.6 percent, and 8.3 percent, respectively. It can be observed 

that almost three quarters of bank deposits had a maturity of three months or less 

(Figure III.1.1).  

   
   

FIGURE III.1.1   

BREAKDOWN OF DEPOSITS BY MATURITY  

(percent)  

 

The growth rates as of November for Turkish lira deposits according to type are 

given below: savings deposits increased by 104 percent, commercial deposits by 

147 percent, official deposits by 10 percent, and other deposits by 104 percent in 

nominal terms with respect to the same month of 1997. Since certificates of deposit 

were legally abandoned as of January 30, 1996, the volume of certificates of 

deposit decreased by 97 percent as of November. The highest increase as of 

November was realized in commercial deposits, which only represent 8 percent of 

total deposits. While the shares of foreign exchange deposits and official deposits 

in the total deposits decreased in 1998, those of savings deposits and commercial 

deposits increased slightly (Table III.1.1).  



   

   

TABLE III.1.1   

THE SHARES OF DEPOSIT TYPES IN TOTAL DEPOSITS  

PERCENTAGE SHARES  

(Excluding interbank deposits) 

  Foreign Exchange Deposits Savings   
Deposits 

Commercial   
Deposits 

Official   
Deposits 

Other Deposits  

and  
Certificates 

1992 November 40.0 33.0 10.0 3.0 14.0 
1993 November 45.0 29.0 10.0 4.0 12.0 
1994 November 52.1 29.4 8.3 2.7 7.5 
1995 November 49.2 32.7 8.0 2.3 7.8 
1996 November 50.2 31.7 7.2 3.5 7.4 
1997 November 51.5 29.3 5.8 5.0 8.3 
1998 November 49.1 31.4 7.6 2.9 8.9 

Source: Central Bank. 

d) Credit 

The total loans of the banking sector reached TL 12.3 quadrillion as of November 

1998, with an annual nominal increase of 74 percent and real increase of 9.8 

percent. The loans to deposits ratio, which shows the amount of deposits channeled 

to credit, declined to 61.5 percent in November 1998. This was caused mainly by 

the slowdown in economic activity due to the decline in both domestic and foreign 

demand, the increase in uncertainty stemming from the unfavorable developments 

in internal and external conditions, and in turn, the decline in both supply and 

demand of credit. These unfavorable developments were also effective in the 

decline of the loans to assets ratio to 35.8 percent in November 1998 (Table 

III.1.2.)  

   

   

TABLE III.1.2   

DEVELOPMENTS IN BANK CREDIT 

  Loans   
(percentage increase) 

Loans/Deposits   
(percent) 

Loans/Total Assets (percent) 

1992 November 92.0 71.8 38.9 

1993 November 103.9 88.8 42.6 

1994 November 61.2 56.7 35.4 

1995 November 118.4 62.0 39.4 

1996 November 129.6 61.5 41.8 



1997 November 101.3 69.3 39.7 

1998 November 74.1 61.5 35.8 

Source: Central Bank. 

The share of private banks in the total loans of the banking sector was 63 percent as 

of November while the shares of public banks, development and investment banks, 

and foreign banks were realized as 28 percent, 5.5 percent and 3.6 percent, 

respectively. While the share of private banks increased, the share of public banks 

decreased as of November 1998, when compared to the same period of 1997. One 

of the reasons for this development was the change in the accounting practices of a 

major state bank. As of the beginning of September, Ziraat Bankasē 

(Agriculture Bank) transferred some of its past claims on central government from 

the "credit account" to the "special duties account". 

The annual nominal increase in private bank loans was 82.2 percent in November 

1998, whereas those of public banks, development and investment banks and 

foreign banks were 57.2 percent, 77.7 percent, and 78.4 percent, respectively. In 

real terms, these figures correspond to a 15 percent increase for private banks, 12 

percent for foreign banks and 12.5 percent for development and investment banks, 

whereas there is a 1 percent decrease for public banks (Figure III.1.2).  

   
   

FIGURE III.1.2   

BREAKDOWN OF LOANS BY BANK GROUPS  

(percent)  

 

The share of export loans was 28 percent as of November 1998, whereas the shares 

of special loans, fund loans, consumer loans and other loans were 10 percent, 6 

percent, 5.5 percent and 38 percent, respectively. 



When the composition of loans is analyzed, it is observed that there was no 

significant change in the share of foreign currency loans, expressed in Turkish Lira 

terms, in the total loans in 1998, when compared to the previous year. The share of 

Turkish lira loans was 51 percent in November, whereas that of foreign currency 

loans was 49 percent as of November. The annual nominal increase in foreign 

currency loans amounted to 73.5 percent in November. 

When the average maturity of loans is analyzed, it is observed that the share of 

short-term loans was 79 percent and that of medium-term loans was 21 percent as 

of November 1998. 

III.1.2.B. Legal and Administrative Regulations 

The 1998 regulations related to banking are summarized as follows: 

a) Communiqu® Concerning the Procedures and Principles on Calculation and 

Evaluation of the Capital Adequacy of Banks 

Communiqu® No.12 of the Banking Law published in Official Gazette No.22197 

dated February 9, 1995 was voided with Communiqu® No.23388 published in the 

Official Gazette dated June 30, 1998 by the Undersecretariat of the Treasury. 

The new Communiqu® aimed at clarifying the calculation of principal capital by 

taking into account after-tax current-period profits. For the first time, calculations 

of the supplementary capital will take into account general reserves against 

potential risks, the securities revaluation fund and the residual amount obtained 

after deducing the net balance of the account receivables to be subtracted from the 

amount of general loan reserves. Moreover, the betterment levy and the activated 

expenses were included in the values deducted from the capital. Only the non-

consolidated financial subsidiaries, associated companies and other financial 

participations will be deducted. While calculating the risk-weighted assets and 

values deducted from the capital, assets facing the risk of depletion and devaluation 

will be included in the calculations over the net amounts after deducting the related 

depreciation values and provisions. In addition, the method of calculating the 

amounts subject to credit risk in foreign currency and interest rate transactions was 

changed. Pursuant to the new Communiqu®, receivables from counterparts will be 

weighted with the credit conversion factors specified in the addendum to the 

Communiqu® and will be placed in the related risk group among the non-cash 

liabilities. Then these amounts will be weighted, a second time, according to their 

risk categories. The Communiqu® defined the market risk and stated that the 

procedures and principles related to reckoning the market risk in the calculation of 

the said ratio will be announced by the Undersecretariat of the Treasury when 

deemed necessary. The Communiqu® introduced a new concept, Tier 3 capital, 

which was defined as long-term bank borrowings whose qualifications, except 



those of subordinated loans, would be determined by the Undersecretariat of the 

Treasury. 

The new Communiqu® stated that the capital adequacy ratio should be maintained 

on the bank basis (as non-consolidated) and on the consolidated basis upon the 

introduction of the related regulations by the Undersecretariat of the Treasury. The 

banks should fill in the tables related to the said ratio and forward them to the 

Central Bank and the Undersecretariat of the Treasury not later than one month 

following the month of issue. The said period of time was one and a half months 

according to the old communiqu®. In case the said ratio realizes below 8 percent in 

both cases (bank basis and consolidated basis), the capital base should be increased 

so as to be the lowest ratio within six months. 

Moreover, the Communiqu® provided that 100 percent of the cash loans extended 

to partners holding 10 percent or more of the bank capital and to the real and legal 

entities who have indirect credit relationship with those persons, except for the 

public legal persons, will be deducted from the capital for 1999 and the following 

years. The said ratio was decreased to 50 percent for 1999. For 2000 and the 

following years, it was fixed at 100 percent. 

b) Decree on Accounting and Evaluation of Bank Loans in Compliance with 

their Qualifications and Loan Reserves 

With Decree of the Board of Ministers published in Official Gazette No.23227 

dated January 11, 1998, Board of Ministers Decree related to Reserves to be 

Provided by the Banks which had been published in the Official Gazette 

No.88/12937 dated May 4, 1988 was voided. Moreover the 4th Communiqu® on 

Banking Law No.3182 published in Official Gazette No.19820 dated May 23, 1988 

was repealed with the 1st Communiqu® related to the said decision. According to 

this decision, banks were required to set aside as general reserves 1 percent of the 

total of the their cash loans and the dischargeable account receivables that are 

secured by the 1st group of collaterals and 0.2 percent of letters of guarantee, 

guarantees and other non-cash guarantees. In addition, after the net balance of 

account receivables to be discharged is netted against the balances recorded in the 

General Loan Reserves Account, the remaining portion of this account will be 

recorded in the net worth in the calculation of ratios specified by Article 56 of the 

Banking Law. 

With this new regulation, receivables in default will be transferred to the "Account 

Receivables to be Discharged" and classified according to the groups of collaterals 

specified in the said Decision and Communiqu®. The said receivables shall be 

subject to specific reserves to be determined according to the length of the time 

they have been kept in the account. 



The Communiqu® introduced a once only facility for the collection of the 

receivables in default due to lack of liquidity. On condition that the required 

guarantees are provided, the said receivables shall be repaid under a payment 

schedule or be renewed by opening a new line of credit, if necessary. No reserves 

shall be built up as long as the credit is collected at maturity in compliance with the 

payment schedule. 

c) The Minimum Capital Required for Establishing Banks 

With the 18th Communiqu® on the Banking Law published in Official Gazette 

N.23243 dated January 27, 1998, the minimum paid-up capital required for 

establishing a bank or opening a branch was increased from TL 3.6 trillion to TL 6 

trillion. 

d) Principles for Opening Bank Branches 

According to the Regulations concerning the principles for opening bank branches 

published in Official Gazette No.23375 dated June 17, 1998, the number of 

branches to be opened by banks that have achieved the standard ratios stipulated by 

Article 56 of the Banking Law was limited to 10. Accordingly, the number of 

branches to be opened in a calendar year shall be subject to the consent of the 

Undersecretariat of the Treasury provided that the said number shall not exceed the 

figure which will be obtained by dividing the Turkish Lira equivalent of 1 million 

US dollars by their capital increase in cash that year. Moreover, new regulations 

were introduced for the opening of new branches by banks that have failed to 

achieve the standard ratios stipulated by Article 56 of the Banking Law. The 

number of branches to be opened by these banks in a calendar year shall be subject 

to the consent of the Undersecretariat of the Treasury on condition that the said 

number shall not exceed the figure to be obtained by dividing the Turkish Lira 

equivalent of 2 million US dollars by their capital increase in cash for that year. 

e) Regulations on Bank Shareholders 

Pursuant to the Banking Law, acquisition of shares representing 5 percent or more 

of the bank capital by a person, or acquisition of shares exceeding 5 per cent, 20 

percent or 50 percent of the bank capital solely by one partner shall be subject to 

the permission of the Undersecretariat of the Treasury. Share transfers causing a 

partner's shares to fall below the said percentages shall also be subject to the 

consent of the Undersecretariat of the Treasury. Furthermore, the partners who will 

acquire 5 percent or more of the capital should have the same qualifications 

expected of the founders of a bank. These qualifications shall also be required of all 

partners, whether they are real or legal persons. Therefore, the 19th Communiqu® 

related to the banking Law published in Official Gazette No.23409 dated July 21, 

1998 established that in the event that legal persons are in the capacity of bank 

partners, those who are authorized to manage and supervise them should also meet 



the related legal requirements. In addition, any share acquisitions and transfers by 

such partners, at the permitted ratios, which imply a change in management and 

control shall be subject to the consent of the Undersecretariat of the Treasury prior 

to the completion of legal transactions thereof. 

f) Regulations on Required Reserves 

11 member states of the European Union participated in the Economic and 

Monetary Union as of January 1, 1999 and the EURO was introduced as bank 

money starting on the same date. Therefore with Central Bank Circular No.98/4 

published in Official Gazette No.23497 dated October 18, 1998, the EURO was 

included in the foreign currencies exchanged by the Central Bank of Turkey. 

Accordingly, the 2nd paragraph of the 3rd Article of Communiqu® No.96/1 was 

amended by Communiqu® No.98/1 on Required Reserves published in Official 

Gazette No.23529 dated November 20, 1998. This Communiqu® allows required 

reserves to be held against foreign exchange deposits. 

g) Regulations on Liquidity Requirements 

Paragraph (e) of Communiqu® No.96/1 on Liquidity Requirements, which had been 

published in Official Gazette No.22704 (repeated issue) dated July 22, 1996, was 

amended by Communiqu® No.98/1 on Liquidity Requirements published in 

Official Gazette No. 23529 dated November 20, 1998. The new Communiqu® 

established that free (sight) deposit accounts to be opened in the Central Bank in 

terms of Euro would be included in the Foreign Exchange Deposit Accounts at the 

ratio of 11 percent to be held for non-deposit foreign exchange liability accounts. 

h) Amendments in Regulations Concerning the Standard Ratio for Foreign 

Currency Net General Position/Capital Base 

With Communiqu® concerning Principles on the Calculation and Application of 

Standard Ratios for "Foreign Currency Net General Position/Capital Base" and 

"Foreign Currency Net Forward Transactions Position/Capital Base" published in 

Official Gazette No.23388 (repeated issue) dated June 30, 1998, some changes 

were introduced to the Communiqu® for Foreign Currency Net General 

Position/Capital Base. The Standard Ratio for Foreign Currency Net General 

Position/Capital Base was decreased from 50 percent to a maximum of 30 percent. 

It was decided that the new standard ratio would be reduced gradually in order to 

be effective as of January 1, 1999. While 100 percent of foreign currency-indexed 

securities and 50 percent of other foreign currency-indexed assets and liabilities 

had been taken into consideration in calculating foreign currency assets and 

liabilities, the Communiqu® of June 30, 1998 included all foreign currency-indexed 

assets and liabilities in the foreign currency assets and liabilities. However, it was 

decided that 100 percent of foreign currency-indexed credit would gradually be 

reckoned in the calculation within 6 months. Moreover, limitations were made on 



banks' forward foreign currency transactions and the "Standard Ratio for Net 

Forward Foreign Currency Transactions Position/Capital Base" was set at a 

maximum of 15 percent. 

With the Communiqu® concerning Principles for the Calculation and Application 

of the Standard Ratio for "Foreign Currency Net General Position/Capital Base", 

which was published in Official Gazette No.23448 dated August 29, 1998, the 

Standard Ratio for Net Forward Foreign Currency Transactions Position/Capital 

Base was repealed. 

i) The 1998 Regulations on Resource Utilization Support Fund 

With Decree No.98/11498 of the Board of Ministers published in Official Gazette 

No.23445 dated August 26, 1998, an article was added to Decision No.88/12944 

dated May 12, 1988 concerning Resource Utilization Support Fund. The new 

article established that the Special Finance Institutions (SFI) would be included in 

the expression "bank", loans extended by the SFI (except Leasing) included in 

"credit" and profits from the activities of funds extended by SFI in "interest". Thus, 

the SFI were included in the Resource Utilization Fund in addition to banks and 

finance corporations. 

With the 21st Communiqu® concerning the Resource Utilization Support Fund 

published in Official Gazette No.23363 dated June 5, 1998, the 1st and 5th 

paragraphs of the 3rd Article of the 6th Communiqu® under Decision No.88/12944 

dated May 12, 1998, which governed "Loans Exempt From Fund Deductions", 

were amended. According to the new communiqu®, agricultural loans up to TL 2 

billion extended by any bank, except T.C. Ziraat Bankasē, to farmers who are 

members of the agricultural cooperatives were exempted from deduction along with 

those loans which, pursuant to the amendment in Decree on Reserves, were placed 

in the Account Receivables to be discharged instead of being subject to 

administrative or legal follow up (excluding the 1st Group of Collateral) 

With the 22nd Communiqu® concerning the Resource Utilization Support Fund 

published in Official Gazette No.23556 dated October 17, 1998, the 1st paragraph 

of the 2nd article of the 6th Communiqu® under Decision No.88/12944 dated May 

12, 1998, which governed "Fund Deductions", was amended. According to the new 

regulation, fund deduction ratios were fixed at 8 percent for consumer loans and 3 

percent for other types of loans extended by finance corporations, 0 percent for 

loans received from abroad by banks and finance corporations, 3 percent for credit 

received from abroad by residents in Turkey other than the banks and finance 

corporation as well as 3 percent for imports against credits, imports against 

deferred letters of credit and imports against goods. 

Moreover, the 16th and 20th paragraphs of the 3rd Article, which governed 

"Credits Exempt from Fund Deductions", were revised. Accordingly, the average 



maturity of 2 years, which was stipulated for exemption from fund deductions, was 

reduced to 1 year for the portion of loans obtained by banks in the capacity of 

debtor to be used in financing imports realized within the credit guarantee 

programs of foreign export credit institutions and export credit institutions and the 

foreign currency credit obtained from abroad by the residents in Turkey. 

j) Regulations on the Ratio for Foreign Currency Position 

11 member states of the European Union participated in the Economic and 

Monetary Union on January 1, 1990 and the "EURO" was introduced as bank 

money. Therefore, the "EURO" was included in the foreign currencies exchanged 

by the Central Bank of Turkey with Central Bank Circular No.98/4 published in 

Official Gazette No.23497 dated October 18, 1998. Parallel to this application, the 

first paragraph of section A-2 of Article 7, entitled "Ratios for the Management of 

Foreign Currency Position", was revised. According to this revision in the Central 

Bank Circular, the Foreign Currency Position Ratio will be calculated by dividing 

the total of foreign currency and gold liabilities by the banks' and SFIs' total value 

in US dollars, the total value of the Euro equivalent of the currencies of the 

member states of the European Monetary Union, including the Euro, the total value 

of the US dollar equivalent of the other convertible currencies, including gold, in 

each category and also the US dollar equivalent of the total value of foreign 

currency and gold assets and the total of foreign currency and gold receivables. 

k) Regulations on Required Foreign Currency Transfers 

The ratios for required foreign currency and foreign exchange transfers and sales 

are specified in the section entitled "D-Required Foreign Currency and Foreign 

Exchange Transfers and Sales", in the ñManagement of Foreign Currency Position 

and Providing Informationò chapter of Central Bank Circular No.I-M, concerning 

which was published within the scope of Decree No.32 concerning the Protection 

of the Value of the Turkish Lira. The ratios were fixed at 0 percent for foreign 

currency and foreign exchange transfers and sales realized in June, July, August, 

September, October, November and December of 1998 as well as January of 1999, 

pursuant to Central Bank Circulars No.98/1, 98/2, 98/3 and 98/6. 

l) Regulations on Risk and Clearing Transactions 

With Decision No.44799 of the Executive Committee dated 18 November 1998, 

the minimum amount of credit and risk statement was increased from TL 1 billion 

to TL 3 billion as of January 1, 1999. Banks, SFIs and Central Bank branches were 

informed of this decision. Due to the fact that the minimum amount of a protest bill 

that could be declared by banks was determined as TL 400 million for 1999, banks 

and SFIs were notified that the declaration of protests within or above the said limit 

should be made on a bill basis, while protested bills below this limit should be 

declared globally to the Central Bank of Turkey. 



m) Regulations on the Uniform Reporting Package Concerning Special 

Finance Institutions 

By the introduction of the Banking Monitoring System Uniform Reporting Package 

on January 1, 1997, the "SFI Monitoring System", which had been in effect since 

1986, was abandoned in order to ensure consistency between SFIs and banks and to 

exercise an effective supervision over institutions. A new "SFIs Monitoring System 

Uniform Reporting Package was introduced on  

July 1, 1998. 

n) Regulations on Special Finance Institutions 

Article 15, entitled "Minimum Requirements in the Contracts", of the 1st Central 

Bank Communiqu® concerning SFIs, which had been published in Official Gazette 

No.18348 dated March 21, 1984, was revised several times by a sequence of 

Communiqu®s. Amendment 1 concerning "Items to be Mentioned in the Contract 

for Profit and Loss Participation Accounts", Amendment 3 concerning "Items to be 

Mentioned in the Contract for Special Current Accounts", and related Articles No. 

2, 3 and 4 were revised by the 6th Central Bank Communiqu®, which was 

published in Official Gazette No.23363 dated June 5, 1998 and became effective on 

the same date. The new communiqu® established that contracts for profit and loss 

participation accounts and contracts for special current accounts should be opened 

as bearer accounts. Moreover, the names and clear titles of both parties as well as 

the addresses and signatures of the Institution and the account holders should be 

provided with the contracts for the newly opened accounts. 

The transfer of the shares of SFIs were re-regulated according to the provisions 

introduced in the 4th Article of the Undersecretariat of the Treasury Communiqu® 

concerning the section on the Establishment of SFIs, which was amended to 

Decision No.83/7506 published in Official Gazette No.23474 dated September 25, 

1998. In this context, the transfer of shares would be subject to the approval of the 

Undersecretariat of the Treasury prior to the completion of legal transactions. With 

amendments to the 17th, 20th and 29th Articles of the same communiqu®, the 

Central Bank of Turkey was authorized to regulate the ratios and conditions for 

blocking funds accumulated in current and participation accounts and to determine 

the amount of loans to be extended to all enterprises, in which the institution or its 

partners participated, from the said accounts. Furthermore, the communiqu® 

established that the amount of cash and non-cash loans to be extended to real or 

legal persons should be determined by the Central Bank of Turkey. 

With the 7th Central Bank Communiqu® published in Official Gazette No.23515 

dated 6 November 1998, the 9th Article of the 1st Communiqu® entitled "Ceiling 

on Loans from Current Accountsò, the 10th Article entitled "Legal Reserves" and 

the 11th Article entitled "Maximum Amount of Loans to be Extended from 

Participation Accounts" were changed. Consistent to the Banking Law, new 



regulations were introduced for determining the maximum amount of cash and non-

cash loans extended by institutions to a real or legal person, to all real and legal 

persons having indirect fund allocation relationship with them and to their 

subsidiaries and for establishing transactions that would not be subject to any 

restrictions in fund utilization. With the 3rd Article of the 7th Communiqu® 

concerning SFIs, which became effective with the table dated November 27, 1997, 

the distinction between current accounts and participation accounts was removed, 

being replaced by the principle of distinction between Turkish Lira and US dollar 

as regards the required liquidity. The ratio of required liquidity to be maintained by 

SFIs with the Central Bank, excluding domestic banks and accounts opened by SFI, 

was set as 8 percent for the Turkish Lira current and participation accounts, and 11 

percent for the foreign exchange current and participation accounts. The practice 

requiring a liquidity of 6 percent for the cash and current accounts was 

discontinued. 

The 12th Article of the Decision amended to Decree No.83/7506 on the 

Establishment of SFIs, entitled "Public Bodies Authorizal to Supervise" was 

changed by the Decree of the Board of Ministers published in Official Gazette 

No.23540 (repeated issue) dated December 1, 1998. The new decision introduced a 

number of regulations concerning sanctions to be imposed on institutions which 

were proven to have acted contrary to the purposes and principles of enterprise. 

III.1.2.C. Special Finance Institutions 

As of September 1998, six special finance institutions (SFI) were actively operating 

in the financial markets. 

The balance sheet total of the SFIs, which was TL 462.1 trillion by the end of 1997, 

had risen to TL 770.3 trillion by September 1998 increasing by 66.7 percent in 

nominal and 19.2 percent in real terms. As of September 1998, the market shares of 

the SFIs were as follows: Al Baraka Turk had the largest share in the market with 

31 percent while Ihlas Finans and Kuveyt Turk had the second and third largest 

market shares with 30 percent and 15 percent respectively. The market shares of the 

remaining three SFIs, namely Asya Finans, Anadolu Finans and Faisal Finans were 

less significant and constituted 24 percent of the total. 

In the consolidated balance sheet of the SFIs, the largest share in the balance sheet 

total (70.8 percent) belonged to the placement of funds. The fixed assets and the 

item "banks" had the second and the third largest shares in the balance sheet total of 

the SFIs with 8.9 percent and 8.6 respectively. The item "Placement of Funds" rose 

to TL 545.5 trillion from TL 332.1 trillion, increasing by 64.3 percent in nominal 

terms and 17.5 percent in real terms compared to the end of 1997. While 80.6 

percent of the funds were extended in terms of foreign currency, 3.2 percent of the 

funds was turned into the overdue receivables. A sum of TL 10.1 trillion was 

reserved against overdue receivables amounting to a gross of TL 18 trillion. 



The total net worth of the SFIs rose from TL 24.1 trillion to TL 41.5 trillion 

increasing by 72.2 percent in nominal terms and 23.2 in real terms compared to the 

end of 1997 due to increases in the paid-up capitals of the institutions. 66.1 percent 

of the said increase in the net worth resulted from the increase in the paid-up 

capitals and 24.6 percent from the increase in the fixed assets revaluation fund. 

Special current accounts and participation accounts and funds provided for special 

projects, which constituted 79.5 percent of the balance sheet, rose from TL 361.5 

trillion to TL 612.5 trillion increasing by 69.5 in nominal terms and 21.2 in real 

terms during the December 1997-September 1998 period. By September 1998, the 

breakdown of total assets and the liabilities of the SFIs by currency denomination 

was as follows: foreign currency and Turkish Lira denominated funds comprised 

89.4 percent and 10.6 percent of the total liabilities, respectively. The shares of the 

foreign currency and Turkish Lira denominated assets were 80.6 percent and 19.4 

percent, respectively. 

The share of the foreign currency assets in the balance sheet total, which was 71.4 

percent in December 1997, had risen to 74.1 percent in September 1998. During the 

same period, the share of the foreign currency liabilities in the balance sheet total 

had increased from the previous yearôs share of 76.0 percent to 76.3 percent. Due to 

the fact that the increase in assets realized above the increase in liabilities, the short 

(open) position of TL 21.5 trillion in December 1997 decreased to TL 16.7 trillion 

in September 1998. 

In the first nine months of 1998, the net profits of the SFIs rose to TL 7.4 trillion 

from its previous year-end level of TL 6.8 trillion. Despite an increase of 66 percent 

in profits in nominal terms when compared to the profit of TL 4.5 trillion of the 

September 1997 period, the increase in real terms was only 0.1 percent. Thus 

during the said periods, the return on assets of the SFIs decreased to 0.96 percent 

from 1.2 percent, and the return on equity went down to 17.8 percent from 27.6 

percent. 

When compared to the banking sector, the total assets of the SFIs constituted 2.3 

percent of the total assets of the banking sector. Moreover, the total loans extended 

by the SFIs constituted 4.7 percent of the total bank loans. The total funds collected 

by the SFIs constituted 3.1 percent of the comparable total deposits. Finally, the 

total net worth and the profits of the SFIs constituted 1.3 percent and 0.7, 

respectively, percent of the banking sector's net worth and profit. 

III.2. MONEY MARKETS  

The impact of the Southeast Asian crisis that arose in the second half of 1997 

decelerated relatively in the beginning of 1998. Nevertheless, the outbreak of the 

Russia crisis in August and the eventual degradation of international investorsô 

confidence in the emerging markets brought about an outflow of foreign capital 



from these markets and resulted in a flow of funds to the developed markets. These 

factors also affected Turkish financial markets. The opportunities for emerging 

markets, including Turkey, to borrow from the international markets dwindled. 

In connection with the monetary program implemented in the first half of the year, 

the Central Bank followed a strategy that included the creation of liquidity as a 

counterpart of rising foreign assets. In this regard, OMO stock, cruising at high 

levels since the second half of 1997 due to intensive repo transactions, declined on 

a parallel with reduced funding requirements as a result of the rapid rise in net 

foreign assets. Markets were liquid as of March 1998 parallel to the decrease in the 

inflationary expectations, the Treasuryôs policy of borrowing less than maturing 

amounts in April and May, the improvement in the primary deficit, and the 

resultant decrease in the government securities interest rates. This conjuncture in 

the second quarter of the year required the Central Bank to withdraw the excess 

liquidity via reverse repo transactions within the limits of reserve money. As a 

result, reserve money was realized as programmed in the first half of the year. 

As of July, the most important development that affected the markets was the Staff 

Monitored Program signed with the IMF. In line with this agreement, the Central 

Bank announced a six month-Monetary Program. According to this program, a new 

definition of the ñnet domestic assetsò item was made. The Central Bank, parallel 

to the IMF memorandum, informed the markets that it would target the new ñnet 

domestic assetsò item consistent with the magnitudes of ñnet foreign assetsò and 

ñreserve money (X)ò. In addition, it was stated that a rapid increase in the net 

foreign assets would not be targeted and no intensive sterilization would be 

undertaken within the daily liquidity management. The most important point of the 

Treasury Program was the policy of domestic borrowing less than the maturing 

amounts and the reduction of interest rate pressure via foreign borrowing. 

Nevertheless, from the second half of July, daily liquidity developments as well as 

the uncertainty as to the consequence of debates on public salary increases and an 

early election date had driven the interest rates upwards. In August, the direction of 

the markets was determined by controversies concerning the witholding tax, 

deviations in the Treasuryôs borrowing program, and the intensive capital outflow 

caused by the Russian crisis. In this period, the volatility of the secondary market 

interest rates was mitigated somewhat by the Central Bankôs quotation statement on 

the overnight repo-reverse repo transactions. Moreover, intense government 

securities sales in the secondary market and the liquidity squeeze resulting from the 

excess demand for foreign currency that was satisfied by the Central Bank 

increased already rising secondary market government securities interest rates still 

further. On August 26, 1998, the Central Bank quotations on the interbank money 

market were increased again, and in this way, by narrowing the margin, a reduction 

in the volatility of the interest rates as well as the mitigation of the intense foreign 

currency sales was intended. The Central Bank had implemented the highest 

foreign currency sales interventions of the year within this month. OMO stock, 



which had shown the Central Bank as a debtor to the market since the beginning of 

July, rapidly decreased, and as of August 25, the market had become a net debtor to 

the Central Bank, and the stock continued to increase in this direction. 

Along with the prevailing liquidity squeeze, the Treasuryôs failure to accomplish 

foreign borrowing targets due to unfavourable conjuncture in foreign markets 

caused high interest rates to persist in September and October. In these months, the 

Central Bankôs interventions by selling foreign currency had gradually decreased, 

and especially after the third week of September, interventions by purchases had 

begun to rise. 

In October, the Central Bankôs intense foreign exchange and Turkish Lira sales 

aimed at eliminating the liquidity squeeze in Turkish Lira and foreign exchange 

markets that had resulted from the fact that unfavourable conditions in the 

international markets affected our financial markets as capital outflows. In addition, 

as of July, failure to achieve the foreign borrowing planned in the Staff Monitored 

Program required that ñnet domestic assetsò target be revised. The fact that a 

substantial part of the foreign debt service was performed by using Central Bank 

reserves in July-December period justified this decision. 

In the last two months of the year, along with returns on the Central Bankôs daily 

short term funding, the Treasuryôs borrowing more than the maturing amounts 

sustained the liquidity squeeze in the markets. Especially in the second half of 

December, the banksô demands for foreign exchange to close their foreign currency 

open positions amplified the squeeze. Although the realization of the inflation rate 

below the expected level, the favourable news about the foreign crisis and the 

Treasuryôs success in maintaining domestic borrowing had reversed expectations 

somewhat towards the positive at the beginning of November, rising political 

uncertainty as of November 11 brought increases in OMO repo and secondary 

market interest rates. The average monthly weighted compound interest rate in 

Treasury auctions did not exhibit a marked change in December in comparison 

with November. The Treasuryôs accomplishment of foreign borrowing in 

December created a favourable environment in some periods within the month and 

inspired the banks to sell foreign exchange. These developments are some of the 

factors accounting for the Central Bankôs achievement of its ñnet domestic assetsò 

target.  

   

   

 
 

MONETARY CALENDAR AND IMPORTANT DEVELOPMENTS 

AFFECTING THE MARKETS  



¶ December 29, 1997 : The Treasury announced its borrowing program and 

budget targets for the January-March period. 

¶ January 8 : The Central Bank announced its monetary program for the first 

quarter of 1998 

¶ February 5 : The Central Bank increased quotations by 2 percentage points 

in the interbank money market for O/N, T/N, T/W transactions. 

¶ February 11 : The Central Bank increased quotations by 3 percentage 

points in the interbank money market for O/N, T/N, T/W transactions. 

¶ March 4 : The Central Bank decreased quotations by 3 percentage points in 

the interbank money market for O/N, T/N, T/W transactions. 

¶ March 27 : The Treasury announced its borrowing program for the April-

June period. 

¶ April 1 :  The Central Bank announced its monetary program for the second 

quarter of the year. 

¶ May 4 : The Central Bank, by increasing the lower O/N quotation bounds by 

2 percentage points and decreasing upper bounds by 3 percentage points, 

narrowed down the quotation margin in the interbank money market and 

cancelled O/N quotation in the ISE repo-reverse repo markets except in 

obligatory situations. 

¶ May 30 : The Central Bank announced the rates for compulsory transfers 

and purchases of foreign exchange as 0 percent in June and July, effective as 

of 1st June. 

¶ June 2 : The Central Bank decreased quotations by 3 percentage points in 

the interbank money market. 

¶ June 8 : The Central Bank decreased the lower bounds of quotation in the 

interbank money market by 10 percentage points. 

¶ July 1 : The Treasury announced the borrowing program and budget targets 

for July-December period. 

¶ July 1 : The Central Bank decreased the lower bounds of quotation in the 

interbank money market by 10 percentage points. 

¶ July 2 : The Central Bank announced its monetary program for the second 

half of the year. 

¶ July 22 : The tax law was ratified in the general committee of the national 

assembly 

 

( Published in the official gazette on July 29th ). 

¶ August 17 : The Russian Federation declared a 90-day moratorium. 

¶ August 26 : The Central Bank increased the purchase quotation by 5 and 

sales quotation by 3 percentage points in the interbank money market. 

¶ September 1 : The net weighted compound interest rate in the Treasury 

auctions on this date was realized as 143 percent, which was a significant 

increase. 

¶ September 30 : Financial Millennium. 



¶ October 1 : The witholding tax on Treasury bills and government bonds was 

lifted and as of October, the Treasury applied a multiple-pricing system in 

the auctions. 

¶ October 12 : The tension that was created by the Syrian crises began to 

diminish. 

¶ October 26 : The Central Bank stopped operating in the ISE repo-reverse 

repo market. 

¶ December 17 : The air strike against Iraq was carried out by the USA and 

Great Britain. 

¶ December 31 : The Euro was included in the Central Bankôs convertible 

currencies list and the European Currency Unit (ECU) was removed from 

this list. 

 
 

  

 
 

  

 
 

  

III.2.1. Government Securities 

During 1998, the Treasury issued securities totalling TL 17 400 trillion, TL 17 300 

of which were sold through auctions. Sales other than auctions totalled TL 98 

trillion. The total issue was primarily composed of bills. (Table III.2.1). 



  TABLE III.2.1   

THE COMPOSITION OF TOTAL ISSUES  

(Percent) 

  Auctions Other
(1) Share in the total 

Bonds 18.6 100.0 19.1 

Bills 81.4 0.0 80.9 

Share in the total  99.4 0.6 100.0 

(1) This includes public offers in terms of Turkish Lira and direct sales. 

In the Treasury auctions, although generally the planned amounts were sold, sales 

were restricted to less than the programmed amount from time to time to avoid a 

rapid increase in the interest rates. The auctions on August 11th, October 6th, and 

September 25th were of this kind. The maturity of the auction on August 18th was 

shortened from 1 year to three months in order to ease the unfavorable environment 

created by the Russia crisis. Due to government decisions taken to serve the same 

purpose, the withholding tax on interest returns from treasury bills and government 

bonds to be issued after October 1, 1998 was rescinded. As a result, the Treasury 

started to apply a multi-pricing method in the auctions as of October. 

The Treasury borrowed less than the domestically maturing amounts in the 

January-September period except in January and March. In October, November and 

December, more than the domestically maturing amounts was borrowed, raising 

further the liquidity squeeze that had been prevailing since August. 

In 1998, the Treasury carried out one CPI-indexed government securities auction 

every month up to September. These new securities were different from those 

issued in 1997 as they were of 1-year maturity and with end-of-maturity coupon 

payments. In addition, the evaluation rate used in the determination of payments 

was set as the rate of change of the CPI on the date of payment to provide investors 

with full protection from inflation risks. The real rate of return on the CPI-indexed 

auctions decreased by 13 percentage points in January as a result of positive 

inflationary expectations; increased rapidly due to controversies on tax reform and 

the Iraq crisis in February; and entered into a declining trend from March due to the 

alleviation of the inflationary expectations. However, in August and September, the 

unfavourable environment in international markets and internal politics contributed 

to the increase in realized real rates of return (Figure III.2.2). 

The discounted auction interest rates, with small fluctuations from the beginning of 

the year, decreased to 70 percent in July. After this month, rates increased to levels 

around 140 percent due to the impact of the uncertainty created by debates on early 

elections, increases in the civil servantsô wages and the political stress originating 

from the controversies on tax reforms. The Russian crisis in August accelerated this 



upward trend. (Table III.2.2)  

   

   

FIGURE III.2.2   

REAL RETURN RATES IN CPI-INDEXED AUCTIONS  

(Percent)  

 

TABLE III.2.2   
AUCTIONS 

  Compound Weighted Average 

Interest Rates
(1) 

Net Amounts Sold (Trillion 

TL) Average Maturity  
(In terms of month)

(2) 

January 120.0 370.9 7.4 

February 126.6 788.4 5.7 

March 113.5 1510.2 5.7 

April 104.0 363.2 10.3 

May 92.6 705.4 10.5 

June 91.3 1125.9 9.3 

July 77.3 920.0 9.6 

August 92.3 681.4 6.5 

September 137.3 1195.8 6.1 

October 141.3 169.8 8.2 

November 145.2 923.2 7.3 

December 145.2 1128.2 8.9 



Source: Central Bank.  
(1) The table is prepared according to auction dates. In cases where more than one auction is held in the same month, the compound interest rate for 

that month is calculated by weighting the amounts in each auction.  
(2) Average maturity is calculated by weighting the net amounts in each auction. 

Besides auctions, the Treasury also borrowed via public sales and direct sales. For 

the first time in 1998, on August 6, the Treasury sold CPI-indexed government 

securities having 20 percent interest rates with one-year maturity, and borrowed net 

TL 81.3 trillion. On August 28, CPI-indexed government securities having 

quarterly interest payments and a 5.5 percent interest rate with one-year maturity as 

well as USD denominated government securities having quarterly interest 

payments and a 3 percent interest rate with one-year maturity were put up for direct 

sale. In this way, the Treasury borrowed TL 89.8 trillion, converted with the 

exchange rate prevailing on the date of sale on September 10. The Treasury 

borrowed USD 202.8 million through the public sale of USD denominated 

government securities having quarterly interest payments and a 3 percent interest 

rate with one-year maturity and another TL 11.5 trillion through the sale of treasury 

bills having a 21 percent interest rate with three-month maturity. Finally, on 

October 27, USD denominated securities having 12 percent annual interest rate 

with 1-year maturity were sold through public sales totalling USD 161 million. 

III.2.1.A. Secondary Markets 

Liquidity, which was affected by the foreign and domestic developments, shaped 

the developments in the bond and bill market and repo and reverse repo market of 

the ISE. As a result, interest rates exhibited an upward trend till March, parallel to 

the liquidity in the market, and started to decrease thereafter. In May, after the 

Central Bank announced that it would not declare overnight quotations except in 

essential situations, overnight interest rates in this market started to fluctuate, and 

the sensitivity of interest rates in this market to liquidity increased relatively. 

Moreover, the excessive liquidity in the markets after sterilisation, the expectation 

of a reduction in the pace of devaluation as a result of declining inflation, and a 

reduction in interbank money market quotations supported the downward trend of 

secondary market interest rates and the interest margin between the two markets 

started to narrow. Thus, in June, the direction of interest rates had been determined 

by Treasury Auctions and the Central Bankôs liquidity policy. As of the second half 

of July, besides liquidity, a number of developments helped to push interest rates 

into an upward trend. Among these were increases in the inflationary expectations, 

uncertainty created by the controversies over civil servantsô salary raises and early 

election dates, and decisions concerning the withholding tax, which would affect 

the banksô cost structure. This trend continued until the end of the year with the 

impact of developments in foreign markets and the liquidity squeeze originating 

from the demand for foreign exchange and the sale of government securities. The 

Syrian crisis in October and the air strike against Iraq carried out by the USA and 



Great Britain in December also supported this upward trend in interest rates. 

(Figure III.2.3) 

  

FIGURE III.2.3   

INTEREST RATES IN THE INTERBANK MONEY MARKET AND 

SECONDARY MARKET(1)  

(Compound Weighted Average) 

 

(1) As of December 29, 1998. 

III.2.2. Open Market Operations 

The open market portfolio limit was increased in January 1998 from TL 650 trillion 

to TL 1 500 trillion. At the end of 1998, the value of assets was TL 828 trillion, 

measured at purchasing prices. In 1998 as in previous years, open market 

operations were used together with the foreign exchange market and the interbank 

money market to determine the liquidity in the economy in line with the money 

program in effect and to maintain stability in the markets. 

In the first half of the year, except for the squeeze during January and February, 

markets opened generally with positive reserves. As of March 1998, liquidity 

squeezes were not observed due to the decrease in inflationary expectations, the 

Treasuryôs policy of borrowing less than maturing amounts in April and May, the 

improvement in the non-interest budget deficit, and the resultant decrease in 

government security interest rates and intense foreign exchange conversion. 

However, the Russian crisis, which peaked on August 17th, and related 

developments in foreign markets increased the anxiety especially of foreign 

investors, provoking them to purchase foreign exchange by selling their assets. 

Intense treasury bill sales as well as the need to satisfy the demand on the Central 

Bank for foreign exchange created a liquidity squeeze. The globalization of the 

Russian crisis, the Treasuryôs borrowing more than the maturing amounts as of 

October, and returns on the Central Bankôs injection of Turkish lira through OMO 



and interbank money market sustained this squeeze with an increasing trend until 

the end of the year. 

In this regard, the Central Bank tried to regulate liquidity in the market via reverse 

repo transactions in the April-July period, when there was relatively excess 

liquidity, and via repo transactions thereafter (Table III.2.3). While transactions 

carried out in the ISE were generally overnight, repo transactions performed 

through auctions usually had 1-week while reverse repo transactions had 2-3 month 

maturity. 

Compound interest rates on the reverse repo auctions which were carried out 

intensively in the April -July period had averaged about 107.5 percent, but declined 

to 74 percent in July due to excessive liquidity in the markets. Compound interest 

rates on repo auctions were maintained at 129 percent from the beginning of 

January until November, with only moderate fluctuations. However, they increased 

gradually afterwards due to the liquidity squeeze, reaching 200 percent by the last 

week of the year. 

As of August, the continuous and increasing injection of Turkish lira into the 

system by the Central Bank implies an increase in OMO stock; in other words, in 

the debt of the system to the Central Bank. This situation entailed the revision of 

the net domestic assets target, which had been set according to the IMF agreement 

negotiated in July, at the end of October. (Figure III.2.4)  

   

   

TABLE III.2.3   

OPEN MARKET OPERATIONS  
(TL trillion )  

  Direct 

Purchase (1) 
Direct Sale 

(2) 
Reverse 

Repo   
(3) 

Reverse 

Repo Return 
(4) 

Repo   
(5) 

Repo   

Return   
(6) 

CBRT (7) 
Net Effect   
(8) (*) 

January 0.0 0.0 1.9 0.0 3064.0 3243.4 0.0 -181.3 

February 0.0 0.0 0.0 1.9 3571.3 3646.8 0.0 -73.6 

March 0.0 93.5 29.0 29.1 2008.0 2386.0 97.2 -374.2 

April 0.0 27.0 984.8 691.1 133.1 292.3 46.5 -433.5 

May 0.0 16.8 217.2 0.0 0.1 6.5 16.3 -224.1 

June 16.2 24.6 191.3 0.0 0.0 0.0 23.6 -176.1 

July 0.2 1.8 214.2 459.4 0.0 0.0 0.0 243.6 

August 0.0 3.4 34.6 391.0 2454.6 1785.6 0.0 1022.0 

September 0.0 34.9 1.5 235.7 4384.3 4344.7 26.5 265.5 

October 30.0 0.1 0.0 0.0 3521.2 3387.2 0.0 164.0 

November 0.0 55.9 0.0 0.0 4971.0 4738.1 52.0 229.0 

December 0.0 69.7 0.0 0.0 6607.4 6400.1 37.5 175.1 

Total 46.4 327.6 1674.5 1808.1 30715.0 30230.5 299.6 636.5 



Source: Central Bank.  

(*) (8)=(1) - (2) - (3) + (4) + (5) - (6) + (7)  

   

   

FIGURE III.2.4   

OPEN MARKET OPERATIONS(1)  

 

(1) Positive figures indicate that the Central Bank provides the markets with funds and the system is a net debtor to the Central Bank. 

III.2.3. Interbank Money Market  

The number of banks dealing on the interbank money market in 1998 reached 75 

with the participation of 2 new banks. The total transaction volume was realized as 

TL 32400 trillion, 91 percent of which was composed of O/N transactions. 5.3 

percent of the total transaction volume was composed of T/N (next day value; 

overnight transactions) transactions and 2.6 percent of the total transaction volume 

was composed of Central Bank deposit purchase auctions with 2-week maturity 

(Table III.2.4).  

   

   

TABLE III.2.4   

INTERBANK MONEY MARKET(1) 

  TOTAL O/N   T/N   T/W
(2)   

 
MONTHS 

Total 
Transaction 

Volume   
(TL Trillion)  

Total   

Transaction  

Volume  
(TL Trillion)  

Average 
Interest Rate 

Total 
Transaction 

Volume   
(TL Trillion)  

Average 
Interest Rate 

Total 
Transaction 

Volume   
(TL Trillion)  

  

Average 
Interest 

Rate 



January 869,3 720,4 72,8 147,4 78,6 1,5 79,8 

February 1557,7 1123,7 82,1 413,6 82,9 19,9 82,8 

March 1724,1 1388,3 80,6 322,7 81,1 13,1 82,0 

April 1308,4 1233,7 73,5 54,6 80,5 20,1 81,8 

May 2196,2 2013,6 74,2 28,3 78,7 - - 

June 2563,8 1993,0 65,8 7,2 74,7 - - 

July 2096,9 1873,1 54,8 - - - - 

August 3498,7 3413,3 76,4 66,0 77,5 6,0 79,0 

September 3934,4 3783,0 78,9 127,4 78,9 9,3 82,0 

October 3291,2 3154,4 78,2 136,7 78,7 - - 

November 3887,3 3638,4 78,9 210,3 78,9 18,9 82,0 

December 5428,1 5193,2 79,0 213,8 79,0 4,6 82,0 

Source: Central Bank.  

(1) Transaction volume is one-sided.  

(2) T/W: Next day value; one-week maturity.  

  

The Central Bank had been the net seller in the interbank money market during the 

year, except in June and July. Turkish lira injection by the Central Bank through 

this market (particularly overnight) started to increase rapidly as of August (Table 

III.2.5). 

The Central Bankôs purchases constituted 16.7 percent of the total transactions in 

the January-July period, while its sales constituted 23 percent. In the August-

December period, on the other hand, while the purchases realized by the Central 

Bank constituted 0.2 percent of the total transactions, its sales transactions rose 

remarkably to constitute 78.4 percent of the total transaction volume.  

   
   

TABLE III.2.5   

THE CENTRAL BANKôS TRANSACTIONS IN THE INTERBANK MONEY 

MARKET  

(TL Trillion)  

  O/N T/N T/W 

TOTAL NET 

PURCHASE
(2) 

MONTHS 

Purchase Selling O/N Net
(1) 

 

  

 

  
Amount Average 

Interest 

Rate 

Amount Average 

Interest 

Rate 
  



Net Purchase Net 

Purchase 

January 109.5 60.0 95.0 80.0 14.5 -25.9 -0.5 -11.9 

February 12.1 65.0 531.5 83.7 -519.4 -174.7 -16.1 -710.6 

March 26.5 62.0 502.5 82.4 -476.0 -62.9 -7.1 -545.9 

April 119.3 62.0 197.1 82.0 -77.8 -11.5 -3.2 -92.5 

May 193.1 64.0 602.5 79.0 -409.4 -3.7 - -258.8 

June 410.4 54.9 441.1 76.2 -30.7 -3.6 - 529.3 

July 246.4 41.0 132.9 76.0 113.5 - - 337.3 

August - - 2778.4 76.7 -2778.4 -58.1 -6.0 -2847.5 

September 8.0 46.0 2933.0 79.0 -2925.0 -55.1 -9.3 -3004.0 

October 20.5 46.0 1985.3 79.0 -1964.8 -20.7 - -1985.6 

November - - 2887.9 79.0 -2887.9 -152.7 -18.9 -3079.2 

December - - 4521.6 79.0 -4521.6 -213.8 -4.6 -4756.6 

TOTAL 1145.8 55.7 17608.8 79.3 -16463.0 -782.5 -65.6 -16426.0 

1.  Net purchases are calculated by subtracting total sales from total purchases. Negative values indicate that sales are greater than purchases. 
2.  These figures include other transactions as well as O/N, T/N and T/W transactions. 

 

Furthermore, through the 2-week transactions it carried out in May, the Central 

Bank intended to urge the banks to conceive a longer-term perspective when 

forming their maturity structure and aimed at being more effective in liquidity 

management. In order to withdraw the excess liquidity in the market effectively, 2-

week quotations were abolished on May 20, and deposit purchase auctions with 14-

day maturity were initiated. These auctions continued to be performed in June and 

July. During 1998, the Central Bank altered its quotations eight times: in February, 

March, May, June, July, and August (Table III.2.6). The Central Bank tried to keep 

the foreign exchange market under control by raising its quotations in February, 

when there was excess demand for foreign exchange. In March, quotations were 

reduced parallel to the course of interest rates. In May, the bid quotation rate was 

increased and the offer quotation rate was reduced, so that the margin between the 

two rates was narrowed. In June and July, the Central Bank planned not to carry out 

extensive sterilization while supporting the downward trend in interest rates. In 

addition, the upper bounds of quotations were kept the same, so that the lender-of-

last-resort policy was maintained. Moreover, in the last week of August, the upper 

and lower bounds of quotations were raised and the margin between them was 

narrowed, so as to decrease the volatility of interest rates and to mitigate the 

intervention of the Central Bank through foreign exchange sales. 



The average overnight interest rate realized in the interbank money market 

exhibited a downward trend until July following its rapid increase in February. 

However, it did not change markedly after August, when it had rapidly increased 

for the second time in the year, although it had moderate fluctuations. As of August 

26th, when the quotations were altered for the last time in 1998, direct sale and 

purchase market compound interest rates were above the interbank offer quotations 

(Figure III.2.3) However, interest rates on repo transactions carried out through 

OMO were higher than interest rates in the interbank money market.  

   

   

TABLE III.2.6   

CENTRAL BANK QUOTATIONS IN THE INTERBANK MONEY MARKET  

(Percent) 

Period O/N 

Bid Offer 

Simple Compound Simple Compound 

January 2 ï February 4  60.0 82.1 80.0 122.3 

February 5 ïFebruary 10  62.0 85.7 82.0 126.7 

February 11 ï March 3  65.0 90.7 85.0 133.6 

March 4 ï May 1  62.0 85.7 82.0 126.7 

May 4 ï June 1  64.0 89.5 79.0 120.1 

June 2 - :June 5  61.0 83.9 76.0 113.6 

June 8 ï June 30  51.0 66.5 76.0 113.6 

July 1 ï August 25  41.0 50.6 76.0 113.6 

August 26 ï December 31  46.0 58.3 79.0 120.1 

TABLE III.2.7   

INTEREST RATES  

(Compound Weighted Average) 

  
ISE 

 
Auctions 

 
Interbank Money 

Market (O/N) 

 Bond and Bill Market Repo-Reverse Repo 

Market (O/N) 

January 108.8 121.6 120.0 106.9 

February 119.4 129.8 126.6 127.1 

March 113.3 125.8 113.5 123.7 



April 98.6 117.5 104.0 108.4 

May 94.2 113.0 92.6 109.8 

June 86.7 99.3 91.3 92.9 

July 76.7 76.9 77.3 72.9 

August 101.3 129.4 92.3 114.5 

September 125.6 126.4 137.3 119.8 

October 132.4 122.0 141.3 118.5 

November 141.6 130.6 145.2 120.0 

December 140.5 149.3 145.2 120.1 

III.3. FOREIGN EXCHANGE AND FOREIGN CURRENCY MARKETS  

In 1998, the largest volume of transactions in foreign exchange and foreign 

currency markets was realised in the Turkish lira-foreign exchange markets, with 

US $46 billion representing 72.5 percent of the total transactions. In second and 

third place were the foreign exchange deposit markets with US $14.4 billion 

representing 22.9 percent and the Turkish lira-foreign currency market with US 

$1.5 billion representing 2.5 percent of the transactions. The transaction volume in 

Turkish lira-foreign exchange markets followed a stable pattern during the January-

August period while it accelerated in August due to developments in the foreign 

markets. After this date until the end of the year, with the exception of December, 

even if the transaction volume decreased it stayed at a high level (Table III.3.1).  

   

   

TABLE III.3.1   

FOREIGN EXCHANGE-FOREIGN CURRENCY MARKET TRANSACTION 

VOLUME (1)  

(US $ million) 

  TL  
FX 

TL  
FC 

FX  
FC 

FX Deposits  
TL Deposits 

FC  
FC 

FX   
Deposits 

Total 

January 1005.5 146.7 0.9 0.0 0.0 628.5 1781.5 

February 3770.6 634.1 459.2 0.0 0.0 654.6 5518.5 

March 2841.9 166.4 7.6 0.0 0.0 675.2 3691.1 

April 2129.0 150.7 13.3 0.0 1.1 807.2 3101.3 

May 1753.4 131.2 6.0 0.0 0.0 1105.2 2995.7 

June 3166.7 78.2 12.2 0.0 0.4 1239.3 4496.9 

July 3982.2 37.9 7.7 0.0 0.0 1179.1 5206.9 



August 10020.9 20.7 9.6 0.0 0.0 963.6 11014.8 

September 5552.1 25.4 47.0 11.6 0.0 1165.5 6801.6 

October 3266.7 2.2 440.2 7.3 13.3 1457.1 5186.8 

November 5456.4 96.7 216.2 0.0 4.3 2116.0 7889.7 

December 2716.2 54.1 63.7 0.0 0.0 2423.8 5257.9 

        

Total 45661.6 1544.2 1283.6 18.9 19.2 14415.1 62942.6 

Source: Central Bank.  
(1) The transactions in the table are two-sided. 

The Central Bank was in a net buyer position in the foreign exchange and currency 

markets for Turkish lira, except when it was in a selling position due to the 

increasing foreign exchange demand resulting from developments related to the 

Iraq crisis and tax reforms. This situation was the result of the banksô extensive 

transferrals of foreign exchange because of decreasing inflationary expectations 

together with expectations of a lower rate of devaluation, assuming these would 

bring about a reduction in the cost of funds. After the compulsory foreign 

exchange-effective transfers stopped on the first of June, a short-term uncertainty 

was created in the markets and the volatility in the foreign exchange markets 

increased and a revaluation in the foreign exchange basket was observed. 

Therefore, the Central Bank had to intervene by making relatively more purchases 

in the first week of June. However, purchase and sales interventions followed a 

stable pattern for the rest of June and July. 

The purchase and sales intervention of the Central Bank in the second half of the 

year was affected by the foreign exchange targets of the Central Bank, the cash and 

foreign exchange management of banks, and the purchase and sales of foreign 

exchange by banks to adjust their short position towards the end of the year. As 

a result of the change in the portfolios of foreign investors who had sold their 

domestic assets following the announcement of the Russian moratorium, the largest 

olume of sales intervention was realised in the foreign exchange markets in August. 

However, as a result of the policy publicly known as the financial millennium, 

which was put into effect on September 30 as part of the tax reform, some of the 

increase in foreign currency deposits in the first half of October was transferred to 

the Central Bank. Beginning in August, as a result of the tightness in the liquidity, 

banks financed liquidity through sales of foreign exchange towards the end of the 

year, especially in December. 

The Central Bank continued to determine the monthly nominal devaluation rate in 

the foreign exchange basket parallel to inflation forecasts during 1998. In this 

framework, the Central Bank aimed at both controlling inflation and curbing 

negative effects on the foreign trade balance. As to developments in 1998, it was 



observed that except for January, August, September and October, monthly 

increases in the average foreign exchange basket were above the monthly increases 

in the wholesale price index. The minimum increase in the monthly average foreign 

exchange basket was realised in August with 2.4 percent and the maximum 

increase was realised in February with 5.7 percent. According to the end of the 

month figures, however, the minimum increase in the foreign exchange basket was 

realised in July with 2.4 percent and the maximum increase was realized again in 

February with 6.0 percent. (Figure III.3.1). 

According to the monthly averages, the annual depreciation of the Turkish lira 

against the US dollar was 53.7 percent in 1998 whereas it was 90.8 percent in 1997. 

As of the end of the year, the annual increase in the monthly average foreign 

exchange basket was 58.2 percent, whereas the average annual increase in the 

wholesale price index was 54.2 percent.  

   

   

FIGURE III.3.1   

THE FOREIGN EXCHANGE BASKET AND THE WHOLESALE  

PRICE INDEX  

(Monthly Percentage Change) 

 

Source: Central Bank, State Institute of Statistics.  

 

  



  

III.4. THE SECURITIES MARKET  

The financial sector undertook an important role in the efficient use of resources, 

ensuring the optimum allocation amongst economic units by keeping demanders 

and suppliers of funds in balance. 

The financial sector has been improving in Turkey. The ratio of outstanding 

securities to the GNP was 38.9 percent in the January-September period of 1998. 

This ratio had become 23.6 percent by the end of 1997. Although the share of 

outstanding securities in the GNP has always had an inclination to rise, except in 

1994 due to the crisis, it had not yet reached the level of countries with well 

developed-markets in which their outstanding securities are well over their GNP. 

When the public sector entered the market in need of funds, it became difficult to 

finance the private sectorôs needs due to the shallow financial market, hence 

interest rates went up considerably in Turkey. The share of the public sector in the 

total outstanding securities was 87 percent in 1998 and that for the private sector 

decreased to 13 percent. In 1991, this ratio was 56.1 percent for public sector and 

43.9 percent for the private sector. This ratio increased in the public sectorôs favour 

over the years (Table III.4.1). 

III.4.1. Primary Market  

III.4.1.A. The Public Sector 

The issuance of public sector securities reached a total of TL 10.9 quadrillion for 

the January-September period of 1998. The total issuance of treasury bills was TL 

7.3 quadrillion and the total issuance of government bonds was TL 3.6 quadrillion. 

This represents an increase of 11.5 percent in the amount of government bonds and 

a 111.8 percent in that of treasury bills compared to the end of 1997. Revenue 

sharing certificates and foreign exchange indexed bonds were not issued in 1998. 

As seen above, the issuance of public sector securities has continued to increase 

over the years. The issuance of government bonds had an increase of 84 percent in 

1995 in comparison with the previous year and it then increased 2.6 fold in 1996. 

As for 1997, it increased 1.5 fold compared to 1996 and reached TL 3.1 

quadrillion. Parallel to this event, the issuance of treasury bills showed a tendency 

to increase continuously except in 1997. This indicates that the Treasuryôs need for 

loans has increasingly continued. The ratio of the public sector borrowing 

requirement over the GNP was 12.2 percent on average in the 1990-1995 period. 

The PSBR/GNP ratio was predicted to be 8.8 percent for 1998. This ratio was 

rather high in comparison with European standards. 



TABLE III.4.1   

SHARES OF OUTSTANDING SECURITIES IN TOTAL   

(Percentage) 

  1991 1992 1993 1994 1995 1996 1997 1998/09 

Private Sector 43.9 31.0 29.3 18.0 19.7 13.4 13.3 13.0 

Shares 40.6 25.1 18.7 15.0 14.9 12.9 12.9 13.0 

Corp. Bonds 2.0 0.9 0.4 0.2 0.2 0.1 0.1 0.0 

Commer. papers 0.7 0.4 0.3 0.0 0.1 0.1 0.0 0.0 

Asset Backed Sec. - 4.6 9.6 2.7 4.5 0.2 0.2 0.0 

Bank Bills 0.6 0.0 0.3 0.0 0.1 0.0 0.0 0.0 

Prof.Loss Sha.Cer. - - - - - - - - 

Real Estate Cer. - - - - - 0.1 0.0 0.0 

Public Sector 56.1 69.0 70.7 82.0 80.3 86.6 86.7 87.0 

Govern. 

Bonds 
31.0 44.2 49.6 31.9 34.2 38.0 50.8 44.9 

Treasury Bills 22.9 21.6 16.9 41.7 42.1 46.4 33.8 41.4 

Rev. Sharing Cer. 0.1 - - 2.8 0.8 0.1 0.0 0.0 

FX Indexed Bonds 2.1 3.2 4.2 5.6 1.5 0.4 0.0 0.0 

Privatization Bond - - - - 1.7 1.6 2.1 0.7 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: Capital Market Board. 

III.4.1.B. Privatization  

The Privatization Law no 4046, which was amended by Law no 4232 dated April 

3, 1997, arranged the procedures for auctions and value determination. It also 

terminated technical obstacles and exerted effort to strengthen the transparency 

principle of privatization. Within this framework, 4.9 percent of T¿rkiye Ķĸ Bankôs 

public shares, 12.3 percent in total, was sold to individuals through public offerings 

and the other 7.4 percent was privatized through international institutional offerings 

The amount raised from this privatization was US dollars 625.5 million. 

Furthermore, 51 percent of POAķôs shares was put on auction on June 29, 1998 

and was expected to earn US dollars 1160 million. The procedure for the 

privatization of the Telecommunication company was carried out within the 

framework of Law no 4161, which was put into effect August 5, 1996. After the 

approval of the Cabinet and the State Council, two license acts, which had been 

prepared by the Ministry of Communications for the transfer of US dollars 500 



million each according to the 4 article of the law mentioned above, were signed by 

Turkcell and Telsim on April 28, 1998. Block sales and two more GSM 1800 

licenses in total were planned for sale in 1999. AKTAķ, NURTEK, TGT and 

SOYTEK Elektrik Santral Tesisleri Ķĸletmeleri ve Tic. A.ķ, ETĶTAķ Elektrik 

Te­hizatlarē Ķmalatē Tesisat A.ķ., MĶTAķ Madeni Ķnĸ.Ķĸl A.ķ along with Kayseri ve 

Civarē Elektrik TAķ, which had participation shares in some companies of TEAķ, 

were removed from the overall program and restored to their previous status. 

Baĸak and OYAK Insurance Companies, which had been included in the program 

in September 1997, were restored to their old status by being removed from the 

program in October 1998. 

The total income from privatization, including GSM licenses, realized at US dollars 

2.1 billion in the January-October period of 1998. There are 76 institutions and 

some real estate still in the program. 35 of these institutions have more than 51 

percent of public shares. 

III.4.1.C.The Private Sector 

The total issues registered with the Capital Markets Board reached TL 705 trillion 

in the January-October period of 1998, increasing by 86.3 percent. This amount 

included issuances for increasing capital. This amount was raised by including the 

assets with their market offering prices. The share of equities in the total private 

sector issues was 92 percent. It was 80.8 percent in 1997. The issues related to 

intensive capital increases played an important role in the increase. The equities 

market was badly affected by the Far East and Russian crises, which caused 

uncertainties in the world markets. As a result of these events, share prices were 

volatile throughout the year. 

Commercial papers, profit and loss sharing certificates, bank bills, foreign mutual 

fund participation certificates and real estate certificates were not issued in the 

mentioned period. 

The issuance of mutual fund participation certificates came in second place and 

reached TL 49.6 trillion, increasing by 44.5 percent compared to the end of 1997. 

Due to the effectual utilization of savings, which requires an analysis of 

information about alternative investment instruments, an increasing number of 

individuals made the effort to capitalize their savings via institutional 

investors. The earnings on savings were naturally higher institutionally than 

individually. The formation of portfolios became institutional through mutual 

funds. The more comprehensive the approach to the importance of institutional 

investors, the greater the demand on mutual fund participation certificates. Parallel 

to this, the total portfolio value of mutual fund types A and B increased TL 397 

trillion in the first 10 months of 1998, increasing by 108.8 percent in comparison 

with the end of 1997. The value of the portfolio consisted of 59.5 percent in 



reverse-repo; 27.0 percent in treasury bills; 7.7 percent in shares; 4.9 percent in 

government bonds; 0.8 percent in foreign government bonds, foreign treasury bills, 

gold, foreign shares together with other assets. Mutual funds had more treasury 

bills in their portfolio than equities due to the high earnings on treasury bills and 

the low credibility of shares in the light of general economic situations. 

Tax Law no 4369 was published in the Official Gazette on July 29, 1998. This Tax 

Law amended the Tax Procedure Law so that shares and mutual fund participation 

certificates belonging to funds in a portfolio, 51 percent of which comprised shares 

in companies established in Turkey, would be valued at their purchasing price and 

the rest of the securities, such as treasury bills and government bonds, would be 

evaluated on their current values. This regulation established that a mutual fund 

type A could only become a beneficiary of tax exclusiveness provided that shares 

made up 25 percent of its portfolio, rather than the 51 percent required previously, 

and that these shares were held in the portfolio for only 3 months instead of a year. 

III.4.2. Secondary Market 

In the secondary market, the total trading volume rose to TL 197.5 quadrillion in 

the January-September period of 1998. The volume of public sector securities that 

were traded dropped slightly in comparison with 1997 and its share in the total was 

92.6 percent. The remaining 7.4 percent consisted of private sector securities. The 

TL 116.8 quadrillion in treasury bills continued to represent the biggest share in the 

public sector securities, which was TL 182.8 quadrillion in total. Government 

bonds were next with TL 66 quadrillion and a 36.1 percent share in the total. 

Private sector securities were composed of private sector bonds, bank bills and 

shares, which made up the largest percentage. The shares reached TL 14.6 

quadrillion in the January-September period of 1998, followed by bank bills with 

TL 46.6 trillion. Commercial papers and asset-backed securities were not traded on 

the secondary market in 1998.  

   
   

 
 

STOCK MARKET'S EFFECT ON OVERALL ECONOMIC G ROWTH  

There are different views in the literature concerning the long-term effect of the 

liquidity of the stock exchange on economic growth. 

Some analysts maintain that stock markets may affect economic activity through 

the creation of liquidity. Many profitable investments require a long-term 

commitment of capital, but investors are often reluctant to relinquish control of 

their savings for long periods. Liquid equity markets make investment less risky 



and more profitable and liquid markets may improve the allocation of capital. By 

facilitating longer-term transactions, stock market liquidity can also lead to more 

investment and enhance prospects for long-term economic growth. 

Some analysts argue that very liquid markets encourage investor myopia. Because 

they make it easy for dissatisfied investors to sell quickly, liquid markets may 

weaken investorsô commitment and reduce investorsô incentives to exert corporate 

control by overseeing managers and monitoring firm performance and potential. 

According to this view, enhanced stock market liquidity may actually hurt 

economic growth. 

Three measures of market liquidity are used as indicators of how easy it is to buy 

and sell equities. 

1. One measure used is the total value of shares traded on a countryôs stock 

exchanges as a share of the GDP. This ratio does not directly measure the costs of 

buying and selling securities at posted prices. If the value of equity transactions is 

very costly or risky to trade, there will not be much trading. This ratio was used to 

analyze 38 countries by the liquidity of their stock markets; the countries that had 

relatively liquid stock markets tended to grow much faster than countries with 

illiquid markets. 

2. The second measure of liquidity is the value of traded shares as a percentage of 

total market capitalization. This turnover ratio measures trading relative to the size 

of the stock market. It indicates that greater turnover predicts faster growth. 

3. The third measure is the value-traded ratio divided by stock price volatility. 

Markets that are liquid should be able to handle heavy trading without large price 

swings. It is said that countries with higher trading to volatility ratios grew faster 

than countries with less liquid markets. 

The strong link between stock market liquidity and economic growth continues to 

hold when controlling for other economic, social, political factors that may affect 

economic growth, and when using various periods and different country samples. 

Empirically, it is not the size or volatility of the stock market that matters for 

growth but the ease with which shares can be traded.  

 

III.4.2.A. The Equities Market  

In the Istanbul Stock Exchange (ISE) national market, the value of traded equities 

reached TL 16.8 quadrillion in the January-October period of 1998. This showed an 

increase of 88.6 percent compared to 1997. Equities were traded intensively on the 

national market and equities traded on the regional and new company markets were 

comparatively low. The trade volume for equities in the regional market was TL 



104 trillion and TL 55 trillion in the new company markets. In spite of the short 

past of these two markets, trade volumes showed upward trends. In the equities 

market, the daily trading volume increased TL 75.4 trillion in the January-

November period of 1998 from TL 35.9 trillion at the end of 1997, an increase of 

110 percent. In the same period, the daily trading volume hit its peak point of TL 

116 trillion in April and then fell to TL 65.5 trillion starting in August as a result of 

the Russian crisis and internal political uncertainties. 

III.4.2.B. Bonds and Bills Market 

Outright Purchases and Sales Market 

In the outright purchase and sales market, the trading volume of public sector 

securities had realized atTL 15.6 quadrillion by November 1998. It had increased 

considerably, by 182.8 percent, compared to the previous year. The trading volume 

of public sector securities increased in the first three months of the year, dropped in 

April, and then started increasing again until June. Whereas the trading volume of 

public sector securities in the outright purchase and sales market reached TL 2387 

trillion in June, it fell to TL 2054 trillion in July, a decrease of 14 percent. Due to 

the impact of the Russian Crisis on Turkey, the traded volume of public sector 

securities decreased by 56.7 percent, falling to TL 1164.8 trillion in August. In the 

period after August it had a fluctuating trend. 

In the public sector securities market, interest rates fluctuated until July. These 

fluctuations were the result of liquidity in the market, a fall in inflation rate, and 

external and internal economic situations. Starting in August, the interest rates 

continued to increase until the end of the year owing to the effect of salary 

increments, the uncertainties created by putting the discussion of early general 

elections on the agenda of the Parliament and the effect of the newly enacted 

regulations concerning withholding tax (Table III.4.2). 

The Repo-Reverse repo Market 

Trading volume in the repo-reverse repo market reached TL 87.3 quadrillion in the 

first 11 months of 1998, increasing by 50 percent whereas it had reached TL 58.2 

quadrillion annually in 1997 (Table III.4.2). In the repo-reverse repo market the 

trading volume increased until August, except for April. Then it rose to TL 11.1 

quadrillion in August in contrast to the public sector securities market. High 

interest rates brought this about. Decreasing in the next three months, the trading 

volume declined by 24.5 percent in the August-November period. A rapid decline 

was observed after September due to the ¥calan crisis experienced with Syria in 

October, and the interpellation discussions concerning the sale of T¿rk Ticaret 

Bank in November, and the US and UK's attacks on Iraq in December, which 

caused a war atmosphere.  



   

   

TABLE III.4.2   
BILLS AND BONDS MARKET 

 Public Sector 

Securities  

Trading Volume   
(TL Trillion)  

Interest Rates
(1)  

% 
Repo-Reverse Repo  

Trading Volume  
(TL Trillion)  

Repo Market  

Interest Rates
(1)  

% 

1997 5503.6   58192.0   

1998 15565.7   87308.5   

January 728.8 85.7 5627.5 79.8 

February 1053.3 91.2 6608.9 83.4 

March 1404.6 90.3 7084.2 81.3 

April 997.6 81.2 5896.9 77.6 

May 1457.9 83.1 6804.7 75.5 

June 2387.0 79.2 7987.6 67.9 

July 2053.6 68.6 8637.5 56.7 

August 1164.8 81.6 11138.5 82.4 

September 1323.0 96.0 10502.8 81.9 

October 1046.7 106.1 8616.8 80.8 

November 1948.3 109.9 8402.9 83.9 

Source: Istanbul Stock Exchange.  

(1) The Interest rates were calculated from ISE monthly bulletins by weighting with trading volumes.  

  

III.4.2.C. International Market  

Depository Receipts Market 

The international depository receipts market commenced on July 25, 1997, with the 

trading of the shares of ñKazkommertsbankò founded in Kazakstan as depository 

certificates at the ISE International Securities Free Region. On the market, 

transactions have been carried out in the continuous auction system by using the 

ñmarket makerò methodology. 

In the international depository receipts market, the total trading volume was USA 

dollars 2.9 million in the January-November period of 1998. The trading volume 



started decreasing in January and there were no transactions at all in some months 

of the year. 

International market  

Bonds and Bills Market 

In the international bonds and bills market, outright purchase and sale transactions 

commenced on February 24, 1997. In this market, only one transaction was 

realized. This was based on a contract having an annual yield of 8.085 percent on 

Eurobonds as outright purchases and sales transaction at a value of US dollars 2.0 

million. There were no transactions at all in the remaining months of the year. 

III.4.3. Intermediaries  

When the ISE was first established, some institutions acted as agents, but they were 

transformed compulsorily into intermediaries in 1991. The majority of ISE 

members were banks. With the exception of two banks, each one was obliged to 

separate its intermediary activities and form a ñShare Companyò. Today 139 

intermediaries are active on the markets. The breakdown of security transactions on 

an intermediary basis showed that TL 165.9 quadrillion was realized by banks and 

TL 31.6 quadrillion by non-bank intermediaries. Accordingly, non-bank 

intermediaries realized 16 percent of the total transactions. 

III.4.4. Istanbul Stock Exchange (ISE) 

The Istanbul Stock Exchange composite index fell to 2598 at the end of 1997, a 

decrease of 25 percent in nominal terms compared to the previous year (Table 

III.4.3). In the same period, the financial index and the industrial index decreased 

by 28 and 27 percent, respectively. 

The composite, financial and industrial indices decreased by 51.53 and 52 percent 

in terms of US dollars, respectively. While the decrease in the composite index 

realised at 51 percent in real terms, the financial and industrial indices both realized 

at 53 percent in real terms. 

According to the end-of-the-month data, the highest increases in the composite 

index were realized in April and November, the highest decreases in the composite 

index were realized in August and September. 

The Istanbul Stock Exchange composite index increased 3 percent in January but 

decreased 8 percent in February. The index fell sharply at the beginning of the 

month due to the problems between the US and Iraq in the Gulf. The index 

increased slightly because of the agreement between the US and Iraq at the end of 

the month. 



The composite index did not change in March. The average daily trading volume 

was TL 64 trillion in the January-March period. 

The composite index increased 29 percent because of the drop in inflation 

expectations, the increased belief in the monetary policy being applied, capital 

inflows, and the drop in interest rates in April. The average daily trading volume, 

which had increased significantly, reached TL 116 trillion compared to the first 

quarter of 1998. 

The composite index decreased by 11 percent as a result of the negative 

developments concerning the Russian and Japanese economies. However, the 

average daily trading volume remained at the record level of the previous month 

and realized at TL 111 trillion in May. 

Since all interest rates decreased significantly, the ISE composite index increased 

by 10 and 5 percent in nominal terms in June and July, respectively. In these 

months, the average daily trading volumes decreased slightly and realized at TL 88 

and TL 87 trillion. After seeing a record high level on July 16, the composite index 

started to decrease because of political uncertainties. 

In August, the composite index decreased 39 percent because of the financial crisis 

which had occurred in Southeast Asia and Russia and uncertainties about the 

Turkish Tax Reforms. Just like other exchanges around the world, the ISE was also 

negatively affected by the crisis. The average daily trading volume decreased 

significantly to TL 65 trillion compared to April and May. 

The international financial crisis, which hit Brazil's economy in September, 

negatively affected stock exchanges all around the world. Since a liquidity squeeze 

and an increase in real interests occurred as a result of this development, the ISE 

composite index fell 14 percent in September. 

The composite index decreased by 2 percent in October. In the first half of the 

month, the composite index decreased 12 percent because of the problems between 

Turkey and Syria. In the second half of the month, the index started to increase due 

to the fact that Turkey and Syria had reached an agreement, developed countries' 

central banks lowered their interest rates, and the G-7 announcement on September 

30, 1998 made it public that financial aid would be forwarded to the countries in a 

vulnerable position, especially Brazil. The average daily trading volume continued 

to fall and reached TL 57 trillion in September and October. 

In November, international policies applied against global crises positively affected 

the ISE just like stock exchanges all around the world. The ISE composite index 

was up 16 percent in that month. The average daily trading volume increased 

slightly to TL 66 trillion compared to the previous year. 



In December, while stock exchanges around the world continued to increase, the 

ISE composite index did not change significantly and increased 1 percent because 

of political uncertainties. The average daily trading volume, affected by the 

liquidity squeeze, fell to TL 46 trillion. 

It can be observed that risk significantly increased as of August (Table III.4.4). In 

the table, risk was defined as the standard deviation of daily returns. Whereas the 

highest risks were observed in September, the return was also realized as a negative 

in the same month. The relationship between risk and return was negatively 

realized in August and September. In these months, while the risk was higher, 

returns turned out to be negative. The highest risk per unit of return was realized in 

March and October. 

While the total trading volume increased 100 percent in nominal terms, the total 

market capitalization of stock market companies decreased 17 percent in 1998 

(Table III.4.5). In terms of US dollars, while the total trading volume increased 22 

percent, the total market capitalization decreased 45 percent in the same period. In 

addition to this, the number of companies at the ISE increased to 262 from 244 of 

the previous year. While the average price/earnings ratio decreased 21 percent, the 

average dividend yield ratio increased 4 percent in the same period.  

   

   

TABLE III.4.3   
ISE INDICES 

  Composite Financial Industrial 

1988 3.74
(1)     

  120
(2)     

1989 22.18     

  561     

1990 32.56 2.56 32.56 

  643 643 643 

1991 43.69 33.55 49.63 

  501 385 570 

1992 40.04 24.34 49.15 

  273 166 335 

1993 206.83 191.90 222.88 



  833 773 898 

1994 272.57 229.64 304.74 

  413 348 462 

1995 400.25 300.04 462.47 

  383 287 442 

1996 975.89 914.47 1 045.91 

  534 500 572 

1997 3 451 4 522 2 660 

  982 1 287 757 

1998 2 598 3 270 1 944 

  484 609 362 

Source: Istanbul Stock Exchange Monthly Bulletins.  

(1) According to closing prices in terms of Turkish lira. Composite index January 1986= 1.  

(2) According to closing prices in terms of US dollars. Composite index January 1986= 100. All are end-of-year figures.  

   

   

TABLE III.4.4   
ISE COMPOSITE INDEX ACROSS MONTHS IN 1998 

Months Index
 (1) Monthly Change

(2) Daily Change
(3) 

Daily  
Risk

(4) 

Coefficient of 

Variation
(5) 

January 3 547 2.8 0.23 4.01 17.4 

February 3 272 -7.8 -0.31 4.35 -13.9 

March 3 259 -0.4 -0.01 1.60 -262.3 

April 4 195 28.7 1.65 3.46 2.1 

May 3 728 -11.1 -0.56 2.57 -4.6 

June 4 100 10.0 0.47 2.82 6.0 

July 4 322 5.4 0.25 2.02 8.1 

August 2,672 -39.0 -2.22 4.61 -2.1 

September 2 266 -14.0 -0.48 6.63 -13.8 

October 2 219 -2.1 0.00 4.83 -4 225.5 

November 2 578 16.2 0.88 5.82 6.6 

December 2 598 0.8 0.07 2.75 39.6 



All Months 3 230 -0.9 0.00 3.79 -370.2 

(1) Data according to the end of the month ISE composite index; (2) Monthly change according to the end of the month (percentage); (3) 
Average daily change (percentage); (4) Standard deviation of observations of average daily change (percentage); (5) Coefficient of 

variance, daily standard deviation divided by average daily change, shows risk per unit of return. 

 

TABLE III.4.5   
ISE FIGURES 

  Trading  
Volume

(1) 

Market Capitalization
(2) 

Number of  
Companies

(3) 

Price/Earnings 

Ratio
(4) 

Dividend Yield
(5) 

1986 9 709 80 5.1 9.2 

  13 938   3.7 13.1 

1987 105 3 182 82 15.9 2.8 

  118 3 125   13.4 4.9 

1988 149 2 048 79 5.0 10.5 

  115 1 128   6.4 8.4 

1989 1 736 15 553 76 15.7 3.4 

  773 6 756   6.6 10.8 

1990 15 313 55 238 110 24.0 2.6 

  5 854 18 737   23.3 2.6 

1991 35 487 78 907 134 15.9 4.0 

  8 502 15 564   13.6 4.7 

1992 56 339 84 809 145 11.4 6.4 

  8 567 9 922   10.7 5.8 

1993 255 222 546 316 160 25.8 1.7 

  21 770 37 824   15.4 4.2 

1994 650 864 836 118 176 24.8 2.8 

  23 203 21 785   18.2 4.3 

1995 2 371 832 1 251 797 193 9.2 3.6 

  52 311 20 565   13.1 3.6 

1996 2 940 865 3 225 269 213 12.2 2.9 

  36 698 30 329   10.7 3.9 

1997 8 907 402 12 545 684 244 24.4 1.6 



  57 178 61 348   16.7 2.8 

1998 17 851 368 10 454 834 262 8.8 3.4 

  69 696 33 473   13.2 2.9 

Source: Istanbul Stock Exchange Monthly Bulletins.  

(1) Total trading volume. The upper and lower figures are in terms of billion Turkish liras and million US dollars, respectively.  
(2) The total market capitalization of companies whose common stocks were traded on the ISE. The upper and lower figures are in terms 

of billion Turkish Liras and million US dollars, respectively.  

(3) The number of companies whose common stocks were traded on the ISE (year-end).  

(4) Price/Earnings ratio. The upper and lower figures show year-end value and monthly average, respectively.  
(5) Dividend value (percentage). The upper and lower figures show year-end value and monthly average, respectively. 

 

III.4.5. Volatility at the ISE  

The average daily volatility at the ISE was calculated for the period between 1988 

and 1998 (Table III.4.6). Volatility was defined as the absolute value of daily 

returns. The ISE composite index showed high daily volatility like other stock 

exchanges in the developing countries in this period. 

TABLE III.4.6   

VOLATILITY AT THE ISE  

  Average
(1) Risk

(2) Coefficient of Variation
 (3) 

1988 1.76 1.69 0.96 

1989 2.22 2.02 0.91 

1990 2.68 2.28 0.85 

1991 2.54 2.36 0.93 

1992 1.68 1.48 0.88 

1993 2.13 1.69 0.79 

1994 2.81 2.36 0.84 

1995 1.98 1.71 0.86 

1996 1.59 1.37 0.86 

1997 2.22 2.13 0.96 

1998 2.93 2.80 0.95 

(1) Average daily volatility of the ISE Composite index (percentage). Volatility has been defined as the absolute value of daily returns.  

(2) Standard deviation of daily volatility observations of the ISE Composite index (percentage).  
(3) Coefficient of variation, risk divided by average, shows the risk per unit of volatility. 

 

Average daily volatility differs over the years (Table III.4.6). The ISE composite 



index showed its highest volatility in 1998, when the global financial crisis 

occurred. Financial markets were partially stable due to the monetary and fiscal 

policies applied in the first half of 1998. As a result of uncertainties about the New 

Tax Reforms, early election debates and most importantly the international 

financial crisis, which occurred in August and continued to affect the markets in the 

following months, average daily volatility tended to be high in the second half of 

the year. 

The years when the average daily volatility realized at significantly high levels 

were 1997 which saw a financial crisis in the Southeast Asian markets, 1994 which 

saw a financial crisis and lower economic growth in real terms in the domestic 

economy, and 1990 and 1991 which experienced recession in the world economy 

and the Gulf Crisis. 

  



        IV   

       
CENTRAL BANK BALANCE SHEET   

  

IV.1. ANALYSIS OF THE BALANCE SHEET  

The major items on the 1998 Balance Sheet of the Central Bank are shown below;  

  

Assets 1997 1998 

1. Gold  236,683,063,842,500 325,317,374,052,500 

2. Foreign Exchange  3,771,626,989,985,000 6,167,530,445,751,000 

3. Coins 485,359,516,500 787,403,779,800 

4. Domestic Correspondents 76,469,925,086,928 274,039,540,549,458 

5. Securities Portfolio 1,315,312,839,433,000 2,385,789,667,766,000 

6. Domestic Credits 346,875,211,855,340 9,098,359,901,740 

7. Open Market Operations 746,851,732,177,500 1,830,590,872,422,500 

8. Foreign Credits 247,977,598,427,000 395,516,833,359,500 

9. Share Participations 940,174,050,000 1,526,872,335,000 

10. Fixed Assets 15,150,599,932,745 29,088,806,241,833 

11. Claims Under Legal Proceedings 4,825,560,700 4,825,560,700 

12. Accounts to be Redeemed     

and Activated Claims -,- -,- 

13. Miscellaneous Receivables 25,427,232,789,824 79,000,747,145,367 

14. Other Assets 53,482,836,621,236 119,878,162,568,412 

TL Assets 6,837,288,389,278,273 11,618,169,911,433,810 

Regulating Accounts 15,081,448,763,347,585 30,796,311,898,121,400 

Liabilities      

1. Currency Issued 758,878,047,072,800 1,328,542,400,922,800 

2. Liabilities to Treasury 63,607,148,061,121 60,942,363,335,214 

3. Foreign Correspondents 10,873,126,501,000 4,226,742,567,000 



4. Deposits 4,463,923,807,210,949 7,083,336,551,214,546 

5. Open Market Operations 728,312,968,592,000 1,557,599,954,905,500 

6. Foreign Credits 2,989,689,073,000 4,026,109,587,500 

7. Advances, Collaterals and 

Deposits Collected againts 

    

Letters of Credit and Import 56,191,172,444,896 112,129,027,950,046 

8. Notes and Remittances Payable 913,458,677,000 3,571,558,409,000 

9. Capital 25,000,000,000 25,000,000,000 

10. Reserves  39,016,070,733,331 85,701,244,190,116 

11. Provisions 1,933,842,687,800 1,957,865,840,300 

12. FX Revaluation Differences 290,796,387,281,000 499,635,979,046,750 

13. Miscellaneous Payables 9,059,891,339,186 13,112,762,906,290 

14. Other Liabilities 279,395,264,631,006 564,938,704,178,778 

15. Profit 131,372,514,973,184 298,423,646,379,970 

TL Liabilities  6,837,288,389,278,273 11,618,169,911,433,810 

Regulating Accounts 15,081,448,763,347,585 30,796,311,898,121,400 

ASSETS : 

1. Gold 

The value of the gold stock on the balance sheet was calculated on the basis of 1 ounce of 

gold=300 US dollars throughout 1998 and at the end of 1997. However, due to the decline in 

gold prices on international markets, the value of the gold stock on the balance sheet is shown 

at the rate of 1 net gram of gold = TL 2,714,626.9712 calculated on the basis of 1 ounce of 

gold = 270 US dollars.  

  

  Net Gram Turkish lira 

International Standard 116,589,408,70 316,496,753,412,500- 

Non - International 3,249,293,82 8,820,620,640,000- 

Total 119,838,702,52 325,317,374,052,500- 

During 1998, the value of the international standard gold holdings showed an increase of TL 

27,439,049,500 equal to gold holdings of 10,564.18 net grams. This is the balance resulting 

from a gold purchase of 98,605.22 net grams amounting to 932,139.81 US dollar and gold 

sales of 88,041.04 net grams amounting to 826,682.19 US dollar. Another net increase of  

TL 86,242,634,907,000 represents the balance between a positive exchange rate difference of 

TL 167,700,147,381,000 due to the depreciation of the Turkish lira against the US dollar and 



a negative exchange rate difference of TL 81,457,512,474,000 due to the revaluation of gold 

prices parallel to the international markets. 

In 1998, compared to the previous year, the gold holdings of nonïinternational standards 

increased by TL 2,423,240,854,000 in value due to the exchange rate difference amounting to 

TL 2,278,328,693,000 caused by the revaluation of the gold price parallel to international 

markets and the exchange rate difference amounting to TL 4,701,569,547,000 due to the 

deprecation of the Turkish lira against the US dollar even though the gold stock decreased by 

TL 59,004,600,500 equivalent to 19,996.40 net grams, which was used for the golden medals 

to be given to our staff on the basis of their tenure in accordance with the Board decision. 

2. Foreign Exchange 

This item consists of the accounts opened by the Central Bank with foreign correspondents 

against convertible and nonïconvertible foreign exchange, and the foreign currencies 

available in the Bankôs vaults. The balance of this account calculated at the year-end 

evaluation rates amounted to TL 6,167,530,445,751,000, of which TL 6,167,144,669,785,500  

and TL 385,775,965,500 were the convertible and nonïconvertible amounts, respectively. 

A) Convertible: 

This item includes the convertible foreign exchange accumulated in the Foreign 

Correspondents Account amounting to  

TL 6,019,556,440,050,000 and the foreign currencies in the Bankôs vaults amounting to TL 

147,588,229,735,500 as of the end of the year. 

B) Non - Convertible: 

This item includes the Foreign Correspondents Accounts denominated in Agreement Dollars 

in accordance with bilateral agreements, and nonïconvertible foreign currencies available in 

the vaults. TL 39,439,933,000 of this item was in the Foreign Correspondents Account and 

TL 346,336,032,500 was in the Foreign Currency Vault. 

3. Coins 

This item consists of the coins available in the Central Bankôs vaults, which totaled TL 

787,403,779,800 at the end of the year. 

4. Domestic Correspondents 

This item reached TL 274,039,540,549,458 at the end of the year. It consists of both 

Correspondents Accounts opened at T.C. Ziraat Bankasē in accordance with the 

Correspondent Agreement, which totaled TL 549,458 and the foreign exchange deposit 

accounts at domestic banks, which amounted to TL 274,039,540,000,000 at the end of the 

year. 

5. Securities Portfolio 

This item consists of the Government Debt Securities bought pursuant to Article No. 52 of 

Central Bank Law No. 1211, Government Securities given by the Treasury in accordance with 



Article 61 and provisional Article 9 of the Central Bank Law to compensate for exchange rate 

differences arising from the revaluation of gold, foreign exchange and foreign currency assets, 

the liabilities of the Bank and shortïterm advances. The Government Debt Securities replace 

the claims capitalized from the Treasury and other public institutions in accordance with 

Arbitration Laws No. 2974 and No. 3836. It also includes the special Issue Government Debt 

Securities taken from the Treasury against the debt of the Agricultural Products Office to the 

Central Bank and the government debt securities taken in accordance with the 1996 Budget 

Law No. 34, the 1997 Budget Law No. 31, and the 1998 Budget Law No. 36 against the 

interest rates of the aforementioned government debt securities, and the amount deposited to 

the Government Bonds Account by the Central Bank as the legal reserves requirement in 

accordance with Article No. 33 of Banking Law No. 3182. Government Securities and 

Government Bonds are recorded at the purchasing cost pursuant to the Law on Tax Procedure. 

Due to the repurchase and reserve repurchase operations between the Central Bank and other 

banks, increases and decreases in this item must be evaluated along with the ñSecuritiesò 

portions of ñThe Repurchase Agreementsò items of the Open Market Operations on both the 

assets and the liabilities sides of the balance sheet. The balance of the Securities Portfolio 

was  
TL 2,385,789,667,766,000 at the end of the year. 

6. Domestic Credit  

Domestic loans amounting to TL 346,875,211,855,340 in 1997 decreased by a total amount of 

TL 337,776,851,953,600, resulting from a decline of TL 337,640,144,553,600 in the public 

sector and a decrease of TL 136,707,400,000 in the banking sector, thus reaching TL 

9,098,359,901,740 in 1998. The breakdown of the item is as follows :  

  

  Turkish lira 

A) Public Sector: 1,559,260,244,740- 

a) The Treasury   

i- Short ï term Advances to the Treasury -- 

b) Public Sector Institutions -- 

c) State Economic Enterprises 1,559,260,244,740- 

B) Banking Sector -- 

a) Commercial 7,539,099,657,000- 

b) Agricultural -- 

c) Industrial -- 

d) Advances Against Bonds -- 

e) Other -- 

  9,098,359,901,740- 



7. Open Market Operations 

This item reached TL 1,830,590,872,422,500 at the end of the year, with an increase of TL 

1,083,739,140,245,000 compared to the previous year. Of this total, TL 

1,587,950,872,422,500 represents the debt arising from securities swap transactions of the 

banks made to the Central Bank in cash. The cash debts of the banks due to money market 

operations was TL 242,640,000,000,000. 

8. Foreign Credit 

This account shows the credit extended in accordance with the Banking Agreements between 

the Central Bank of the Republic of Turkey and the Central Banks of Iraq and Sudan. It also 

includes the credit extended against the bills that were issued by the Vnescheconombank of 

the Russian Federation against the wheat exports made by the Soil Products Office to that 

country and bought by the Central Bank, as well as the credit extended by the banks abroad so 

as to finance the claims of exporters who sell in installments. At the end of the year, the 

balance of this account was TL 395,516,833,359,500, equal to 1,264,763,473 US dollars. 

9. Share Participations 

The balance of this account was TL 1,526,872,335,000 at the end of 1998. 

In accordance with Article 3 of Central Bank Law No. 1211, this item consists of the Central 

Bankôs accounts of 5,000,000 swiss francs against gold in the Bank for International 

Settlements in Basel and 385,000 Belgian francs in the Bank for Worldwide Interbank 

Financial Telecommunication (SWIFT). The value of these participations is calculated at the 

rate of 1 gold Swiss franc = TL 304,676 and 1 Belgian franc = TL 9,071. 

10. Fixed Assets 

This item consists of the buildings, plots, furniture and fixtures owned by the Central Bank. 

The total reïappreciated cost of the real estate of the Central Bank, except for the plots, was 

TL 25,791,139,011,014. After deducting the accumulated depreciation amounts over the cost 

value of the buildings and the accumulated depreciation amounts, which are subject to a 

yearly re-appreciation amounting to  TL 1,865,548,955,614, the net value of the real estate 

was TL 23,925,590,055,400. This real estate is insured for TL 13,258,256,955,000. 

After deducting the re-appreciated depreciation amount of TL 2,603,815,561,784 from the 

cost value of  

TL 7,767,031,748,217, including the re-appreciation made in previous years as of 1990, the 

net cost value of the  

Furniture and Fixtures was TL 5,163,216,186,433, and they were insured for TL 

2,296,295,106,827. 

11. Claims under Legal Proceedings 

The balance of this account at the end of the year was TL 4,825,560,000. This account shows 

the Claims in Prosecution arising from the debts of ñĶĸ­i Kredi Bankasēò and ñT. Baĵcēlar 



Bankasēò to the Central Bank, whose bankruptcies became final on November 20, 1985 and 

March 12, 1986 respectively, together with the principal, interest and tax. 

12. Accounts to be Redeemed and Activated Claims 

This item was in balance, and its breakdown is shown below : 

A-Claims Activated in Accordance with Law of Consolidation No. 3836: 

This item was settled through Government Securities given by the Treasury in 1993. 

B-The Revaluation Difference in Accordance with Article 61 of the Central Bank Law: 

a) Liquidated: 

The positive exchange rate difference has been listed under the liabilities column since 1996; 

therefore, no balance could be observed. 

b) To be Liquidated: 

The positive exchange rate difference has been listed under the liabilities column since 1996; 

therefore, no balance could be observed. 

13. Miscellaneous Receivables 

This item, which shows the balance of the claims amounting to TL 79,000,747,145,367 at the 

end of the year, consists of the equivalent of TL 924,509,768,500 in foreign exchange, and TL 

78,076,237,376,867, the breakdown of which is as follows:  

  

-Advances and Deposits 126,841,884,712- 

-Temporary Tax and Income Tax and Fund Share 77,429,464,317,500- 

-Other 519,931,174,655- 

TOTAL 78,076,237,376,867- 

 

  

14. Other Assets 

This item shows various claims of the Bank, amounts to a balance of TL 119,878,162,568,412 

at the yearôs end, and consists of TL 115,993,464,816,412 and the equivalent of TL 

3,884,697,752,000 in foreign exchange. The breakdown is as follows:  

  

  TL Foreign Exchange   



  Accounts Accounts   

  in TL in TL Total TL 

a) Convertible TL   
Debtors 

  

 
15,822,900- 

  

 
-- 

  

 
15,822,900- 

b) Transitory   

Debtors   
Accounts 

115,993,448,993,512- 3,884,697,752,000- 119,878,146,745,512- 

  115,993,464,816,412- 3,884,697,752,000- 119,878,162,568,412- 

LIABILITIES:  

1. Currency Issued 

The year-end balance of banknotes in circulation, issued in accordance with Article 36 of the 

Central Bank Law, amounted to TL 1,328,542,400,922,800. 

2. Liabilites to Treasury 

A- Gold : 

The gold claims of the Treasury, 345,574.68 net grams, amounted to TL 938,106,346,000, an 

increase of  

TL 255,645,378,000 compared to last year. This increase is due to the devaluation of the 

Turkish lira against the US dollar, amounting to TL 497,114,014,000, and the revaluation of 

gold prices on a parallel with international markets, amounting to  

TL 241,468,636,000. 

B- Other : 

This item, which shows the liabilities to the Treasury, amounted to TL 60,004,256,989,214 at 

the end of 1998. 

3. Foreign Correspondents 

This account represents the sum of TL 4,226,742,567,000 calculated at the year-end 

evaluation rates. It denotes the Central Bank's debt to Correspondents abroad and consists of 

TL 2,328,027,572,000 in convertible rates and TL 1,898,714,995,000 in non-convertible rates. 

A- Convertible: 

Convertible foreign exchange liabilities reached TL 2,328,027,572,000 decreasing by TL 

3,853,677,831,000 compared to the year before and consisting of the amounts of the foreign 

correspondents with the Central Bank. 

B- Non-Convertible: 



This is the total of the credit balances of the foreign correspondents' accounts opened in 

Agreement dollars in accordance with bilateral agreements. The nostro accounts amounted to 

TL 1,898,714,995,000 at the end of the year, the equivalent of 6,071,613.57 US dollars. 

4. Deposits 

The breakdown of this account, which showed a year-end balance of TL 

7,083,336,551,214,546, is as follows:  

  

  Turkish Lira Foreign Exchange 

A) Public Sector 228,909,418,835,761- 519,755,968,531,000- 

a) Treasury, General and Annexed 

Budget Administrations 

212,895,263,642,458- 518,793,644,405,500- 

i) Treasury  173,430,967,864,778- 291,170,155,804,000- 

Ii) Gen. Budget Adm. 13,751,586,046,718- 227,623,488,601,500- 

Iii) Annexed Budget Adm. 25,712,709,730,962- - 

b) Publēc Economic Institutions  14,114,214,550- -- 

c) State Economic Enterprises 22,182,792,784- 921,112,296,500- 

d) Other 15,977,858,185,969- 41,211,829,000- 

B) Banking Sector 782,586,330,039,817- 1,375,261,044,165,500- 

a) Free Deposit of Domestic Banks 88,190,356,329,574- 421,501,542,846,500- 

b) Foreign Banks 134,605,016,243- -- 

c) Required Reserves  
(Article 40 of the Central Bank Law) 

  

 
694,261,368,694,000- 

  

 
953,759,501,319,000- 

i) Cash 694,261,368,694,000- 953,759,501,319,000- 

ii) Gold (Net gram) -- -- 

d) Other -- -- 

C) Miscellaneous  2,032,904,164,338- 4,008,498,480,976,500- 

a) Foreign Exchange Deposits by      

Citizens Abroad -- 4,005,515,931,389,000- 

b) Other 2,032,904,164,338- 2,982,549,587,500- 

D) International Institutions 2,063,501,585,786- -- 

E) Extrabudgetary Funds  16,547,215,315,844- 147,681,687,600,000- 

a) Savings Deposit Insurance Fund 6,686,758,000- 124,064,789,231,500- 

b) Other 16,540,528,557,844- 23,616,898,368,500- 



Total 1,032,139,369,941,546- 6,051,197,181,273,000- 

5. Open Market Operations 

The balance of this account, which represents the debt of the Central Bank to banks arising 

from money and securities market transactions, increased by TL 829,286,986,313,500 and 

reached TL 1,557,599,954,905,500 at the end of the year. 

6. Foreign Credit 

This account shows the Central Bank's debits consisting of the short, medium and long-term 

debts obtained from foreign sources in accordance with credit agreements and the convertible 

Turkish lira deposit accounts which were transferred into the Central Bank's liabilities. It 

amounted to TL 4,026,109,587,500 at the end of the year. 

7. Advances, Collaterals and Deposits Collected Against Letters of Credit & Import 

The balance of this item was TL 112,129,027,950,046 at the end of the year. Of this total, TL 

4,324,512,046 represents the goods, equivalents and guarantees deposited at the Bank 

pursuant to import regulations. The equivalent of the credit transactions of foreign exchange 

sales amounted to TL 112,124,703,438,000. 

8. Notes and Remittances Payable 

The year-end balance of this account amounted to TL 3,571,558,409,000. It consists of 

payment orders to be paid to beneficiaries and amounts to TL 255,698,500 in Turkish lira: TL 

3,564,851,019,500 in convertible and TL 6,451,691,000 in non-convertible foreign exchange. 

9. Capital 

Under Article 5 of Central Bank Law No. 1211, the capital consists of 250,000 shares, each 

with a nominal value of  

TL 100,000. The breakdown of the stocks is as follows: 

  Number     

  of % of   

Category Shares Total Total TL 

A 136,832 54,73 13,683,200,000,- 

B 58,002 23,20 5,800,200,000,- 

C 6,833 2,73 683,300,000,- 

D 48,333 19,34 4,833,300,000,- 

  250,000 100,00 25,000,000,000,- 

10. Reserves 



The total of the reserve funds retained in accordance with the relevant laws amounted to TL 

85,701,244,190,116 and the breakdown is as follows:  

  

A. Ordinary Reserve Fund (Article 60 of Law No. 1211) 45,287,661,106,400- 

B. Extraordinary Reserve Fund (Article 60 of Law No. 1211) 18,115,566,420,100- 

C. Special Reserves (Article 59 of Law No. 1211) 8,756,311,685- 

D. Reserve for Future Losses  
(Article 32 of Banking Law No. 3182) 

  

 
25,000,000,000- 

E Valuation Adjustment Fund (Laws No. 2791 and 3094). 22,229,512,363,396- 

F. Cost Adjustment Fund  
(General Communiqu® on Corporation Tax No. 49) 

  

 
34,747,988,535- 

  85,701,244,190,116- 

11. Provisions 

Provisions are retained out of the Bank's gross profit to meet various risks and this account 

amounted to  

TL 1,957,865,840,300.  

  

A. Provisions for the decrement of bonds 11,936,200- 

B. Provisions for the Transport Insurance of Valuables such as banknotes,  
foreign exchange, etc. 

1,952,778,189,600- 

C. Provisions for contingencies due to the year-end exchange adjustments  
of Foreign Exchange Holdings 

250,153,800- 

D. Provisions for bad and doubtful debts 4,825,560,700- 

  1,957,865,840,300- 

12. FX Revaluation Differences 

The year-end balance of this account amounted to TL 499,635,979,046,750. 

A- Revaluation Differences as per Article 61 of the Central Bankôs Law: 
a) Liquidated: 

This item was settled as of the end of 1997. 

b) To be Liquidated: 



The beneficiary exchange rate difference of TL 499,635,979,046,750 which is due to the 

revaluation of gold, foreign exchange and foreign currency assets and liabilities of the Bank in 

1998 will be liquidated in accordance with Article 61 of Central Bank Law No. 1211. 

13. Miscellaneous Payables 

This account amounted to TL 13,112,762,906,290 at the end of the year and consists of the 

Central Bankôs debts of  

TL 2,130,737,509,790 in Turkish lira and TL 10,982,025,396,500 in foreign exchange. 

14. Other Liabilities 

This item amounted TL 564,938,704,178,778 at the end of the year, consisting of the Central 

Bankôs debts of  

TL 519,396,211,213,778 in Turkish lira and TL 45,542,492,965,000 in foreign exchange. 

IV.2. PROFITS FOR THE 1998 ACCOUNTING YEAR AND THEIR   
DISTRIBUTION  

The net profēt of the Central Bank for 1998 was TL 298,423,646,379,970. The distribution of 

this profit, pursuant to Article  

of the Central Bank Law No. 1211, is specified as follows: 

DISTRIBUTION OF THE 1998 PROFIT  

  

Net Profit of 1998   298,423,646,379,970- 

A. Reserve Funds     

Ordinary Reserve Fund 59,684,729,276,000-   

Extraordinary Reserve Fund 23,873,741,710,400- (-) 83,558,470,986,400- 

B. Shareholders     

First Dividends 1,500,000,000-   

Second Dividends 1,500,000,000- (-) 3,000,000,000- 

C. Bonus to Personnel 821,050,000,000- (-) 821,050,000,000- 

D. Taxes and Funds     

Corporation Tax 62,106,814,500,000-   

Income Tax 37,020,133,132,000-   

I.T. Fund Share 9,912,694,763,000- (-) 109,039,642,395,000- 

Remainder   105,001,482,998,570- 



Each share has a nominal value of TL 12,000, derived by dividing the total dividends of  
TL 3,000,000,000 by the number of allotments, 250,000. 

We hereby present this report to the General Meeting of the Central Bank and submit for your 

approval the distribution of the profit to the shareholders in conformity with the framework 

outlined above as of April 6, 1999 and also request the authorization of the Board to 

determine the method and the date of payment for bonuses to be accorded to the personnel. As 

a final remark, we deem it our duty to express our gratitude to all of the personnel of the 

Central Bank for their successful performance.  

   
   

THE REPORT OF THE AUDITORS COMMITTEE FOR 1998,   

THE SIXTY -SEVENTH ACCOUNTING YEAR OF   

THE CENTRAL BANK OF THE REPUBLIC OF TURKEY  

The Auditors Committee has thoroughly examined the activities and the resulting statements 

of the 1998 Accounting Year of the Central Bank of the Republic of Turkey, within the 

framework of the provisions of the related legislation and concluded that: 

1- The cash, gold holdings, effective stock and securities in the service and reserve vaults of 

the Head Office and Branches, which were inspected at random, are in conformity with the 

records, and the legal books and these values are kept and administered in accordance with 

regulations, 

2- The legal books and the books subject to declaration related to the Bankôs accounts are in 

good order and in confirmity with the law as well as the main contract, the direct and indirect 

domestic loans extended by the Bank are kept within the limits set forth, 

3- The Balance Sheet and the Profit and Loss Statement as of December 31, 1998 are 

designed to give comprehensive and correct information in confirmity with the honest and 

systematic principals of accounting and the rules of assessment stated in the Law; 

classification, registration and the summary of the financial transactions, operations and fiscal 

tables are in conformity with the widely accepted rules and standards of accounting; the 

accounts are true and explicit so as to satisfy evaluations having various views and purposes, 

4- The table related to Net Profit Distribution is prepared in accordance with Article 60 of 

Law No.1211, 

5- The Bank has performed its duty and carried out its authority as specified by the laws and 

as economic conditions deem necessary and followed a successful and harmonious monetary 

policy despite the hard and negative economic conditions, 

6- Transfering the deposit accounts at T.C. Ziraat Bankasē which is our correspondent as well 

as the Central Bank of the Northern Cyprus Republic of Turkey has positive results, 

7- The Incentive for Early Retirement so as to be in conformity with the staff norm 

determined according to the current needs of the Bank has positive consequences and 

economizes resources even in a very short period, 



8- Legal actions regarding liabilities which were referred to courts by the Bank have not yet 

been concluded, 

In conclusion, we hereby submit the Balance Sheet and the Profit and Loss Statement, 

arranged according to the principles and procedures upon which we have mutually agreed 

with the Board of Directors, for the approval of the General Assembly.  

   

  

Auditors Committee Member                    Auditors Committee Member  
            Hilmi Ok­u                                                  Mete ¥kte 

 

   

   

  

Auditors Committee Member                    Auditors Committee Member  
          M. Saim Uysal                                            Aydemir Ko­ 

  



  
 

THE CENTRAL BANK OF THE REPUBLIC OF TURKEY  

BALANCE SHEET AS OF DECEMBER 31, 1998 

 

      

 

Amount of Amount of Total of Turkish  Total of Foreign 
 

 

Turkish Currency  Foreign Currency Currency Accounts Currency Accounts Total 

A S S E T S Accounts (in TL.) Accounts (in TL.) (in TL.)  (in TL.)  (in TL.) 

I - Gold 
     

A- International St. (Net 

Grams)é116.589.408.70 

   

316,496,753,412,50

0  

 

B- Non-International St (Net 

Grams).3.249.293.82 

  

8,820,620,640,000  
 

325,317,374,052,50

0  
      

II - Foreign Exchange  
     

      

A- Convertible 
     

a- Foreign Banknotes 

éééééé..é 

 

147,588,229,735,500

  

   

b- Correspondent Accounts 

ééé.. é 

 

6,019,556,440,050,0

00  

 

6,167,144,669,785,5

00  

 

      

B- Non Convertible 
     

a- Foreign Banknotes 

ééééé..é... 

 

346,336,032,500  
   

b- Correspondent Accounts 

éé..éé 

 

39,439,933,000  
 

385,775,965,500  6,167,530,445,751,0

00  
      

III - Coins 
  

787,403,779,800  
 

787,403,779,800  
      

IV - Domestic Correspondents 
  

549,458  274,039,540,000,00

0  
274,039,540,549,45

8  
      

V- Securities Portfolio 
     

A- Government Securities 
     

a- Bonds 

é.ééééééééé... 
1,261,402,261,293,000

  

    

b- Treasury Bills 

é.éééééé.. 
1,124,362,406,473,000

  

 

2,385,764,667,766,0

00  

  

      

B- Other 

..éééééééééé. 

  

25,000,000,000  
 

2,385,789,667,766,0

00  
      

VI - Domestic Credits 
     

A- Public Sector 
     

a- Treasury 
     

i- Short-Term Advances to the 

Treasury  

     

ii - Other (Net) 

..é.éééééééé 

     

b- Public Economic Institutions 
     

i- Commercial 
.é..ééééééé... 

     

c- State Economic Enterprises 
     

i- Treasury Guaranteed Bills 

é.ééé. 

     

ii - Commercial Bills 

é..ééééé.. 

     



iii - Other 

é..éééééé.......éé. 
1,559,260,244,740  

 

1,559,260,244,740  
  

      

B- Banking Sector 
     

a- Commercial 
     

i- Export 

é..éééééééé..... 

     

ii - Other 

..éééééééééé... 
7,539,099,657,000  

    

b- Agricultural 
     

i- Agricultural Credit 

Cooperatives é. 

     

ii - Unions of Agricultural 
     

Sales Cooperatives 

éééééééé 

     

iii - Other 

é.ééééééé...éé. 

     

c- Industrial 
..é..éééééééé. 

     

d- Advances against Bond 

Collaterals  

     

e- Other 

é.é.ééééééééé.. 

  

7,539,099,657,000  
 

9,098,359,901,740  

      

VII - Open Market Operations 
     

A- Repurchase Aggreements 

é..éé. 

     

a.Cash 
     

i- Foreign Exchange 
.é.ééééé... 

     

ii - Securities 

é.éé..ééééééé 
1,587,950,872,422,500

  

    

b- Securities 

ééééééé...ééé  

  

1,587,950,872,422,5

00  

  

      

B- Other 

é..éééééééé.éé. 

  

242,640,000,000,00

0  

 

1,830,590,872,422,5

00  
      

VIII - Foreign Credits 
   

395,516,833,359,50

0  
395,516,833,359,50

0  
      

IX - Share Participations 
   

1,526,872,335,000  1,526,872,335,000  
      

X- Fixed Assets 
     

      

A- Building and building sites  25,791,139,011,014  
    

Depreciation allowance for 

Real Estate (-) 
(1,865,548,955,614) 

 

23,925,590,055,400  
  

B- Furniture and fixtures  7,767,031,748,217  
    

Depreciation allowance for   
Furniture and Fixtures (-) 

(2,603,815,561,784) 
 

5,163,216,186,433  
 

29,088,806,241,833  

      

XI - Claims under Legal 

Proceedings 

  

4,825,560,700  
 

4,825,560,700  

      

XII - Consolidated Claims & 

FX Revaluation 

     

Differences 
     

A- Claims under Consolidation 

Law  

     



No. 3836 
     

B- Revaluation Differences as 

per 

     

Art. 61 of the Central Bankôs 

Law 

     

      

a- Liquidated 

éééééé..é.é... 

     

b- To be Liquidated 

..ééééé..é 

     

      

XIII - Miscellaneous 

Receivables 

  

78,076,237,376,867  924,509,768,500  79,000,747,145,367  

      

XIV - Other Assets 
  

115,993,464,816,41

2  
3,884,697,752,000  119,878,162,568,41

2  
      

  

T O T A L 

éééé.. 
4,458,250,259,055,3

10  
7,159,919,652,378,5

00  
11,618,169,911,433,

810 
      

Regulating Accounts 
   

, 30,796,311,898,121,

400  
   

Buildings insured for TL: 

ééé..éé13,258,256,955,000 

Furniture and Fixtures insured for TL:... 

2,296,295,106,827 

 

Prevailing rediscount and advance rates: 

Against bills to mature max. in 3 months: 

-Rediscount rate............................. % 67.00 

-Advance rate.................é............ % 80.00 

    
THE CENTRAL BANK OF THE REPUBLIC OF TURKEY  

BALANCE SHEET AS OF DECEMBER 31, 1998 
      

 

Amount of Turkish  Amount of  Total of Turkish  Total of Foreign 
 

 

Currency Accounts Foreign Currency Currency Accounts Currency 

Accounts 
Total 

L I A B I L I T I E S  (in TL.)  Accounts (in TL.) (in TL.)  (in TL.)  (in TL.) 

I - Currency Issued 
  

1,328,542,400,922,8

00  

 

1,328,542,400,922,8

00  
      

II - Liabilities to Treasury 
     

A- Goldéééééé...é 

345.574,68 

  

938,106,346,000  
  

B- Other (Net) 

éééééééé.... 

  

60,004,256,989,214  
 

60,942,363,335,214  

      

III - Foreign Correspondents 
     

A- Convertible 

éééééé.é. 

   

2,328,027,572,000  
 

B- Non-Convertible 

é.éééééé. 

   

1,898,714,995,000  4,226,742,567,000  

      

IV - Deposits 
     

      

A- Public Sector 
     

      

a- Treasury, General and  
     

Annexed Budget Administration 

éé... 
212,895,263,642,458  518,793,644,405,50

0  

   

b- Public Economic Institutions 14,114,214,550  
    



éé.... 

c- State Economic Enterprises 

..é..é... 
22,182,792,784  921,112,296,500  

   

d- Other 15,977,858,185,969  41,211,829,000  228,909,418,835,761

  
519,755,968,531,00

0  

 

      

B- Banking Sector  
     

      

a- Free Deposits of Domestic 

Banks éé 
88,190,356,329,574  421,501,542,846,50

0  

   

b- Foreign Banks 

ééé...éééé.é 
134,605,016,243  

    

c- Required Reserves 
     

(Central Bank Law, Art. 40) 

éé..é.. 

     

i-Cash 

..éééééééééé.éé.. 
694,261,368,694,000  953,759,501,319,00

0  

   

ii -Gold (Net Gr) 

.ééééééé.é..  

     

      

d- Other 

éééééé..éééé.é. 

  

782,586,330,039,817

  
1,375,261,044,165,

500  

 

      

C- Miscellaneous 
     

a- Foreign Exchange Deposits 

by Citizens Abroad  

 

4,005,515,931,389,0

00  

   

b- Other 
..é.ééééééééééé. 

2,032,904,164,338  2,982,549,587,500  2,032,904,164,338  4,008,498,480,976,
500  

 

      

D- International Institutions  
  

2,063,501,585,786  
  

      

E- Extrabudgetary Funds 
     

a- Saving Deposits Insurance 
Fund. 

6,686,758,000  124,064,789,231,50
0  

   

b- Other 

.ééééééééééééé

éé.. 

16,540,528,557,844  23,616,898,368,500  16,547,215,315,844  147,681,687,600,00

0  
7,083,336,551,214,5

46 

      

V- Open Market Operations 
     

      

A- Repurchase Agreements 

é.éééééé..é.. 

     

      

a- Cash: 
     

i- Foreign Exchange 

ééé..ééé.éééé... 

     

ii - Securities 

.é..ééééééééééé

éé 

     

b- Securities 

.ééééééééééééé

éé 

1,557,599,954,905,500

  

 

1,557,599,954,905,5

00  

  

B- Other 
    

1,557,599,954,905,5

00  
      

VI - Foreign Credits 
     

A- Short-Term 

éééééééé..éééé..

é.. 

   

156,386,909,000  
 

B- Medium and Long-Term 

éééé..ééé..é 

   

3,869,722,678,500  4,026,109,587,500  

      

VII - Advances, Colleterals and 
     



Deposits Collected 

Against Letters of Credit & 

Import  

     

      

A- For Letters of Credit 
   

112,124,703,438,00

0  

 

      

B- For Import   
  

4,324,512,046  
 

112,129,027,950,046

  
      

VIII - Notes and Remittances 

Payable 

  

255,698,500  3,571,302,710,500  3,571,558,409,000  

      

IX - Capital 
  

25,000,000,000  
 

25,000,000,000  
      

X- Reserves  
     

A- Ordinary and 

Extraordinary Reserves 

ééé..... 

  

63,403,227,526,500  
  

      

B- Special Reserves (Central 

Bankôs Law, Art.59) 

  

8,756,311,685  
  

      

C- Reserve for Future  
     

Losses (Art. No.32 of   
Banking Law) 

ééééééééééé..é.

é 

  

25,000,000,000  
  

      

D- Valuation Adjustment 

Fund 

     

(Laws No. 2791 and 3094) 

ééééééé..é. 

  

22,229,512,363,396  
  

      

E- Cost Adjustment Fund 

..ééé..ééééé.é. 

  

34,747,988,535  
 

85,701,244,190,116  

      

XI - Provisions 
  

1,957,865,840,300  
 

1,957,865,840,300  
      

XII - FX Revulation 

Differences 

     

A- Revaluation Differences as 

per.   
Art. 61 of Central Bank Law 

     

a) Liquidated 

ééééééééééééé

éé 

     

b) To be Liquidated 

éééééééééé..éé 
499,635,979,046,750  

 

499,635,979,046,750

  

 

499,635,979,046,750

  
      

XIII - Miscellaneous Payables 
  

2,130,737,509,790  10,982,025,396,500

  
13,112,762,906,290  

      

XIV - Other Liabilities  
  

519,396,211,213,778

  
45,542,492,965,000

  
564,938,704,178,778

  
      

XV- Profit  
  

298,423,646,379,970

  

 

298,423,646,379,970

  
  

T O T A Lééé 5,386,499,353,496,3

10  
6,231,670,557,937,

500  
11,618,169,911,433,

810 

Regulating Accounts ééééééééééééééééééééééééééé

ééééé.. 
. 30,796,311,898,121,

400  



 

   

   

THE CENTRAL BANK OF THE REPUBLIC OF TURKEY   

Profit and Loss Account as of   
December 31, 1998 

 
DEBIT  

  

    

    

  Turkish Lira   
    

    

    

 Interest Paid 664,098,819,146,152  

    

 Non-Interest Paid 381,992,642,035,738  

    

 Staff Expenses  51,887,248,337,950  

    

 Other Expenses  10,723,217,872,980  

    

 Net Income  298,423,646,379,970  

    



    

    

 TOTAL  1,407,125,573,772,790  

  
 

   
CREDIT  

  

    

    

  Turkish Lira   
    

    

    

 Interest Income  832,430,930,058,136  

    

 Non-Interest Income  574,123,437,714,654  

    

 Permanent Participations 571,206,000,000  

    

    

    

    

    



    

    

 TOTAL  1,407,125,573,772,790  

 

   

   

   

   

   

   

   

   

   

   

  

  





       V   

  

                           STATISTICAL TABLES  

 

 
 

TABLE 1 

Macro Balance ( at current prices ) 

(in billions of TL) 

 

  

 1994 1995 1996 1997 1998(1) 

GNP 3 887 903 7 854 887 14 978 067 29 393 262 52 985 029 

Foreign resources -57 323 253 729 722 322 1 117 089 2 455 948 

Total resources 3 830 580 8 108 617 15 700 389 30 510 351 55 440 977 

Total investment 839 695 1 988 499 3 690 310 7 389 747 13 677 356 

Public 141 420 299 575 796 975 1 866 021 3 337 247 

Private 698 274 1 688 924 2 893 335 5 523 726 10 340 109 

Fixed capital investment 952 322 1 882 225 3 757 812 7 728 372 13 753 578 

Public 192 052 329 515 764 426 1 733 050 3 262 060 

Private 760 270 1 552 710 2 993 386 5 995 322 10 491 518 

Changes in stocks -112 627 106 274 -67 502 -338 625 -76 222 

Public -50 632 -29 940 32 549 132 971 75 187 

Private -61 995 136 214 -100 051 -471 596 -151 409 

Total consumption 2 990 886 6 120 117 12 010 079 23 120 603 41 763 621 

Public disposable income 372 154 743 955 1 211 481 3 383 094 4 980 722 

Public consumption 414 743 750 619 1 466 843 3 140 449 5 938 385 

Public savings -42 589 -6 664 -255 362 242 645 -957 663 

Public investments 141 420 299 575 796 975 1 866 021 3 337 247 

Public (S-I) -184 009 -306 239 -1 052 337 -1 623 376 -4 294 910 

Private disposable income 3 515 749 7 110 932 13 766 587 26 010 168 48 004 307 

Private consumption 2 576 142 5 369 498 10 543 236 19 980 154 35 825 236 

Private savings 939 606 1 741 434 3 223 350 6 030 013 12 179 071 

Private investments 698 274 1 688 924 2 893 335 5 523 726 10 340 109 

Private (S-I) 241 332 52 510 330 015 506 287 1 838 962 

Private savings ratio 26.7 24.5 23.4 23.2 25.4 

Total domestic savings 897 017 1 734 770 2 967 988 6 272 659 11 221 408 

Fixed capital invest./ GNP 24.5 24.0 25.1 26.3 26.0 



Domestic savings / GNP 23.1 22.1 19.8 21.3 21.2 

Source: State Planning Organization. 

(1) Estimate. 

TABLE 2 

MACRO BALANCE (at 1994 PRICES) 

(in billions of TL) 

 

  

 1994 1995 1996 1997 1998(1) 

GNP 3 887 903 4 197 095 4 495 959 4 868 692 5 087 783 

Foreign resources -57 323 75 260 80 465 105 684 125 708 

Total resources 3 830 580 4 272 355 4 576 424 4 974 375 5 213 490 

Total investment 839 695 1 094 914 1 148 096 1 281 169 1 374 560 

Public 141 420 174 785 255 143 332 031 341 115 

Private 698 274 920 129 892 953 949 139 1 033 445 

Fixed capital investment 952 322 1 037 786 1 168 725 1 338 091 1 381 992 

Public 192 052 190 879 245 196 309 678 333 784 

Private 760 270 846 907 923 529 1 028 413 1 048 208 

Changes in stocks  -112 627 57 128 -20 629 -56 922 -7 432 

Public -50 632 -16 094 9 947 22 352 7 331 

Private -61 995 73 222 -30 576 -79 274 -14 763 

Total consumption 2 990 886 3 177 441 3 428 328 3 693 206 3 838 930 

Public disposable income 372 154 421 047 349 663 506 857 399 581 

Public consumption 414 743 424 963 441 521 461 386 506 161 

Public savings -42 589 -3 917 -91 858 45 471 -106 580 

Public investments 141 420 174 785 255 143 332 031 341 115 

Public (S-I) -184 009 -178 702 -347 001 -286 559 -447 695 

Private disposable income 3 515 749 3 776 049 4 146 296 4 361 834 4 688 201 

Private consumption 2 576 142 2 752 478 2 986 807 3 231 820 3 332 769 

Private savings 939 606 1 023 571 1 159 489 1 130 014 1 355 432 

Private investments 698 274 920 129 892 953 949 139 1 033 445 

Private (S-I) 241 332 103 442 266 536 180 875 321 987 

Private savings ratio 26.7 27.1 28.0 25.9 28.9 

Total domestic savings 897 017 1 019 654 1 067 631 1 175 485 1 248 852 

Fixed capital invest./ GNP 24.5 24.7 26.0 27.5 27.2 

Domestic savings / GNP 23.1 24.3 23.7 24.1 24.5 

Source: State Planning Organization. 

(1) Estimate. 

TABLE 3 



Gross National Product (at current producer prices) 

(in billions of TL) 

 

  

 1994  1995  1996 1997  1998 (1) 

Agriculture 598 168.8 1 218 178.1  2 489 773.6 4 170 001.1 6 365 287.8 

Industry 1 019 767.4 2 042 394.8  3 716 528.4 7 293 185.6 8 382 759.7 

Construction 263 719.8 426 214.9  857 761.8 1 743 240.4 2 076 452.4 

Commerce 760 918.7 1 587 690.8  3 022 314.5 5 985 402.3 7 273 286.2 

Transportation 514 110.0 981 069.9  1 941 574.2 4 018 612.6 4 917 335.8 

Financial institutions 115 011.4 322 589.9  732 340.1 1 474 426.2 2 447 397.2 

Home ownership  127 918.0 249 169.5  442 934.8 850 331.6 1 149 617.5 

Professions and services 142 794.6 287 000.2  554 079.6 1 067 451.3 1 365 847.5 

(-) Imputed bank services 163 471.2 270 343.6  709 234.7 1 371 710.0 2 486 328.0 

Government services 344 529.6 619 784.7  1 238 527.3 2 579 910 .0 3 294 409.1 

Non-profit private services  9 069.9 14 576.7  26 922.4 53 020.9 42 553.6 

Import tax 135 892.0 284 130.0  458 588.4 972 011.3 1 105 162.4 

GDP 3 868 429.2 7 762 456.1  14 772 110.2 28 835 883.1 35 933 781.1 

Net foreign income  19 473.7 92 431.1  205 957.1 557 379.0 930 515.0 

GNP 3 887 902.9 7 854 887.2  14 978 067.3 29 393 262.1 36 864 296.2 

Source: State Institute of Statistics. 

(1) Provisional (as of the end of September 1998). 

TABLE 4 

Gross National Product (at 1987 producer prices) 

(in billions of TL) 

 

  

 1994  1995  1996 1997 1998 (1) 

Agriculture 14 358.2 14 640.2  15 284.4  14 927.2 12 595.8 

Industry 24 775.0 27 765.9  29 743.5  32 835.4 25 091.9 

Construction 6 144.4 5 857.5  6 200.1  6 511.0 4 795.5 

Commerce 18 455.2 20 586.7  22 412.9  25 024.4 19 272.9 

Transportation 11 835.1 12 511.0  13 458.1  14 485.1 11 288.9 

Financial institutions 2 416.8 2 424.2  2 476.3  2 572.9 2 018.7 

Home ownership  5 116.7 5 224.2  5 351.9  5 474.6 4 190.7 

Professions and services 2 098.4 2 251.9  2 398.7  2 564.4 1 998.4 

(-) Imputed bank services 2 066.1 2 059.5  2 072.6  2 112.8 1 644.3 

Government services 4 370.9 4 481.5  4 468.7  4 472.9 3 371.4 




