
Workshop on Central Bank Policy Mix: 
Issues, Challenges and Policy Response

The İMB organized a workshop joint with Bank Indonesia (BI) on October 16-20, 2017. The topic of the workshop was Central 
Bank Policy Mix which focused on the challenges that economies have been facing since the onset of the global financial 
crisis and how monetary and macroprudential polices were used to combat these issues. It was a very lively workshop full of 
inspiring discussions and a two-day case study guided by BI experts. 

The first two days of the workshop were led by experts from the CBRT. These discussions started with an analysis of the 
inflation targeting framework of the country. Different phases of the transition to this new regime were analyzed alongside 
insights on the preconditions that paved the way to an IT regime and its operational framework. Following this introduction 
of the IT framework of the country, details on how the monetary transmission mechanism works and the modelling 
framework at the CBRT came under the spotlight. Some highlights on the quarterly projection model for interest rate were 
provided to the audience as well as the forecast and policy analysis system at the CBRT. Besides, current research regarding 
the new policy tools such as asymmetric interest rate corridor and reserve options mechanism was also summarized. 

Prudential Policies after the Global Financial Crisis

The discussions of Turkey’s experience of the policy mix continued with an analysis of the global financial crisis, its aftermath 
and reflections of the changing global conditions on the Turkish economy. Turkey took its share from the abundance of 
capital in the global markets and its flow towards the emerging economies. The resulting impact on the financial stability of 

The Istanbul School of Central Banking (İMB) hosted nine seminars and three workshops during the 
second half of 2017. Rich discussions on timely topics enhanced effectiveness of the programs. This 
bulletin gives a flavor of the lively atmosphere of these productive events. 
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the country gave rise to a mix of macroprudential and monetary policies including a readjustment of LTV and reserve 
requirement ratios in addition to the active use of a wide interest rate corridor and reserve options mechanism. The 
beneficial results of implementing these policies in terms of an improvement of current account balance, the shift in 
composition of capital flows towards more long-term capital and stable growth rates were also pointed out. 

In the last few sessions on Turkey, experts from the CBRT and Banking Regulation and Supervision Agency (BRSA) zoomed 
in on the macro and microprudential measures. On the macro side, all of the macroprudential instruments and how 
they can be used were explained. Research on their effectiveness was shared with the audience, differentiating between 
emerging and advanced countries. An important takeaway from these findings was that emerging market economies 
use macroprudential policies most frequently, especially foreign exchange related ones, while advanced countries use 
borrower-based policies more. On the micro side, the representative from the BRSA gave insightful information on 
supervision of the financial sector in Turkey. After briefly discussing the current status of the Turkish banking sector, she 
explained the supervisory approach of the BRSA both from on-site and off-site aspects. 

Volatile Capital Flows and Commodity Prices

During the second half of the workshop, experts from the 
Bank of Indonesia (BI) took the lead.  They first presented 
the BI’s experience on policy mix. The audience learned 
that, as an emerging economy like Turkey, Indonesia was 
challenged by large and volatile capital flows as well as 
commodity price shocks and a highly procyclical financial 
sector. All these conditions contributed to an appreciation 
of the domestic currency, a deterioration of the current 
account balance and a drive up in asset prices hurting 
the financial stability of the country. Pointing out the 
possibility of a trade-off between monetary and financial 
stability goals, the BI’s policy was to maintain a more 
flexible inflation targeting regime whereby adhering to 

the inflation target was the overriding objective along with managing the dynamics of capital flows and exchange rates. 
The policy mix implemented by the BI to maintain these goals and the resulting outcomes was discussed in detail during 
these sessions. 

Interactive Case Studies

Lastly, the workshop was colored by an interactive case 
study where the participants were provided with a small 
macroeconomic model of the Indonesian economy. Facing 
two different external shocks, the participants were asked 
to use four policy variables (policy rate, FX intervention, 
Loan to Value Ratio, and Reserve) and generate a policy 
mix to bring the Indonesian economy as close as possible 
to four goals concerning the inflation rate, current account 
deficit, GDP growth and Financial Pressure Index of the 
country. The diversity of answers from four different 
groups of participants underlined that the design of an 
optimal policy mix is a challenging task and needs to be 
tackled carefully. 

Workshop on Risk Management in Islamic Financial Institutions 

The CBRT and Toronto Center co-organized the “Workshop on Risk Management in Islamic Financial Institutions”. Twenty-
five participants from 21 countries enriched the discussions with their different perspectives. The highlights of the course 
were the case study, corporate governance, risk management and panel discussion. Participants found the case study of 
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a failure of an Islamic financial institution very well designed and useful. The İMB included the same program in its 2018 
catalogue to host the program on regular basis. Next year, the program content will be revised to reflect changes in the 
sector and add a simulation exercise on stress testing. 

Islamic Finance and Funding the Real Economy Seminar

During the last decade, a rapid growth has been witnessed in the Islamic finance industry. The Islamic finance factsheet 
of the IMF reports that assets performed a double-digit growth rising from US$200 billion in 2003 to an estimated US$ 
1.8 trillion in 2013. Along the same line, the penetration rate of Islamic Banking increased above 15 percent in a dozen 
countries in the Middle East and Asia, surpassing conventional banking. This observed recent rise in Islamic finance has 
spurred increasing interest in the subjects of risk sharing and equity-based financing. 

With these shifts in mind, İMB organized a three-day seminar on “Islamic Finance and Funding the Real Economy” on 
November 27-29. Hylmun Izhar from the Islamic Research and Training Institute (IRTI) was invited as a speaker to lead the 
discussions. Experts from the CBRT also contributed along with representatives of other central banks who enriched the 
program by providing their respective countries’ experience of Islamic finance. 

The seminar started with a discussion of the vision of Islamic Finance. One interesting piece of information shared with 
audience was that the values and principles espoused by Islamic finance are universal in nature and their origins go 
back in time even before the advent of Islam.  The sessions continued with an explanation of the key components of the 

 In 2016, the CBRT processed 5 billion pieces of banknotes, 763 million pieces of 
banknotes were shredded, 5.2 billion pieces of banknotes were added to circulation, 
and 5.4 billion pieces of banknotes were withdrawn.

 In addition to the 21 branches of the CBRT, 52 commercial banks mediated the cash 
cycle with 11,740 branches and 48,421 ATMs.

Did you know?

Islamic Finance Workshop

The “Workshop on Islamic Finance: Innovation, Regulation, 
Risk and Efficiency of Islamic Banking” was held on 
September 23-24 in Bodrum. The workshop aims to bring 
central bankers and economists from policy institutions 
together with academics to present recent advances in 
theoretical and empirical work on Islamic Finance and to 
discuss topics on Islamic Finance from macroeconomics, 
finance and central banking perspectives. The workshop 
started its first day with a panel session named “Realizing 
the value proposition of Islamic Finance through product 
innovation – Progress, Opportunities and Challenges”, 
and continued with the second panel session on “the 
Interaction of Sharia and Financial Innovation at Islamic 
Financial Services Industry”. In the second day of the workshop, presentations on the topics of systemic risk, financial 
crisis, regulation and efficiency of Islamic Banking were delivered by prominent academics.   

Seminars



Islamic financial services industry (IFSI). Along this line, the landscape of this industry and the infrastructure institutions 
supporting it were discussed. Some useful statistics regarding the current status of the global IFSI were also presented. 
The first day ended with an explanation of the principles of Islamic financial contracts.

On the second day of the workshop the discussions centered on the nature, operations and main contracts of Islamic 
Banking. These contracts, classified under three groups (transactional, equity and support contracts) were examined 
in detail. Next to these generally accepted contracts, contentious Islamic contracts which were generated to overcome 
some challenges in Islamic finance were analyzed. 

The last day of the workshop focused on the capital structure of Islamic banks, capital adequacy vis-a-vis the unique 
nature of Islamic Banks and Basel III implications for Islamic banks. Firstly, the importance of capital for banks was 
explained and the trade-off of safety and lower profits banks face while increasing their capital was mentioned. The 
uniqueness of Islamic banks in the sources and uses of funds was explained and it was mentioned that this uniqueness 
warrants special treatments in risk management, capital requirement, corporate governance, market discipline and 
supervisory approach. Another important issue mentioned during the seminar was the key concern of Islamic banks in 
meeting Basel III requirements. This concern regards the subordination of Islamic Banking instruments such that some 
would bear losses under going concern (CET1, AT1) and some under gone concern (AT2) in accordance with Basel III. 
The two approaches to comply with Basel III and Sharia principles were explained in detail. The seminar ended with 
discussion of sukuk, its history and some issues in sukuk issuance. 

Prudential Supervision of the Banking Sector and Macroprudential Regulations Seminar

The seminar on “Prudential Supervision of the Banking Sector and Macroprudential Regulations” is offered for the 
third time by the İMB, considering how important is to understand the roles of prudential supervision of banks and 
macroprudential policies in ensuring financial stability from the perspective of central bankers. 

The seminar presented the latest developments in the regulatory framework, tools, methodologies and new approaches 
of supervision of banks covering both on-site and off-site aspects. The seminar also discussed global best practices in 
designing and implementing macroprudential frameworks, as well as the main instruments employed, efficiency of 
these policies and their interactions with other economic policies. Participants from Azerbaijan, Cambodia, Ethiopia and 
Montenegro presented their country experiences regarding supervisory policies and macroprudential instruments at the 
end of the seminar.

Survey Design and Implementation Seminar

The İMB had its second “Survey Design and 
Implementation” seminar on October 4-6. This 3-day 
seminar covered the following topics: theoretical grounds 
of survey design and implementation, methodology and 
application of tendency surveys, compiling confidence 
indicators, using regional networks, measuring uncertainty 
and using survey data for monetary policy analysis. A total 
of 26 participants from 24 central banks attended the 
program. Experts from the Statistics Department, Research 
and Monetary Policy Department and the Structural 
Economic Research Department of the CBRT in addition 
to the guest speakers from the Turkish Statistical Institute 
and the European Commission delivered the seminars. 
Also, Brazil, Albania, Czech Republic, India, Montenegro 
and Nigeria shared their experiences on the process of survey design and implementation in their institutions.

Cash Circulation Management Seminar

The İMB offered the first “Cash Circulation Management” seminar on November 20-23. The program was organized in 
response to the demand received by several central banks to learn how the CBRT manages cash circulation. The program 
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was developed by the Issue Department of the CBRT and covered the topics of issuance of banknotes, cash handling, 
storage, processing and distribution as well as the current developments in the international cash handling. The seminar 
was designed to provide a platform for interaction and interchange of experiences by participants from different central 
banks. A total of 19 participants from 13 central banks attended the seminar and representatives from Azerbaijan, 
Cambodia, Lithuania and Pakistan shared their experiences related to cash management policy.

Financial Markets and Instruments Seminar

In October 2017, the İMB organized a seminar on “Financial Markets and Instruments”. The program aimed to introduce 
the basics of financial modeling tools to policy makers and practitioners from the perspective of central bankers. The 
seminar was designed to provide the participants with a comprehensive understanding of the fundamentals of money, 
financial markets and central banking. Money, foreign exchange and bond markets were explained in detail with main 
financial instruments in these markets and pricing of those instruments. At the end of the course, participants gained 
perspectives on how to use financial instruments in central banking operations and monitoring activities.

Starting from the functions of money, the seminar discussed benefits of having a central authority in money markets for 
achieving monetary and financial objectives in an economy. The money markets instruments that the seminar covered 
were treasury bills, repos and reverse repos. Repo transactions were investigated in detail as an illustration of how 
financial instruments are used by central banks in daily liquidity management operations. In addition to the domestic 
money markets, foreign exchange markets were also explored with case studies from the FX trading desk of Central Bank 
of Turkey. As a tool for monitoring the FX market, risk neutral density extraction methods from FX options were discussed 
and implemented in computer sessions. 

Lastly, bond markets were covered starting from the basics of cash flow accounting to advanced levels of yield curve 
modeling. Bond pricing, duration and convexity, default, liquidity, expectations and term premium were some of 
points discussed in the sessions regarding the bond market. Default, liquidity and expectations components of bonds 
yields were discussed along with hands-on computer exercises. These exercises exposed the participants to the task of 
constructing term structure of bond yields using the statistical program, R, with a real dataset of sovereign bond yields 
from an emerging market.

Foreign Exchange Reserve and Risk Management Seminar

The “Foreign Exchange Reserve and Risk Management” seminar was held on October 11-13.  The program drew experts 
and specialists from various central banks working at the reserve management desks. The first two days included seminar 
sessions addressed by experts from the Bank for International Settlements and the CBRT. The third day was allocated to 
country presentations delivered by the representatives from Bosnia and Herzegovina, Bangladesh, Pakistan and Uganda. 
The program covered various aspects of management of national reserves. Optimal portfolio allocation, risk tolerance, 
liquidity and availability of emerging reserve currencies were some of the topics covered. Participants were introduced to 
the theoretical and empirical aspects of portfolio allocation problems. Then they discussed details of implementations of 
reserve management in their home countries.

Payment Systems and Instruments Seminar

The “Payment Systems and Instruments” seminar, organized regularly since 2014, aims to provide participants with an 
overview of international standards and the recent global developments in the payments area including the payment 
and securities settlement systems and payment instruments. The seminar also presented detailed information on the 
main technical terms used in the payment systems and payment instruments areas. The international standards were 
discussed and implementation of these standards in Turkey were presented by experts from the real sector. This year’s 
seminar hosted 34 participants from 23 different countries and was held on September 11-14 in Istanbul. Speakers from 
the private sector, such as Interbank Card Center, Turkcell and Akbank, the Banking Regulation and Supervision Agency 
and the CBRT contributed to the workshop. 

July-December 2017
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Snapshot: Basel III reforms
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“Capital Preservation and Liquidity are the most Relevant 
Motives of CB’s Reserve Management Strategies”

Strategic asset allocation (SAA) can be defined as the 
long-term allocation of capital (wealth) to different asset 
classes such as bonds, equity and real estate. The aim is 

Highlights From the “Foreign Exchange Reserve and Risk Management” Seminar

Whic factor is more relevant in determining the SAA?

The above chart shows the distribution of responses from 104 central bank 
reserve managers to the BIS Central Bank Survey 2016.

to optimize the risk/return trade-off given the specific 
preferences and goals of an individual or an organization.

For central banks’ foreign reserves portfolios, the asset 
allocation process typically comprises decisions on the 
currency composition and, within each currency, on the 
allocation to various fixed income asset classes, mainly 
government bonds and other highly liquid, highly secure 
instrument types.

Strategic asset allocation does not aim to generate 
superior returns compared to a market index by moving in 
and out of asset classes at the most beneficial time. The 
strategic asset allocation process transforms goals and risk 
return preferences into the long-term optimal proportions 
of individual asset classes.

Investment committees may deviate the from the SAA 
policy by using a tactical risk budget to exploit movements 
in risk premia between asset classes and currencies. 
These tactical asset allocation transactions serve mainly 
either to protect against a downside risk or to relax the 
constraint posed by the mandate that the portfolio has to 
be managed against a strategic benchmark.

Basel III is a comprehensive set of reform measures, developed by the Basel Committee on Banking Supervision, to 
strengthen the regulation, supervision and risk management of the banking sector in response to the financial crisis of 
2007-09. 

In 2017, the Basel Committee completed the initial phase of the Basel III reforms that were announced in 2010. The 2017 
reforms aim to improve credibility in the calculation of risk weighted assets (RWAs) and improve the comparability of 
banks’ capital ratios. RWAs are an estimate of risk that determines the minimum level of regulatory capital a bank must 
maintain to deal with unexpected losses. A prudent and credible calculation of RWAs is an integral element of the risk-
based capital framework.

The 2017 reforms focus on the weaknesses that were uncovered by the global financial crisis:

• Credibility of the framework:  Several recent studies have found a wide variation in RWAs across banks that cannot 
be explained solely by differences in the riskiness of banks’ portfolios. The unwarranted variation makes it difficult to 
compare capital ratios across banks and undermines confidence in capital ratios. The newly introduced reforms address 
this issue to help restore the credibility of the risk-based capital framework.

• Internal models: Banks’ internal risk assessment models may allow for more accurate measurements of risk than 
the standardized approaches developed by supervisors. However, the moral hazard problem that stems from banks’ 
incentives to minimize risk weights reduces credibility of the internal models. In addition, certain types of asset, such as 
low-default exposures, cannot be modelled reliably or robustly. The reforms limit use of the estimates that banks make 
when they use their internal models for regulatory capital purposes, and, in some cases, remove the use of internal 
models.

To sum, the Basel committee highlights that the revised regulatory framework will help restore trustworthiness of the 
financial system.
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2018 Catalog Events

The İMB organizes activities in four main categories: seminars, workshops, customized and bilateral 
programs, and visiting programs. The İMB will organize 14 seminars and 4 workshops in 2018.
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Challenges and Worldwide Applications of Credit Reporting Systems June 25-26

Central Bank Policy Mix: Issues, Challenges and Policy Response July 2-5 

Monetary Policy Workshop September 17-19

Risk Management in Islamic Financial Institutions December 17-21 

Corporates’ Use of Derivatives and Implications for Emerging Market CBs March 26-29 

Sectoral Financial Accounts April 11-13

Internal Audit Practices at Central Banks April 16-19 

Balance of Payments and External Statistics April 24-27 

Central Bank Communication: How to Keep Up with the Latest Trends? May 7-9

Making Use of Big Data in Emerging Market Central Banks September 3-5 

Payment Systems and Instruments September 10-13 

Prudential Supervision of the Banking Sector and Macroprudential Regulations September 24-27 

Foreign Exchange Reserve and Risk Management October 1-3 

Survey Design and Implementation October 8-12

Cyber Security in Central Banks October 17-19 

Monetary Policy and Financial Markets November 5-8

Applied Econometrics for Emerging Market Central Banks November 12-15 

Cash Circulation Management November 19-22
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